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man, Sachs  &  Co.,  to  Lehman  Brothers  confirming 
50%    interest   of    Lehman    Brothers    and    Goldman, 
Sachs   &    Co.    in    compensation   and   obligations   of 
syndicate  managers  in  underwriting  of  168,000  shares 
of  common  stock  of  Gimbel  Brothers,  Inc ... 

1790.  Letter,  dated  October  10,  1929,  from  Goldman,  Sachs 

&  Co.  to  Lehman  Brothers  confirming  50%  interest 
of  Lehman  Brothers  and  Goldman,  Sachs  &  Co.  in 
compensation  and  obligations  of  syndicate  managers 
in  underwriting  of  116,934  shares  of  common  stock  of 
May  Department  Stores  Company 

1791.  Letter  dated  March  14,  1928,  from  Goldman,  Sachs  &  Co. 

j  Lehman  Brothers  transmitting  payment  of  Lehman 
Brothers'  share  in  profits  of  B.  F.  Goodrich  Company 
common  stock  underwriting 

1792.  Copy  of  letter  dated  April  22,   1930,  from  Goldman, 

Sachs  &  Co.  to  Lehman  Brothers  confirming  the  sub- 
rogation to  Lehman  Brothers  of  one-half. the  interest 
of  Goldman,  Sachs  &  Co.  in  the  underwriting  of  the 
B.  F.  Goodrich  Company  $30,000,000  15-year  6% 
convertible  gold  debentures 

1793.  Letter  dated,  October  30,  1930,  from  A.  B.  Klepper, 

Goldman,  Sachs  &  Co.,  to  Lehman  Brothers  trans- 
mitting payment  of  Lehman  Brothers'  share  in  profits 
of  B.  F.  Goodrich  Company  $30,000,000,  6%  deben- 
tures underwriting 

1794.  Letter,  dated  May  5,  1926,  from  Goldman,  Sachs  &  Co. 

to  Lehman  Brothers  transmitting  payment  of  Lehman 
Brothers'  share  in  profits  of  underwriting  of  Pillsbury 
Flour  Mills,  Incorporated  $1,000,000  serial  5%%  col- 
lateral trust  notes 
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1795. 
1796. 
1797. 

1798. 

1799. 
1800. 

1801. 

1802. 

1803. 
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1805. 
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1807. 


Letter,  dated  May  31,  1927,  from  A.  C.  Loring,  presi- 
dent, Pillsbury  Flour  Mills,  Incorporated,  to  Goldman 
Sachs  &  Co.  expressing  desire  that  Goldman,  Sachs  & 
Co.  offer  not  participation  to  Lehman  Brothers  or 

anyone  else 

Letter,  dated  March  13,  1925,  without  signature  (from 

Lehman   Brothers)   to  Goldman,   Sachs  &   Co.   and 

others  stating  participations  in  purchase  of  Cuyamel 

Fruit   Company   $5,000,000  fifteen-year  6%   sinking 

fund  gold  bonds 

Letter,  dated  October  15,  1928,  from  Goldman,  Sachs  & 
Co.  to  Lehman  Brothers  confirming  interests  of  Leh- 
man Brothers  and  Goldman,  Sachs  &  Co.  in  underwrit- 
ing of  55,161  shares  of  Pet  Milk  Company  common 
stock 
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Letter,  dated  February  6,  1936,  from  Lehman  Brothers 
to  Goldman,  Sachs  &  Co.  declining  to  accept  further 
commitments  under  agreements  of  October  26,  1925 
and  January  5,  1926 

Letter,  dated  June  25,  1935,  from  Goldman,  Sachs  &  Co. 
to  Lehman  Brothers  regarding  proposed  financing  of 
Brown  Shoe  Company,  Inc 

Letter,  dated  June  26,  1935,  from  W.  J.  Creely  to  Walter 
E.  Sachs,  Goldman,  Sachs  &  Co.,  regarding  inclusion 
of  St.  Louis  dealers  in  selling  group  for  Brown  Shoe 
Company  issue 

Letter,  dated  June  28,  1935,  from  Walter  E.  Sachs  to 
Walter  J.  Creely  regarding  inclusion  of  St.  Louis 
dealers  in  selling  group  for  the  Brown  Shoe  Company 
issue 

Letter,  dated  September  27,  1935,  from  Goldman,  Sachs 
&  Co.  to  Lehman  Brothers  transmitting  partial  pay- 
ment of  Lehman  Brothers'  share  in  profits  of  Brown 
Shoe  Company  debenture  underwriting,  after  deduct- 
ing compensation  due  Goldman,  Sachs  &  Co 

Letter,  dated  December  16,  1935,  from  Goldman,  Sachs 
&  Co.,  to  Lehman  Brothers  transmitting  final  pay- 
ment of  Lehman  Brothers'  share  in  profits  of  Brown 
Shoe  Company  debenture  underwriting 

Letter  dated  January  31,  1,936,  without  signature  (from 
H.  S.  Bowers,  Goldman,  Sachs  &  Co.)  to  George  W. 
Johnson,  Endicott  Johnson  Corporation,  regarding 
underwriting  group  for  Endicott  Johnson  Corporation 
issue  and  referring  to  high  opinion  held  by  investment 
bankers  of  the  company  and  its  labor  policy 

Letter,  dated  February  7,  1936,  from  Goldman,  Sachs  & 
Co.  to  Lehman  Brothers  in  response  to  letter  of  Febru- 
ary 6  accepting  conclusion  that  arrangement  between 
the  two  houses  has  been  terminated 

Copy  of  letter  dated  September  20,  1937,  from  Lehman 
Brothers  to  the  board  of  directors,  Continental  Can 
Company,  Inc.,  declining  participation  in  Continental 
Can  Company  financing  because  of  minor  position 
offered,  and  reciting  history  of  association  of  Lehman 
Brothers  with  the  company 

Letter,  dated  September  29,  1937,  from  O.  C.  Huffman, 
president,  Continental  Can  Company,  Inc.,  to  Lehman 
Brothers  stating  that  the  company  has  regarded  Gold- 
man, Sachs  &  Co.  as  its  primary  bankers  and  regretting 
Lehman  Brothers'  declining  the  participation  offered.. 
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1808.  Copy  of  letter  dated  October  4,  1937,  without  signature 

(from  Philip  Lehman,  Lehman  Brothers)  to  O.  C. 
Huffman,  president,  Continental  Can  Co.,  Inc., 
stating  that  in  the  financing  of  the  company,  the 
relationship  of  the  bankers  was  on  a  basis  of  equality. 

1809.  Letter,  dated  January  5,  1940,  from  C.  L.  Austin,  vice 

E resident,  Mellon  Securities  Corporation,  to  Peter  R. 
fehemkis,  Jr.,  confirming  telegram  identifying  memo- 
randum dated  January  11,  1936,  concerning  inclusion 
of  Goldman,  Sachs  &  Co.  in  Johes  &  Laughlin  Steel 
Corporation  syndicate 

1810.  Letter,  dated  February  11,  1938,  from  Sidney  J.  Wein- 

berg, Goldman,  Sachs  &  Co.,  to  C.  M.  Chester,  Chair- 
man of  board,  General  Foods  Corporation,  discussing, 
with  reference  to  proposed  issue  of  preferred  stock, 
the  inadvisability  of  joint  management  and  of  omitting 
compensation  to  the  manager  by  other  syndicate 
members 

1811.  Letter,  dated  February  11,  1938,  from  Sidney  J.  Wein- 

berg to  C.  M.  Chester  regarding  inability  to  compose 
differences  with  Lehman  Brothers  and  stating  con- 
ditions under  which  Goldman,  Sachs  &  Co.  is  prepared 
to  proceed  with  General  Foods  Corp.  financing 

1812.  Copy  of  letter  dated  February  18,  1936,  from  Robert 

Lehman,  Lehman  Brothers,  to  Thomas  Mclnnerney, 
president,  National  Dairy  Products  Corporation, 
tendering  resignation  as  director 

1813.  Letter,  dated  February  21,  1936,  from  Thomas  Mcln- 

nerney to  Robert  Lehman  accepting  his  resignation  as 
director . • 

1814.  Copy  of  letter  dated   May   18,    1937,  from  John   M. 

Hancock,  Lehman  Brothers,  to  C.  R.  Palmer,  Cluett, 
Peabody  &  Co.,  discussing  disagreement  on  financing 
plans  of  Cluett,  Peabody  &  Co -.. 

1815.  Copy  of  letter  dated  May  13,  1937,  from  G.  A.  Cluett  to 

Sanford  L.  Cluett,  Cluett,  Peabody  &  Co.,  regarding 
early  relations  of  Cluett,  Peabody  &  Co.  with  Leh- 
man Brothers 

1816.  Letter,  dated  May  24,  1937,  from  G.  A.  Cluett  to  John 

Hancock,  Lehman  Brothers,  stating  that  he  has 
equal  treatment  for  Lehman  Brothers  and  Goldman, 
Sachs  &  Co.  in  proposed  Cluett,  Peabody  &  Co. 
financing 

1817.  Memorandum,  dated  June  30,  1938,  signed  by  Gold- 

man, Sachs  &  Co.  and  Lehman  Brothers  covering 
relations  between  the  two  houses  in  the  financing  of 
39  enumerated  companies 

18f8.  Extract  from  prospectus  of  The  Cleveland-Cliffs  Iron 
Company  in  connection  with  $16,500,000  of  1st  mtge. 
4%'s  of  1950,  offered  in  December  1935,  showing 
holders  of  the  company's  6  %  Notes 

1819.  Letter,  dated  January  30, 1935,  from  E.  B.  Greene,  presi- 
dent, The  Cleveland-Cliffs  Iron  Company,  to  Bankers 
Trust  Company  and  agreed  to  by  B.  A.  Tompkins, 
Bankers  Trust  Company,  appointing  Bankers  Trust 
Company  agent  to  procure  underwriters  for  $24,000,- 
000  bond  issue l 
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1821. 


1822. 


1823. 


1825. 


1820.  Memorandum  concerning  refunding  of  Cleveland  Cliffs 
bank  indebtedness  dated  June  28,  1935,  by ■  *>. B- 
Greene  entitled  "Brief  summary  of  ™«otmtions  mfch 
Bankers  Trust  Company,  ^presented  ttooughou t  by 
Mr  B  A  Tompkins,  and  at  times  by  Dana  Kelly  and 
Mr!  Graham,  and  also  Lehman  Brothers  represented 

bv  Mr.  Gutman  and  Mr.  Szold" -- £■-«"" 

Telegram,  dated  February  2,  1935,  from  Dana  Kelly, 
Blnkers  Trust  Co.,  to  V.  P.  Geffine,  vice-president, 
The  Cleveland-Cliffs  Iron  Co.,  regarding  his  arrival  in 
Cleveland  with  Lehman  Brothers  representatives.  - 
Copy  of  letter  dated  July  5,  1935  from  E  B,  Greene 
to  W.  P.  Belden,  counsel,  The  Cleveland-Cliffs  Iron 
Company  regarding  the  price  at  which  the  bonds  of 
The  Cleveland-Cliffs  Iron  Co.  are  to  besold  .  -  . 
Copy  of  memorandum  dated  June  13,  1935,  by  &.  a. 
Greene  regarding  financing  arrangements  discussed 
at  meetinl  with  B.  A.  Tompkins,  Dana  Kellev  and 

Mr  Graham  of  Bankers  Trust  Company--- -- 

1824    Letter  dated  December  6,  1935,  from  E    B    Greene ,  to 

1824.  i^g^  BrQther     pieldi  Qlore  &  Co  ,  Hayden  Stone 

&  Co.  and  Kuhn,  Loeb  &  Co.  regarding  consultation 

with  them  on  choice  of  successor  of  W.  G.  Mather  or 

E   B    Greene  should  either  cease  to  hold  office  with 

The  Cleveland-Cliffs  Iron  Co     ^rr.—  y  n"'  £' 

Letter,  dated  January  30,  1935,  from  White  &  Case  to 
Bankers  Trust  Company  approving  form  of  proposed 
letter  of  appointment  of  Bankers  Trust  Company  as 

aeent  for  The  Cleveland-Cliffs  Iron  Co      ... --- 

1826    Letter   dated  February  1,  1935,  from  E.  B.  Greene  to 
1826.  Letter,  dateo  ^y^  Trugt  Company  regarding 

firm  commitment  for  underwr  ting  Cleve  and-Cliffs 
bond  issue  for  presentation  to  stockholders  meeting- - 
LeUerfdated  February  4,  1935,  without  signature  (from 
B  A.  Tompkins)  to  E.  B.  Greene,  stating  that  Bank- 
ers Trust  Company  may  not  legally  underwrite,  but 
that  it  mav  attempt  as  agent  to  find  underwriters  for 
The  Cleveland-Cliffs  Iron  Co.  issue--- ------- ------ 

Letter,  dated  May  25,  1935  from  E  B  Greene  to  B  A 
Tompkins,  discussing  relations  between  The  Ueve 
land-Cliffs   Iron   Co.   and   Bankers   Trust   Co.   with 
respect  to  forthcoming  bond  issue. _ --- ------ -*/"-«: ' 

Lette?,  dated  May  28,  1935,  from. B.  A  Tompkins  to  K 
B    Greene  regarding  the  financing  plans  and  the  for- 
mation of  an  underwriting  group--------- ---------- 

1830.  Letter,  dated  February  2    1935,  from  B.  A.  Tompkins 
to  E.  B.  Greene,  regarding  participation  in  the  Hay- 
den, Stone  &  Co.'s  purchase  of  Mr   Mather's  stock 
Letter  dated  June  6,  1935,   rom  B.  A.  Tompkins  to  K 
B.  Greene,  regarding  conclusion  agreed  upon  at  meet- 
ing with  members  of  Lehman  Brothers,  Field,  Glore, 
KuhT,  Loeb  &  Co.'  and  Hayden,  Stone  &  Co  relative 
to  -Cleveland-Cliffs  and  Cliffs  Corporation  merger  and 
a  refunding  bond  issue  of  Cleveland-Cliffs.- --------- 

Letter,  dated  July  9,  1935,  from  Lewis  Strauss  !£& 
Loeb  &  Co.,  to  B.  A.  Tompkins,  regarding  selection 
of  counsel  for  the  bankers  in  connection  with  the 
financing  of  Cleveland-Cliffs---^------ 
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1833.  Memorandum  by  Lewis  L.  Strauss,  of  Kuhn,  Loeb  & 

Co.,  relative  to  the  meeting  at  B.  A.  Tompkins' 
office  regarding  proposed  financing  of  Cleveland- 
Cliffs  Iron  Co 

1834.  Letter,  dated  June  28,  1935,  from  B.  A.  Tompkins  to 

E.  B.  Greene,  regarding  the  underwriting  group  to 
handle  Cleveland-Cliffs  Iron  Company  financing 

1835.  Letter,  dated  July  2,  1935,  from  E.  B.  Greene  to  B.  A. 

Tompkins  regarding  disappointment  of  the  terms 
upon  which  Cleveland-Cliffs  Iron  Company  bonds 
are  to  be  handled 

1836.  Memorandum,  dated  July  8,  1935,  by  B.  A.  Tompkins 

to  Monroe  Gutman  of  Lehman  Brothers,  and  others, 
containing  three  items  supplementing  previous 
memo  ["Exhibit  No.  1833"]  regarding  Cleveland- 
Cliffs  Iron  Company  financing 

1837.  Memorandum,  dated  August  28,  1935,  by  Dana  Kelley, 

Bankers  Trust  Company,  regarding  meeting  with 
Cleveland-Cliffs  Iron  Company  underwriting  group 
relative  to  Mr.  Greene's  report  that  the  management 
ment  had  decided  to  abandon  the  Cliff's  merger  plan 
and  the  change  in  financing  plans  which  followed 

1838.  Letter,  dated  January  5,  1940,  from  Lehman  Brothers 

to  Peter  R.  Nehemkis,  Jr.  enclosing  stipulation  for 

six  documents 

Stipulation  covering  six  letters  that  were  prepared, 
received,  or  sent  as  the  case  may  be  from  Lehman 
Brothers - 

1839.  Letter,  dated  October  28,  1935,  from  Lehman  Brothers 

to  Hayden,  Stone  &  Co.,  confirming  understanding 
regarding  Cleveland-Cliffs  Iron  Company  financing. 

1840.  Letter,  dated  October  28,  1935,  from  Lehman  Brothers 

to  Field,  Glore  &  Co.,  confirming  understanding 
regarding  Cleveland-Cliffs  Iron  Company  financing. 

1841.  Letter,  dated  October  28,  1935,  from  Lehman  Brothers 

to  Kuhn,  Loeb  &  Co.,  confirming  understanding 
regarding  Cleveland-Cliffs  Iron  Company  financing. 

1842.  Memorandum,   dated   December  2,    1935,   by   M.    C. 

,Gutman  to  Douglas  Dimond,  both  of  Lehman 
Brothers,  relative  to  Mr.  Tompkins'  request  for 
position  in  Cleveland-Cliffs  Iron  Company  financing 
for  C.  D.  Barney  &  Co 

1843.  Extract  from  registration  statement  of  Cleveland-Cliffs 

Iron  Co.  for  $16,500,000  of  1st  mtge.  4%'s  of  1950, 
showing  participations  in  a  bank  loan  of  $5,000,000 
to  supplement  the  bond  issue 

1844.  Letter,  dated  December  18,  1935,  from  B.  A.  Tompkins 

to  E.  B.  Greene  regarding  sub-participation  in  bank 
loan  supplementing  The  Cleveland-Cliffs  Iron  Com- 
pany bond  financing 

1845.  Letter,  dated  November  22,   1935,  from  Kuhn,  Loeb 

&  Co.  to  Lehman  Brothers,  regarding  the  sharing  of 
commissions  in  sale  of  10,000  shares  of  Republic  Iron 
&  Steel  common  6tock  by  Cleveland-Cliffs 

1846.  Memorandum,  dated  August  24, 1936,  by  M.  C.  Gutman 

to  Mr.  I.  Sack,  both  of  Lehman  Brothers,  relative  to 
sharing  of  commissions  on  sale  of  Republic  Iron  & 
Steel  common  stock  for  Cleveland-Cliffs 
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1847-1. 


1847-2. 


1847-3. 


1848. 


Extract  from  registration  statement,  showing  agreement 
dated  October  31,  1935,  between  Cleveland-Cliffs 
Iron  Company  and  Kuhn,  Loeb  &  Co.  and  others 
with  regard  to  the  sale  of  20,000  shares  of  Republic 
Steel  Corporation  common  stock 

Extract  from  registration  statement,  showing  agreement 
dated  October  31,  1935,  between  McKinney  Steel 
Holding  Company  and  Kuhn,  Loeb  &  Co.  and  others, 
with  regard  to  the  sale  of  $5,500,000  principal  amount 
of  Republic  'Steel  Corporation  purchase  money  first 
mortgage  convertible  5J4%  bonds  due  November  1, 
1954.— _.r 

Extract  from  registration  statement,  showing  agreement 
dated  October  31,  1935,  between  McKinney  Steel 
Holding  Company  and  Kuhn,  Loeb  &  Co.  and  others, 
with  regard  to  the  sale  of  10,000  shares  of  6%  cumu- 
lative convertible  prior  preference  Series  A  stock  of 
Republic  Steel  Corporation. 


Copy  of  letter  dated  May  22,  1930,  from  Kuhn,  Loeb  & 
Co.  to  J.  R.  Swan,  Guaranty  Company  of  New  York 
confirming  agreement  between  Guaranty  Trust  Co. 
and  Kuhn,  Loeb  relative  to  future  financing  by  Amer- 
ican Smelting  and  Refining  Company ^ 

1849.  Letter,  dated  May  26,  1930,  from  J.  R.  Swan  to  Kuhn, 

Loeb  &  Co.  regarding  agreement  between  Guaranty 
Company  and  Kuhn,  Loeb  &  Co.  relative  to  future 
financing  by  American  Smelting  and  Refining  Com- 
pany  

1850.  Letter,  dated  May  21,  1930,  from  Frank  P.  Shepard, 

Guaranty  Company,  to  Kuhn,  Loeb  &  Co.  regarding 
175,000  shares  of  American  Smelting  and  Refining 
Company  6%  cumulative  second  preferred  stock,  con- 
firming Kuhn  Loeb's  22%  interest  on  original  terms 
in  purchase  of  this  stock 

1851.  Copy  of  letter  dated  May  21,  1930,  from  J.  R.  Swan, 

Guaranty  Company,  to  F.  H.  Brownell,  Chairman  of 
the  Board,  American  Smelting  and  Refining  Com- 
pany, enclosing  prospectus  of  the  second  preferred 
stock  to  be  offered  at  103 

1852-1.  Letter,  dated  July  19,  1937,  from  H.  T.  Pritchard, 
President,  Indianapolis  Power  &  Light  Company,  to 
Lehman  Brothers  giving  to  Lehman  Brothers  the 
right  to  head  the  syndicate,  authority  to  act  as  sole 
agent  in  Indianapolis  Power  &  Light  Company 
financing , 

1852-2.  Letter,  dated  July  21,  1937,  from  O.  C.  Johnston,  Simp- 
son, Thacher  &  Bartlett,  to  Robert  Lehman,  Lehman 
Brothers,  relative  to  proposed  reply  .to  Indianapolis 
Power  &  Light  Company  regarding  contemplated 
financing 

1852-3.  Copy  of  letter  dated  July  21,  1937,  from  Robert  Lehman 
to  H.  T.  Pritchard,  president,  Indianapolis  Power  & 
Light  Company  accepting  position  to  head  India- 
napolis Power  &  Light  Company  financing 

1853.  Copy  of  letter  dated  May  24,  1938,  from  J.  F.  F.  (John 
F.  Fennelly),  Glore,  Forgan  &  Co.,  to  J.  Russell 
Forgan,  Glore,  Forgan  &  Co.,  regarding  views  of 
Charles  Glore  relative  to  Indianapolis  Power  &  Light 
Company  financing  and  position  of  Lehman  Brothers 
in  this  financing 
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1854-1.  Memorandum,  dated  June  26,  1939,  by  Joseph  A. 
Thomas,  Lehman  Brothers,  regarding  agreement  be- 
tween Lehman  Brothers  and  Goldman  Sachs  and  The 
First  Boston  Corporation  on  Indianapolis  Power  & 
Light  Company  financing  and  future  financing  of 
subsidiary  companies  of  Utilities  Power  &  Light  Co. . 

1854-2.-  Letter,  dated  June  26,  1939,  from  Joseph  A  Thomas  to 
to  G.  D.  Woods,  The  First  Boston  Corporation, 
putting  in  writing  the  agreement  regarding  the 
financing  or  refinancing  of  Indianapolis  Power  & 
Light  Company  between  Lehman  Brothers,  Goldman, 
Sachs  &  Co.  and  The  First  Boston  Corporation  having 
equal  percentages 

1854-3.  Letter,  dated  June  26,  1939,  from  Joseph  A  Thomas  to 
Sidney  Weinberg,  Goldman,  Sachs  &  Co.  putting  in 
writing  the  agreement  regarding  the  financing  or 
refinancing  of  Indianapolis  Power  &  Light  Company 
between  Lehman  Brothers,  Goldman,  Sachs  &  Co., 
and  The  First  Boston  Corporation  having  equal  per- 
centages   

1855-1.  Letter,  dated" July  11,  1938,  from  Floyd  Odium,  Atlas 
Corporation,  to  Robert  Lehman  regarding  Lehman 
Brothers'  position  in  proposed  financing  of  Indianapo- 
lis Power  &  Light  Company  and  suggesting  better 
treatment  for  other  J  rms 

1855-2.  Copy  of  letter  dated  J  ily  13,  1938,  from  J.  A.  Thomas 
to  Floyd  B.  Odlun  setting  forth  the  considerations 
which  prompted  Lehman  Brothers  to  act  as  they  did 
in  the  Indianapolis  Power  &  Light  Company  financing 

1855-3.  Letter,  dated  July  13,  1938,  from  F.  B.  Odium  to  J.  A. 

Thomas  regarding  Shields  &  Company  dissatisfaction 

,with  their  position  in  Indianapolis  Light  &  Power 

Company  financing 

1855-4.  Letter,  dated  July  18,  1938,  from  F.  B.  Odium  to  J.  A. 
Thomas  requesting  the  Shields  &  Company  matter  be 

straightened  out  with  reasonable  satisfaction 

1856.  Transcription  of  telephone  conversation  on  October  20, 
1932,  between  J.  A.  W.  Iglehart,  Glore,  Forgan  &  Co., 
and  P.  N.  Russell,  N.  W.  Harris  &  Co.,  regarding 
New  York  State  Electric  &  Gas  financing 

1357-1.  Letter,  dated  January  5,  1940,  from  Arthur  H.  Dean, 
Sullivan  &  Cromwell,  to  Peter  R.  Nehemkis,  Jr.,  au- 
thorizing use  of  certain  documents  for  the  record  re- 
lating to  New  York  State  Electric  &  Gas  Corp.  fi- 
nancing  

1S57-2.  Memorandum,  dated  January  25,  193"7,  by  G.  D.  Woods, 
The  First  Boston  Corporation,  regarding  inclusion  of 
Lehman  Brothers  in  underwriting  group  for  issues  of 
New  York  State  Electric  &  Gas  Corporation  and  other 
subsidiaries  of  Associated  Gas  &  Electric  Company, 

1857-3.  Letter,  dated  January  25,  1937,  from  M.  C.  Gutman, 
Lehman  Brothers,  to  The  First  Boston  Corporation, 
enclosing  memorandum  embodying  understanding  on 
financing  of  New  York  State  Electric  &  Gas  Corp. 
and  other  financing  of  the  Associated  Gas  &  Electric 
systems 

1857-4.  "Memorandum  regarding  relationship  of  The  First 
Boston  Corporation  and  Lehman  Brothers  in  con- 
nection with  Associated  Gas  &  Electric  financing," 
dated  January  25,  1937___ 
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1858. 


1859. 


1860. 


1861. 


1857-5.  Letter,  dated  January  29,  1937,  from  George  D.  Woods, 
The  First  Boston  Corporation,  to  Lehman  Brothers, 
correcting  memorandum  concerning  Associated  Gas  & 
Electric  Co.  financing 

Memorandum,  dated  July  27,  1934,  by  J.  M.  Schiff, 
Kuhn,  Loeb  &  Co.,  regarding  discussion  with  M.  L. 
Freeman  relating  to  possible  financing  of  Armstrong 
of  Armstrong  Corp  Company 

Memorandum,  dated  November  18,  1927,  by  Jerome  J. 
Hanauer,  Kuhn,  Loeb  &  Co.,  regarding  discussion 
with  Seward  Prosser,  Bankers  Trust  Co.,  explaining 
efforts  made  by  Kuhn,  Loeb  &  Co.  to  be  sure  they 
were  not  competing  with  Bankers  Trust  Co.  for  fi- 
nancing of  Youngstown  Sheet  &  Tube  Co.  Memoran- 
dum, dated  November  18,  1927,  by  Jerome  J.  Hanauer 
giving  telephone  statement  by  James  A.  Campbell, 
president,  Youngstown  Sheet  &  Tube  Co.,  regarding 
negotiations  with  Bankers  Trust  Co.  for  bond  issue 

Extracts  from  diary  entries,  dated  October  22,  1934,  to 
July  24,  1935,  by  John  W.  Cutler  and  J.  N.  Land, 
Edward  3.  Smith  &  Co.,  regarding  Armstrong  Cork 
Company  financing 

Memorandum,  dated  February  4,  1935,  initialed  W.  W. 
(Webb  Wilson,  Edward  B.  Smith  &  Co.)  entitled 
"Outline  of  Guaranty  Company  of  New  York's  rela- 
tionship to  public  financing  of  The  American  Rolling 

Mill  Company" ■ 

1862-1.  Memorandum,    dated    December    16,     1937,    by    K. 
.  Weisheit  to  J.  W.  Cutler,  Edward  B.  Smith  &  Co., 

2ferring  to  inquiry  by  Fred  Krayer,  Brown,  Harri- 
an  &  Co.,  Inc.,  as  to  desires  of  Edward  B.  Smith 
&  Co.  on  formation  of  account  for  purchase  and  sale 

of  rights  to  preferred  stock  of  Dow  Chemical  Co 

1862-2.  Memorandum,  dated  July  23,  1935,  by  C.  L.  Austin, 
Edward  B.  Smith  &  Co.,  summarizing  discussions 
with  officials  of  Pure  Oil  Co.  on  proposed  refunding, 
and  commenting  on  various  items  in  registration  state- 
ment for  $32,000,000  15  year  4#%  notes,  due  1950- 

Memorandum,  undated,  by  C.  L.  Austin,  Mellon 
Securities  Corporation,  discussing  reasons  for  selec- 
tion of  underwriters  of  $25,000,000  Koppers  Com- 
pany first  mortgage  and  collateral  trust  bonds,  series 
A,  4%,  due  November  1,  1-951 

Memorandum,  dated  August  17,  1936,  by  C.  L.  Austin, 
Mellon  Securities  Corporation,  regarding  invitations 
to  Morgan  Stanley  &  Co.,  Inc.,  and  Edward  B.  Smith 
&  Co.  to  participate  in  Jones  &  Laughlin  Steel  Cor- 
poration financing.  Memoranda,  dated  October  29, 
1935,  and  November  8,  1935,  by  Frank  R.  Denton, 
Mellofr  Securities  Corporation,  relating  to  deferring 
the  Jones  &  Laughlin  Steel  Corporation  bond  issue 
and  discussions  with  Morgan  Stanley  &  Co.,  Inc.,  and 

Edward  B.  Smith  Co 

1865.  Memorandum,  dated  October  18,  1934,  by  C.  L.  Austin, 
then  of  Edward  B.  Smith  &  Co.,  giving  list  obtained 
from  the  Guaranty  Co.,  of  purchase  group  members 
in  Wilson  &  Co.,  Inc.,  note  offering  in  January  1927 
and  in  offering  of  first  mortgage  bonds  in  April  1921... 
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1866-1.  Memorandum,  dated  September  10,  1934,  by  C.  L. 
Austin  to  Joseph  R.  Swan,  Edward  B.  Smith  &  Co., 
regarding  possibility  of  recapitalization  of  Wilson  & 
Co.,  Inc.,  and  suggesting  approach  to  the  company 
through  E.  A.  Potter,  Jr 

1866-2.  Memorandum,  dated  September  5,  1934,  by  Herman 
Safro  to  Karl  Weisheit,  Edward  B.  Smith  &  Co., 
reporting  discussion  with  Paul  Appenzellar  regarding 
plan  of  recapitalization  approved  by  Wilson  &  Co., 
Inc 

1867.  Copy  of  letter  dated  July  8,  1935,  from  Faris  R.  Rus- 

sell, White,  Weld  &  Co.,  to  John  W.  Cutler,  Edward 
B.  Smith  &  Co.,  containing  chronological  history  of 
discussions  regarding  position  of  White,  Weld  &  Co., 
in  Wilson  &  Co.  issue  of  July  1935  and  their  failure 
to  be  included.  (Carbon  copy  of  "Exhibit  No. 
1886.") : 

1868.  Letter,  dated  February  25,  1935,  from  M.  L.  Freeman 

to  Gurdon  Wattles,  White,  Weld  &  Co.,  giving  finan- 
cial position  of  Wilson  &  Co.,  Inc.,  and  referring  to 
discussions  with  its  president  concerning  bond  issue.. 

1869.  Copy  of  letter,  dated  February  21,  1935,  from  Edward 

Foss  Wilson,  president,  Wilson  &  Co.,  Inc.,  to  M.  L. 
Freeman  expressing  willingness  to  discuss  sale  of 
bonds 

1870.  Memorandum,  dated  February  26,  1935,  by  G.  W.  Wat- 

tles to  Mr.  Timpson,  White,  Weld  &  Co.,  regarding 
M.  L.  Freeman's  proposal  on  Wilson  &  Co.  refunding 
issue  and  attitude  of  two  insurance  companies  toward 
purchase  of  the  bonds 

1871.  Telegram,  dated  February  27,  1935,  from  M.  L.  Freeman 

to  E.  F.  Wilson,  president,  Wilson  &  Co.,  Inc.,  sug- 
gesting meeting  with  bankers  on  Wilson  &  Co.  financing. 

1872.  Copy  of  telegram,  dated  February  27,  1935,  from  E.  F. 

Wilson,  president,  Wilson  &  Co.,  Inc.,  to  M.  L.  Free- 
man stating  that  J.  D.  Cooney,  vice  president,  will 
visit  New  York  and  discuss  financing 

1873.  Letter,  dated  February  28,  1935,  from  M.  L.  Freeman  to 

Gurdon  W.  Wattles,  White,  Weld  &  Co.,  enclosing 
copies  of  communications  between  M.  L.  Freeman  and 
E.  F.  Wilson 

1874.  Letter,  dated  February  28,  1935,  from  M.  L.  Freeman  to 

G.  W.  Wattles  proposing  discussion  prior  to  calling 
E.  F.  Wilson 

1875.  Letter,  dated  February  28, 1935,  without  signature  (from 

White,  Weld  &  Co.)  to  M.  L.  Freeman  stating  compen- 
sa1ion  to  be  paid  to  him  if  White,  Weld  &  Co.  com- 
pletes refunding  operation  for  Wilson  &  Co.,  Inc 

1876-1.  Letter,  dated  March  1,  1935,  without  signature  (from 
White,  Weld  &  Co.)  to  M.  L.  Freeman  enclosing  a 
signed  letter. 

1876-2.  Letter  dated  March  27, 1935,  from  M.  L.  Freeman  to 
Gurdon  W.  Wattles,  White,  Weld  &  Co.,  requesting 
a  new  agreement 

1877.  Diary  entries,  dated  September  1 L 1934,  to  May  12, 1937, 
by  John  W.  Cutler  and  others,  Edward  B.  Smith  &  Co., 
regarding  Wilson  &  Co.  financing , , , 
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1878.  Letter,  dated  March  15,  1935,  initialed  J.  R.  S.  (Joseph 

R.  Swan,  Edward  B.  Smith  &  Co.)  to  Thomas  E. 
Wilson,  chairman  of  the  board,  Wilson  &  Co.,  Inc., 
regarding  conversations  with  E.  A.  Potter,  Jr.,  relating 
to  possible  financing  of  Wilson  &  Co.,  Inc.,  and  readi- 
ness of  Edward  B.  Smith  &  Co.  to  submit  definite 
proposal ^ 

1879.  Memorandum,  dated  March  8,  1935,  initialed  J.  W.  C. 

(John  W.  Cutler)  to  C.  L.  Austin,  Edward  B.  Smith 
&  Co.,  referring  to  denial  by  Wilson  &  Co.  of  M.  L. 
Freeman's  authority  to  speak  for  it  and  mentioning 
suggestion  by  E.  A.  Potter,  Jr.,  that  Edward  B.  Smith 
&  Co.  inform  Wilson  &  Co.  of  willingness  to  negotiate 
on  bond  issue : 

1880.  Copy  of  letter  dated  May  18,  1935,  initialed  D.  R.  L. 

(from  D.  R.  Linsley,  vice  president,  The  First  Boston 
Corporation)  to  J.  H.  Briggs,  H.  M.  Byllesby  &  Com- 
pany, regarding  The  First  Boston  Corp.'s  unwilling- 
ness to  enter  into  highly  competitive  negotiations  for 
Wilson  &  Co.  financing  and  suggestion  to  Edward  B. 
Smith  &  Co.  to  include  H.  M.  Byllesby  &  Co.  in  the 
Wilson  syndicate 

1881.  Memorandum,  dated  May  16,  1935,  by  H.  M.  Addinsell, 

The  First  Boston  Corporation,  regarding  J.  R.  Swan's 
invitation  to  The  First  Boston  Corporation  to  join  in 
refinancing  of  Wilson  &  Co.  and  suggestion  by  Addin- 
sell that  H.  M.  Byllesby  &  Co.  also  be  included 

1882-1.  Copy  of  telegram  dated  March  15,  1935,  from  D.  R. 
Linsley,  The  First  Boston  Corporation,  to  Miles 
Warner,  H.  M.  ByUesby  &  Compaq',  stating  condi- 
tion under  which  The  First  Boston  Corporation 
would  be  willing  to  discuss  financing  with  Wilson  & 
Co. ,  Inc 

1882-2.  Memorandum,  dated  September  9,  1935,  by  J.  J.  B. 
(J.  J.  Buckley,  Edward  B.  Smith  &  Co.)  discussing 
conferences  on  the  inclusion  of  investment  banking 
firms  in  The  Wilson  &  Co.  bCnd-^yndicate 

1883.  Letter,  dated  May  23,  1935,  by  James  D.  Cooney,  vice 

president,  Wilson  &  Co.,  Inc.,  to  Mr.  Wilson  regard- 
ing details  of  forthcoming  issue  and  selection  of  one 
or  two  underwriters  as  leaders 

1884.  Pencil  memorandum   (apparently  draft  of  cablegram) 

in  response  to  J.  D.  Cooney's  letter,  suggesting  lead- 
ing underwriters 

1885.  Memorandum,  dated  June  27,  1935,  by  D.  R.  Linsley, 

The  First  Boston  Corporation,  listing  the  under- 
writers and  their  percentage  participations  in  financ- 
ing of  Wilson  &  Co.,  Inc.,  along  with  names  of  com- 
panies to  head  business 

1888.  Letter,  dated  July  8,  1935,  from  Faris  R.  Russell, 
White,  Weld  &  Co.,  to  John  W.  Cutler,  Edward  B. 
Smith  &  Co.,  containing  chronological  history  of  dis- 
cussions regarding  position  of  White,  Weld  &  Co.  in 
Wilson  &  Co.  issue  of  July  1935  and  their  failure  to 
be  included.  (Original  of  "Exhibit  No.  1867.") 
Memorandum,  initialed  M.  D.  to  John  W.  Cutler, 
stating  that  letter  was  discussed  personally  with 
Russell  and  reply  by  Cutler  is  thought  unnecessary. 
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1887-1.  "Schedule  of  operations  tollowed  by  Smith,  Barney  & 
Co.  when  acting  in  capacity  of  head  manager  in 
wholesaling  a  new  issue,"  dated  August  1,  1939 

1887-2.  "Buying  Department  Work  Sheet  form,"  dated  March 
9,  1937,  used  by  Edward  B.  Smith  &  Co.  when  man- 
ager or  comanager 

1887-3.  Memorandum,  for  Industrial  Division  of  Buying  De- 
partment entitled  "Industrial  Investigations,  Out- 
line for  use  as  guide  in  conducting  investigations  of 
Industrial  Companies" 

1887-4.  Memorandum,  dated  January  1,  1937,  entitled  "Buy- 
ing Department  Work  Sheet  form  for  use  in  connec- 
tion with  issues  headed  by  other  houses  in  which  we 

have  a  position  as  an  underwriter" 

1888.  Specimen  of  dealer  performance  record  card  used  by 
Smith,  Barney  &  Co 

1889-1.  Letter,  dated  September  1,  1939,  from  W.  H.  Coulson, 
Smith,  Barney  &  Co.,  to  the  Securities  &  Exchange 
Commission  describing  methods  used  by  under- 
writers in  financing  the  purchase  of  securities  from 
issuing  corporations 

1889-2.  Schedules  showing  day  loan  and  collateral  loan  for  The 
Pure  Oil  Company  5%  cumulative  preferred  stock 
underwritten  by  Edward  B.  Smith  &  Co.,  and  activity 
of  loan  and  collateral 

1889-3.  Schedules  showing  day  loan  and  collateral  loan  for  Beth- 
lehem Steel  Corporation  15-year  sinking  fund  con- 
vertible 3H%  debentures  underwritten  by  Edward  B. 
Smith  &  Co.,  and  activity  of  loan  and  collateral 

1889-4.  Schedule  showing  day  loan  for  Shell  Union  Oil  Corpora- 
tion 15-year  2%%  debentures  underwritten  by  Smith, 
Barney  &  Co  _  _  ^ 

1889-5.  Schedule  showing  day  loan  for  Pennsylvania  Power  & 
Light  Company  first  mortgage  3}i%  bonds  and  4J^% 
debentures  underwritten  by  Smith,  Barney  &  Co 

1890.  Trust  receipt  form  used  by  the  Continental  Illinois  Na- 

tional Bank  &  Trust  Company  of  Chicago.  Trust  re- 
ceipt form  used  by  the  City  National  Bank  •&  Trust 
Company  of  Chicago.  Day  loan  agreement  form 
used  by  The  Natiorial  City  Bank  of  New  York.  Day 
loan  agreement  form  used  by  the  Chase  National 
Bank  of  the  City  of  New  York.  Day  loan  agreement 
form  used  by  the  Manufacturers  Trust  Co.  of  New 
York ." 

1891.  Loan  agreement  form  used  by  the  National  City  Bank  of 
*        New  York , . 

1892.  General  loan  and  collateral  agreement  form  used  by  the 

Bank  of.  the  Manhattan  Company,  New  York.  Gen- 
eral loan  and  collateral  agreement  form  used  by  the 
Chase  National  Bank  of  the  City  of  New  York.  Gen- 
eral loan  and  collateral  agreement  form  used  by  the 
Guaranty  Trust  Company  of  New  York 

1893.  Day  loan  agreement  form  used  by  the  Guaranty  Trust 

Company  of  New  York  _ 

1894.  Letter,  dated  August  29,  1939,  from  Kidder,  Peabody  & 

Co.  to  the  Securities  &  Exchange  Commission  sub- 
mitting information  regarding  financing  of  their  par- 
ticipation in  Panhandle  Eastern  Pipe  Line  Co.  4s,  dup 
1952,  Commercial  Credit  Co.  2%s  due  1942  and  Pure 
Oil  Company  5%  cumulative  convertible  preferred 
stock  ^ 
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1895.  Copy  of  letter  dated  September  1,  1939,  from  Peter  R. 

Nehemkis,  Jr.  to  Nevil  Ford,  The  First  Boston  Cor- 
poration, requesting  information  regarding  method  of 
financing  participations  in  issues  of  securities.  Letter, 
dated  September  7,  1939,  from  H.  M.  Addinsell,  The 
First  Boston  Corporation,  to  Peter  R.  Nehemkis,  Jr., 
submitting  memorandum.  Memorandum,  dated 
September  6,  1939,  by  E.  J.  Costello,  assistant  treas- 
urer to  H.  M.  Addinsell,  Chairman  of  executive  com- 
mittee, The  First  Boston  Corporation,  describing 
method  of  financing  participations  in  issues  of  secur- 
ities  

1896.  Letter,  dated  September  11,  1939,  by  Halsey,  Stuart  & 

Co.,  Inc.,  to  the  Securities  &  Exchange  Commission 
describing  method  of  financing  participations  in 
issues  of  securities _ 

1897.  Abstract  of  provision  granting  preferential  rights  to 

future  financing,  from  contract  dated  April  28,  1939, 
between  Airplane  Manufacturing  &  Supply  Corp.  and 
G.  Brashears  &  Co.1 

1898.  Abstract  of  provision  granting  preferential  rights  to 

future  financing,  from  contract  dated  November  7, 
1924,  between  South  Carolina  Electric  &  Gas  Co.  and 
Halsey,  Stuart  &  Co.,  Inc.1 

1899.  Abstract  of  provision  granting  preferential  rights  to 

future  financing,  from  contract  dated  October  10, 
1919,  between  Metropolitan  Edison  Co.  and  Halsey, 

Stuart  &  Co.,  Inc.1 .... 

,  1900.  Abstract  of  provision  granting  preferential  rights  to 
future  financing,  from  contract  dated  December  14, 
1927,  between  Lexington  Water  Power  Co."  and 
Halsey,  Stuart  &  Co.,  Inc.1 • 

1901.  Abstract  of  provision  granting  preferential  rights  to 

future  financing,  from  contract  dated  August  29,  1917, 
between  Binghamton  Light,  Heat  &  Power  Co.  and 
Halsey,  Stuart  &  Co.,  Inc.1 

1902.  Abstract  of  provision  granting  preferential  rights  to 

future  financing,  from  contract  dated  September  30, 
1919,-  between  General  Gas  &  Electric  Co.  re  New 
Jersey  Power  &  Light  Co.  Securities  and  Halsey, 
Stuart  &  Co.1 

1903.  Abstract  of  provision  granting  preferential  rights  to 

future  financing,  from  contract  dated  February  17, 
1937,  between  Brown,  McLaren  Manufacturing  Co. 
and  the  six  directors  and  Alison  &  Co.1-  - 

1904.  Abstract  of  provision  granting  preferential  rights  to 

future  financing,  from  contract  dated  February  20, 
1937,  between  Bender  Body  Co.  and  Wm.  J.  Mericka 
&C0.1 •_ . 

1905.  Abstract  of  provision  granting  preferential  rights  to 

future  financing,  from  contfact  dated  July  7,  1937, 
between  Qinecolor  (Inc.)  and  G:  Brashears  &  Co.1 

1906.  Abstract  of  provision  granting  preferential  rights    to 

future  financing,  from  contract  dated  September  13, 
1937,  between  Mode  O'Day  Corp.  and  three  officers 
and  directors  and  Banks  Huntley  &  Co.1 

1907.  Abstract  of  provision  granting  preferential  rights  to 

future  financing,  from  contract  dated  September  15, 
1922,  between  Land  &  Sea  Investment  Co.  re  Wis- 
consin Public  Service  Corp.  securities  and  Halsey, 
Stuart  &  Co.1 ~.„ 

■ —  •»''''  —      -  v. 

1  The  fulLtext  of  the  contract  is  on  file  withthe  committee."-^ 
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1908.  Abstract  of  provision  granting  preferential  rights  to 

future  financing,  from  contract  dated  July  14,  1938, 
between  eight  stockholders  of  Dixie  Home  Stores 
and  J.  G.  White  &  Co.  and  nine  others  1 .. 

1909.  Abstract  of  provision   granting  preferential  rights  to 

future  financing,  from  contract  dated  July  10,  1936, 
between  Bell  Aircraft  Corp.  and  G.  M.  P.  Murphy  & 
Co.  and  four  others.1 

1910.  Abstract  of  provision  granting  preferential  rights  to 

future  financing,  from  contract  dated  May  5,  1939, 
between  Rands  and  the  stockholders  and  Floyd  D. 
Cerf  Co'.1 

1911.  Abstract  of  provision  granting  preferential  rights  to 

future  financing,  from  contract  dated  January  17, 
1939,  between  Norwich  Phaimacal  Co.  and  two 
stockholders  and  F.  Eberstadt  &  Co.1 2 

1912.  Abstract  of  provision  granting  preferential  rights  to 

future  financing,  from  contract  dated  April  6,  1937, 
between  Houston  Oil  Field  Material  Co.  and  Robin- 
son Miller  &  Co.1 ,__o. 

1913.  Abstract   of  provision   granting   preferential   rights   to 

future  financing,  from  contract  dated  September  28, 
1937,  between  L.  E.  Carpenter  &  Co.  and  Whittaker 
Bros.  &  Co.,  Inc.  (New  York)1 j 

1914.  Abstract  of  provision   granting  preferential  rights  to 

future  financing,  from  contract  dated  July  9,  1937, 
between  Reed  Drug  Company  and  Floyd  D.  Cerf  Co.1 

1915.  Abstract  of  provision  granting  preferential  rights  to 

future  financing,  from  contract  dated  April  12,  1938, 
between  General  Plastics  Inc.  and  Fuller  Cruttenden 
&C0.1 

1916.  Abstract  of  provision  granting  preferential  rights  to 

future  financing,  from  contract  dated  October  26, 
1939,  between  Continental  Motors  Corp.  and  Van 
Alstyne,  Noel  &  Co.1 

1917.  Abstract  of  piovision  granting  preferential  rights  to 

future  financing,  from  contract  dated  August  23, 
1939,  between  Butler's  Inc.  and  R.  S.  Dickson  &  Co.1. 

1918.  Abstract  of  provision   granting  preferential  rights  to 

future  financing,  from  contract  dated  August  4,  1939, 
between  Finch  Telecommunications,  Inc.,  and  Dis- 
tributors Group  Incorporated l ^ 

1919.  Abstract  of  provision  granting  preferential  rights  to 

future  financing,  from  contract  dated  March  25,  1939, 
between  Hayes  Body  Corp.  and  A.  W.  Porter,  Inc.1.. 

1920.  Abstract  of  provision   granting  preferential  rights  to 

future  financing,  from  contract  dated  February  4, 
1937,  between  Burd  Piston  Ring  Co.  and  certain 
stockholders  and  Van  Alstyne,  Noel  &  Co.1 

1921.  Abstract  of  provision   granting  preferential  rights  to 

future  financing,  from  contract  dated  January  19, 
1937,  between  Brewster  Aironautical  Corp.  and  a 
stockholder  and  Van  Alstyne,  Noel    &  Co.1 

1922.  Abstract   of  provision   granting   preferential   rights   to 

future  financing,  from  contract  dated  May  15,  1922, 
between  Commonwealth  Power  Railway  &  Light  Co., 
Commonwealth  Power  Corp.  and  Federal  Securities 
Corp.1 . 

1  The  full  text  of  the  contract  is  on  file  with  the  committee. 
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1923.  Abstract  of  provision   granting  preferential  rights  to 

future  financing,  from  contract  dated  September  24, 
1921,  between  Central  Illinois  Light  Co.  and  Federal 
Securities  Corp.1 

1924.  Abstract  of  provision  granting  preferential  rights  to 

future  financing,  from  contract  dated  March  1,  1923, 
between  Illinois  Electric  Power  Co.  and  Federal 
Securities  Corp.1 

1925.  Abstract  of  provision   granting  preferential  rights  to 

future  financing,  from  contract  dated  November  29, 
1921,  between  Illinois  Power  Co.  and  Federal  Secu- 
rities Corp.1 

1926.  Agreement,  dated  June  19,  1925,  between  Ladenburg, 

Thalmann  &  Co.,  H.  M.  Byllesby  &  Company,  and 
Standard  Gas  &  Electric  Company  granting  H.  M. 
Byllesby  &  Co.  an  interest  in  Pittsburgh  Utilities 
Corporation.  (Holding  company  of  Philadelphia 
Company  Utilities  system.) 

1927.  Memorandum  of  agreement  between  H.   M.  Byllesby 

&  Company  and  Standard  Gas  &  Electric  Company 
dated  June  19,  1925,  granting  Standard  Gas  &  Elec- 
tric Company  an  interest  in  Pittsburgh  Utilities 
Corporation 

1928.  Agreement,  dated  March  22,  1926,  between  Ladenburg, 

Thalmann  &  Co.,  H.  M.  Byllesby  &  Company  and 
Standard  Gas  &  Electric  Company  altering  interests 
of  Ladenburg,  Thalmann  &  Co.  and  associates  in 
Pittsburgh  Utilities  Corporation  and  related  com- 
panies, and  including  provisions  regarding  future 
financing,  management  and  engineering  fees,  and 
counsel  of  the  companies c 

Table:  Securities  sold  to  the  public  by  Standard  Power 
&  Light  Corp.  and  its  subsidiaries,  March  22,  1926- 
December  31,  1929,  and  percentages  of  participations 
therein .. 

Table:  Names  of  iss"es,  and  participants  therein,  of 
securities  sold  to  public  from  January  1,  1924,  to  De- 
cember 31,  1929,  by  Standard  Gas  &  Electric  Com- 
pany or  any  of  the  corporations  in  its  system 

Memorandum,  dated  December  21,  1929,  entitled 
"Banking,"  signed  by  J.  H.  Briggs,  H.  M.  Byllesby 
&  Co.,  Victor  Emanuel,  United  States  Electric  Power 
Corporation,  and  Walter  Rosen,  Ladenburg,  Thal- 
mann &  Co.,  allocating  participations,  leadership, 
and  management  in  future  financing  of  Standard 
Gas  &  Electric,  Standard  Power  &  Light,  and  Phila- 
delphia Company  systems 

Memorandum,  dated  May  15,  1928,  by  Victor  Emanuel, 
United  States  Electric  Power  Corporation,  regarding 
agreement  covered  in  conversation  between  Alfred 
Lowenstein  and  Victor  Emanuel  relative  to  Standard 
Gas  &  Electric  Co.,  American  Water  Works  &  Elec- 
tric Company,  Inc.,  and  Middle  West  Utilities  Co- 
pany 

Memorandum,  dated  May  16,  1929,  by  Carlton  P. 
Fuller,  Schroder,  Rockefeller  &  Company,  Inc.,  re- 
garding status  of  Standard  Gas  &  Electric  Company 
for  London  interests 
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1930. 
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»  The  full  text  of  the  contract  is  on  file  with  the  committee. 

'  On.file  with  the  Securities  &  Exchange  Commissien,  Docket  31  420,  vol.  2,  Exhibit  No.  .21. 

*  On  file  with  the  committee.  '  -        -■ 
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1934.  Cable,  dated  October  15,  1928,  from  Frank  Tiarks,  to 

Schrodpriv^  (J.  Henry  Schroder  &  Co.,  London)  with 
regard  to  acquiring  control  of  Standard  Gas  &  Elec- 
tric Company ^ 

1935.  Copy  of  Cable  dated  October   19,   1929,  from  C.  L. 

Fisher,  vice  president,  Hydro-Electric  Securities 
Corp.  to  Loewenstol,  Brussels,  (Hydro-Electric  Se- 
curities Corp.,  Brussels  office),  regarding  agreement 
as  to  terms  in  gaining  control  of  Standard  Gas  & 
Electric  Company 

1936.  Copy  of  cable  dated*  September  12,  ,1929.,  from  Schroder, 

Rockefeller  &  Co.,  Inc.  to  Schrodpriv  (J.  Henry 
Schroder  &  Co.,  London)  regarding  invitation  to 
Baron  Schroder  to  accept  directorship  in  United 
States  Power  Corporation 

1937.  Cable  from  Baron  Schroder,  J.  Henry  Schroder  &  Co., 

to  J.  Henry  Schroder  Banking  Corporation  for  C.  L. 
Fisher,  Hydro-Electric  Securities  Corp.,  accepting 
position  on  the  board  of  directors - 

1938.  Cable,  dated  September  13,  1929,  from  J.  Henry  Schroder 

Banking  Corp.  to  Baron  Schroder,  J.  Henry  Schroder 
&  Co.,  London,  regarding  position  in  UniteS  States 
Electric  Power  Corporation  business 

1939.  Cable,  dated  September  13,  1929,  from  Schrodpriv  (J. 

Henry  Schroder  &  Co.,  London)  to  Schrobanco  (J. 
Henry  Schroder  Banking  Corporation,   New  York) 

fiving  reason  for  accepting  directorship  of  United 
tates  Electric  Power  Corporation  _ , 

1940-1.  Table:  Securities  sold  to  the  public  by  Standard  Gas 
&  Electric  Company  or  any  of  the  corporations  in 
its  system,  January  7,  1930,  to  June  1,  1936,  and  per- 
centages of  participations  therein 

1940-2.  Supplementary  Exhibit  A  to  Table:  Securities  sold  to 
the  public  by  Standard  Gas  &  Electric  Company  or 
any  of  the  corporations  in  its  system,  January  7,  1930, 
to  June  1,  1936,  and  percentages  of  participations 
therein 

1940-3.  Supplementary  Exhibit  B  to  Table:  Securities  sold  to 
the  public  by  Standard  Gas  &  Electric  Company  or 
any  of  the  corporations  in  its  system  January  7,  1930, 
to  June  1,  1936,  and  percentages  of  participations 
therein 

1940-4.  Supplementary  Exhibit  C  to  Table:  Securities  sold  to 
the  public  by  Standard  Gas  &  Electric  Company  or 
any  of  the  corporations  in  its  system  January  7,  1930, 
to  June  1,  1936,  and  percentages  of  participations 
therein 

1941.  Table:  Names  of  issues,  and  participants  therein,  of 

securities  sold  to  the  public  from  January  1,  1930,  to 
April  22,  1938,  by  Standard  Gas  &  Electric  Company 
or  anv  of  the  corporations  in  its  svstem 

1942.  Letter,  dated  June  11,  1938,  from  W.  G.  Pohl,  H.  M. 

Byllesby  &  Co.,  to  C.  Roy  Smith,  Securities  and  Ex- 
change Commission,  giving  names  of  syndicate  man- 
agers in  Standard  Gas  &  Electric  Company,  January 
1,  1924,  to  April  22,  1938.. - 

'  Onlfile  with  the  Committee. 
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1943.  Memorandum,  dated  August  10,  1934,  by  Carlton  P. 

Fuller,  Schroder,  Rockefeller  &  Co.,  Inc.,  regarding 
general  evaluation  of  future  prospects  of  Standard 
Gas  &  Electric  Company 

1944.  Cable,  dated  September  13,  1934,  from  Mr.  Vander- 

straten,  Hydro-Electric  Securities  Corp.,  to  Alemanual 
(Albert  Emanuel  Co.)  regarding  Chase  National 
Bank  negotiating  with  group  for  Harrison  Williams 
concerning  pledged  Usepco  securities 

1945.  Cable,    dated    September    16,    1934,    from    Alemanuel 

(Albert  Emanuel  Co.)  to  Mr.  Vanderstraten,  Hydro- 
Electric  Securities  Corp.,  regarding  arrangement  with 
H.  M.  Byllesby  &  Company  giving  Hydro-Electric 
Securities  Corp.  option  on  Usepco  securities 

1946.  Cable,   dated   September  21,    1934,   from   Schrobanco 

(J.  Henry  Schroder  Banking  Corporation,  New  York) 
to  Schrodpriv  (J.  Henry  Schroder  &  Co.,  London) 
for  Major  Pam  regarding  further  financial  interest 
by  Hydro-Electric  Securities  Corp.  in  United  States 
Electric  Power  Company 

1947.  "Extract  from  Mr.  Mocarski's  letter  of  December  17, 

1934"  regarding  Hydro-Electric's  bid  for  Usepco 
indebtedness 

1948.  Cable,  dated  November  6,  1934  (from  J.  Henry  Schroder 

Banking  Corporation,  New  York),  to  Schrodpriv 
(J.  Henry  Schroder  &  Co.,  London)  for  Major  Pam 
regarding  necessary  readjustments  among  operating 
companies  to  make  Standard  Power  or  Standard  Gas 
equity  attractive 

1949.  Memorandum,   dated   December   18,    1935,   by   Robin 

Wilson,  J.  Henry  Schroder  &  Co.,  London,  regarding 
possible  sale  of  $3,000,000  claim  against  Usepco  by 
Chase  Bank*  Chemical  Bank  and  Guaranty  Trust 

1950.  Cable,  dated  December  19,  1935,  from  Robin  Wilson,  J. 

Henry  Schroder  &  Co.,  London,  to  Neil  Adshead,  J. 
Henry  Schroder  &  Co.,  London,  regarding  Victor 
Emanuel,  Hydro  Electric  and  Leadenhall  Securities 
Co.  acquiring  Usepco's  holdings  in  Standard  Power  & 
Light  shares  and  75  percent  of  Standard  Gas  System 
financing 

1951.  Cable,  dated  December  19,  1935,  from  Neil  R.  Adshead, 

J.  Henry  Schroder  &  Co.,  London,  to  C.  F.  Beal,  J. 
Henry  Schroder  Banking  Corporation,  New  York, 
with  regard  to  delaying  until  more  definite  plan  for 
Usepco  available 

1952-1.  Cable,  dated  December  20,  1935,  from  J.  Henry 
Schroder  &  Co.,  London,  to  (J.  F.  Beal)  J.  Henry 
Schroder  Banking  Corporation,  New  York,  regard- 
ing possible  value  of  75%  financing  of  Standard  Gas 
System  ._ 

1952-2.  Memorandum,  entitled  "Standard  Gas  &  Electric  Co. — 
Information  obtained  by  Robin  Wilson  from  Victor 

Emanuel" 

1953.  Letter,  dated  December  26,  1935,  from  Carlton  P.  Fuller, 
Schroder  Rockefeller  &  Co.,  Inc.,  to  John  L.  Simpson, 
J.  Henry  Schroder  Banking  Corporation,  New  York, 
regarding  plan  to  pay  banks  $1,500,000  for  their  claim 
against  Usepco - 

1954-1.  Letter,  dated  January  10,  1936,  from  Carlton  P.  Fuller  to 
John  L.  Simpson  reviewing  situation  with  respect  to 
Schroder  interests  and  future  prospects 
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1954-2.  Cable,  dated  January  8,  1936,  from  Emanuel  to  Schroder, 
London,  for  Major  Pam  and  Robin  Wilson  regarding 
respective  participations  in  future  financing  of  London 
and  American  interests 

1955.  Cable,  dated  January  14,  1936,  from  Carlton  P.  Fuller  to 

Schrodpriv  (J.  Henry  Schroder  &  Co.,  London'),  re- 
garding active  competition  for  Usepco  securities  by 
Harrison  Williams  and  stating  that  American  group 
must  be  prepared  to  put  in  cash  and/or  reciprocity  in 
order  to  retain  position  in  Standard  financing 

1956.  Cable,  dated  January   15,   1936,  from  Schrodpriv,   J. 

Henry  Schroder  &  Co.,  London,  to  Schrobanco,  J. 
Henry  Schroder  Banking  Corporation,  New  York,  re- 
garding Hydro  Schroder  group  agreeing  to  take  par- 
ticipation in  purchase  group  of  Usepso  loan 

1957.  Cable,  dated  February  14,  1936,  from  Schrodpriv,  J. 

Henry  Schroder  &  Co.,  London,  to  Schrobanco,  J. 
Henry  Schroder  Banking  Corporation,  New  York,  re- 
questing information  regarding  advisability  of  Hydro 
and  other  clients  participating  in  Usepco  loan 

1958.  Letter,  dated  February  17,  1936,  from  Victor  Emanuel, 

Emanuel  &  Co.,  to  C.  P.  Fuller,  J.  Henry  Schroder 
Banking  Corporation,  offering  suggestions  for  reply  to 
J.  Henry  Schroder  &  Co.'s  cable  of  February  14,  1936. 

1959.  Cable,  dated  February   18,   1936,  from  C.   P.   Fuller, 

Schroder  Rockefeller  &  Co.,  to  Schrodpriv  (J.  Henry 
Schroder  &  Co.,  London)  regarding  attractiveness  of 
Usepco  loan  acquisition  and  future  underwriting  of 
Standard  Gas  System  securities 

1960.  Cable,  dated  February  20,  1936,  from  Schrodpriv  (J. 

Henry  Schroder  &  Co.,  London)  to  C.  F.  Beal,  J. 
Henry  Schroder  Banking  Corporation  (New  York) 
regarding  J.  Henry  Schroder  &  Co.,  or  Leadenhall 
Securities  Co.  sharing  directly  in  American  under- 
writing   

1961-1.  Cable,  dated  February  24,  1936,  from  C.  P.  Fuller, 
Schroder  Rockefeller  &  Co.,  Inc.,  to  Schrodpriv  (J. 
Henry  Schroder  &  Co.,  London)  regarding  disqualifi- 
cation of  Leadenhall  Securities  Co.  or  new  company 
and  suggesting  Conti-Trust  as  appropriate  partici- 
pant for  American  underwritings 

1961-2.  Letter,  dated  March  27,  1936,  from  Robin  Wilson, 
London,  to  Victor  Emanuel,  New  York,  regarding 
Usepco  deal  having  "gone  completely  to  sleep  for  the 
moment" 

1962.  Cable,  dated  May  22,  1936,  from  Schrodpriv  (J.  Henry 

Schroder  &  Co.,  London)  to  Robin  Wilson,  J.  Henry 
Schroder  &  Co.,  London,  regarding  promise  to  Hydro- 
Electric  Securities  Corp.  of  participation  in  financing 
profits  and  other  details  on  American  underwriting.. 

1963.  Cable,  dated  May  25,  1936,  from  Robin  Wilson,  J.  Henry 

Schroder  &  Co.,  London,  to  Schrodpriv  (J.  Henry 
Schroder  &  Co.,  London)  regarding  possible  returns 
on  investment  of  Hydro-Electric  Securities  Corp.; 
difficulties  of  foreign  underwriters  enforcing  reciproc- 
ity and  advising  underwriting  risk  still  exists  although 
limited  to  few  hours 
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1964. 


1965. 

1966. 

1967-1. 
1967-2. 

1968. 

1969. 
1970. 

1971. 

1972. 
1973. 

1974. 


Letter,  dated  August  24,  1936,  from  J.  Henry  Schroder 
&  Co.  to  Schroder  Rockefeller  &  Co.,  Inc.,  regarding 
the  taking  over  from  J.  Henry  Schroder  Banking 
Corporation  by  Schroder  Rockefeller  &  Co.,  Inc.,  of  its 
interest  in  United  States  Electric  Power  Corporation 
and  Schroder  Rockefeller  k  Co.  to  become  agent  for 
London  interests  in  financing  of  Standard  Gas  Sys- 
tem  -, 


Memorandum,  dated  May  28,  1936,  by  E.  G.  Dief en- 
bach,  Bancamerica-Blair  Corporation,  regarding 
acquisition  of  notes  of  United  States  Electric  Power 
Corporation  and  agreement  between  latter  and  H.  M. 
Byllesby  &  Co.  for  75%  of  the  financing  of  the  Stand- 
ard Gas  &  Electric  System : 

Cable,  dated  January  6,  1936,  from  Schrodpriv  (J. 
Henry  Schroder  &  Co.,  London)  to  Schrobanco  (J. 
Henry  Schroder  Banking  Corporation,  New  York) 
requesting  legal  advice  on  Usepco  program  and 
whether  contract  assuring  75%  future  group  financing 
to  Emanuel  and  Hydro  is  binding 

Cable,  from  Victor  Emanuel,  Emanuel  &  Co.  to  Robin 
Wilson,  J.  Henry  Schroder  &  Co.,  London,  regarding 
difficulties  with  respect  to  Sullivan  and  Cromwell 

Cable,  dated  January  7,  1936,  to  Major  Pam,  Hotel 
Meurice,  Paris,  from  Carolton  P.  Fuller,  J.  Henry 
Schroder  .Banking  Corporation,  New  York,  regarding 
Sullivan  &  Cromwell's  comments  with  reference  to 
cable  of  January  6,  1936 

Memorandum,  dated  March  10,  1936,  by  Carolton  P. 
Fuller,  J.  Henry  Schroder  Banking  Corp.,  New  York, 
to  Messrs.  Beal  and  Simpson,  J.  Henry  Schroder 
Banking  Corp.,  New  York,  regarding  comments  of 
Mr.  R.  Crispell,  Sullivan  &  Cromwell,  on  Byllesby- 
Usepco  agreement i. 

Memorandum,  dated  March  13,  1936,  by  Carlton  P. 
Fuller  regarding  the  three  agreements  entered  into 

between  H.  M.  Byllesby  &  Co.  and  Usepco 

.Copy  of  letter  dated  March  13,  1936,  from  J.  L.  Simpson, 
J.  Henry  Schroder  Banking  Corporation,  to  Frank 
Common,  Messrs.  Brown,  Montgomery  &  McMichael, 
confirming  view  that  financial  agreement  between 
Byllesby  and  Usepco  is  not  legally  binding 

Memorandum,  dated  May  18,  1928,  regarding  Standard 
Gas  &  Electric  Company,  American  Water  Works  & 
Electric  Company,  Inc.,  and  Middle  West  Utilities 
Company  covering  statistical  information,  earnings 
and  dividends  per  shares,  financial  and  statistical 
information  along  with  explanation  of  certain  items... 

Letter,  dated  January  4,  1940,  from  S.  W.  Duhig,  vice 
president,  Shell  Union  Oil  Corporation,  to  Peter  R. 
Nehemkis,  Jr.,  Special  Counsel,  with  stipulation 
covering  communications  or  memoranda  sent  or  re- 
ceived by  Shell  Union  Oil  Corporation 

Letter,  dated  June  7,  1935,  from  J.  C.  Van  Eck,  director, 
Shell  Union  Oil  Corporation,  to  F.  Godber,  director, 
Shell  Union  Oil  Corporation  with  regard  to  prospective 
financing  by  Hayden,  Stone,  Lee  Higginson  group 
approach  by  a  banking  syndicate  consisting  of  Lehman 
Brothers  and  others 

Memorandum  showing  public  offerings  of  Shell  Union 
Securities  with  principal  underwriters  prior  to  1935 
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1975.  Letter,  dated  July  22,  1935,  from  S.  Belither,  director, 
Shell  Union  Oil  Corporation,  to  J.  C.  Van  Eck, 
director,  Shell  Union  Oil  Corporation,  regarding  dis- 
cussions with  Dillon,  Read  &  Co.  relative  to  refinanc- 


1976. 
1977. 

1978. 

1979. 

1980. 
1981. 

1982. 

1983. 

1984. 

1985. 
1986. 


ing. 


Cable,  dated  August  14,  1935,  from  Condeteck  (Shell 
Union  Oil  Corporation,  New  York)  to  Sir  Henri 
Deterding,  director,  Royal  Dutch  Company,  regarding 
offer  of  Dillon,  Read  &  Co.  to  underwrite  $50,000,000 
4%  debentures  of  Shell  Union  Oil  Corporation 

Cable,  dated  October  14,  1935,  from  Sir  Henri  Deterding 
to  J.  C.  Van  Eck,  director,  Shell  Union  Oil  Corpor- 
ation, regarding  introduction  of  Pierre  David  Weill, 
Lazard  Freres  &  Co.,  Paris,  in  view  of  possible  future 
financing  of  Shell  Union  Oil  Corporation,  and  to 
introduce  Stanley  Russell 

Cable,  dated  July  29,  1935,  from  Sir  Henri  Deterding 
to  Condeteck  (Shell  Union  Oil  Corporation)  attention 
J.  C.  Van  Eck,  et  al,  suggesting  Dillon,  Read  &  Co. 
first  make  their  offer  in  Shell  Union  Oil  Company  re- 
financing with. suggestion  that  Lehman  Brothers  be 
considered  next 

Cable,  dated  November  1,  1935,  from  Condeteck  (Shell 
Union  Oil  Corporation,  New  York)  to  Sir  Henri 
Deterding  regarding  terms  of  Dillon,  Read  &  Co.'s 
offer  in  Shell  Union  Oil  Corporation  refinancing  with 
suggestion  that  "other  banker  friends"  be  given 
opportunity  to  submit  terms 

Letter,  dated  December  16,  1935,  from  Dillon,  Read  & 
Co.  to  Shell  Union  Oil  Corporation  regarding  $50,- 
000,000,  Zy-1%  fifteen  year  debentures 

Letter,  dated  December  18,  1935,  from  Lee  Higginson 
Corporation  and  Hayden,  Stone  &  Company  to  Shell 
Union  Oil  Corporation  regarding  their  interest  in  Shell 
Union  refinancing  as  soon  as  market  conditions  reach 
the*point  where  issue  can  successfully  be  made 

Cable,  dated  January  14,  1936,  from  Sir  Henri  Deterd- 
ing, Royal  Dutch  Company,  to  Shell  Union  Oil  Cor- 
poration regarding  refinancing  proposal  and  Pierre 
David"  Weill's  phone  call.  Recommends  careful  con- 
sideration of  any  proposal  more  attractive  than  that  of 
Dillon,  Read  &  Co.'s 

Cable,  dated  January  13,  1936,  unsigned  (from  Shell 
Union  Oil  Corporation)  to  Condeteck,  London,  re- 
garding Clarence  Dillon's  verbal  offer  and  relative  to 
obtaining  in  writing  an  offer  regarding  $50,000,000 
refinancing  from  all  interested  parties 

Cable,  dated  January  22,  1936,  from  Shell  Union  Oil 
Corporation  to  Sir  Henri  Deterding  remarking  about 
undesirable  complications  of  competitive  bidding  and 
reporting  that  Dillon,  Read  &  Co.  and  Hayden,  Stone 
&  Co.  are  to  be  joint  syndicate  managers 

Table:  List  of  participants  showing  the  dollar  amount  of 
participations  of  the  Shell  Union  Oil  Corporation  group 
dated  February  10,  1936___: 

Telegram,  dated  March  6,  1936,  from  R.  van  der  Woude, 
president,  Shell  Union  Oil  Corporation,  to  F.  Godber, 
director,  Shell  Union  Oil  Corporation,  regarding  Dil- 
lon's desire  t<>  express  views  to  Mr.  Godber  relative  to 
ShclL, Union  QiH  ition'issue 
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1987.  Telegram,  dated  March  6,  1936,  from  F.  Godber  to  R. 

van  der  Woude  relative  to  maintaining  view  already 
expressed  to  Dillon 

1988.  Letter,    dated    November    3,    1939,    from    Wilbur    C. 

DuBois,  Dillon,  Read  &  Co.,  to  O.  L.  Altman,  Secur- 
ities &  Exchange  Commission,  enclosing  photostatic 
copies  of  accounts  connected  with  $60,000,000  Shell 
Union  Oil  Corporation  15-year,  3J4%  debentures,  and 
copy  of  underwriting  agreement  dated  March  7,  1936 
between  Dillon,  Read  &  Co.,  Hayden,  Stone  &  Co. 
and  Shell  Union  Oil  Corporation  for  $60,000,000 
15-year,  3)4%  debentures,  due  March  1,  1951 

1989.  Telegram,  dated  March  11,  1936,  from  J.  W.  Watson, 

Shell  Petroleum  Corp.,  to  S.  W.  Duhig,  treasurer,  Shell 
Union  Oil  Corporation,  regarding  fact  that  $60,000,000 
15-year,  3%%  debentures  moving  slowly 

1990.  Telegram,  dated  March  11,  1936,  from  J.  C.  Van  Eck, 

director,  Shell  Union  Oil  Corporation,  to  F.  Godber, 
director,  Shell  Union  Oil  Corporation,  regarding  neces- 
sary time  before  $60,000,000  15-year,  3y2%  debentures 
are  absorbed  as  result  of  slow  sale  of  issue 

1991-1.  Letter,  dated  January  9,  1940,  from  H.  H.  Egly,  Dillon, 
Read  &  Co.,  to  Peter  R.  Nehemkis,  Jr.,  confirming 
memorandum  submitted  regarding  distribution  of 
Shell  Union  3}£%  debentures  in  1936  and  explaining 
why  no  management  fee  was  charged 

1991-2.  Memorandum,  prepared  by  Investment  Banking  Section 
of  Securities  and  Exchange  Commission  dated  No- 
vember 17,  1939,  headed  "Distribution  of  Shell  Union 
3*/£%  debentures  in  1936"  showing  underwriting  group 
and  amount  of  participation  of  each 

1992.  Letter,  dated  April  3,  1936,  from  J.  C.  Van  Eck,  director, 

Shell  Union  Oil  Corporation,  to  G.  Legh-Jones, 
director,  Shell  Union  Oil  Corporation,  London,  re- 
garding report  of  Mr.  Clarence  Dillon,  Dillon,  Read 
&  Co.,  relative  to  Shell  Union  issue,  and  telling 
amount  of  bonds  still  in  hands  of  several  underwriters 

1993.  Cable,  dated  January  20,  1937,  from  R.   G.  Van  der 

Woude,  president,  Shell  Union  Oil  Corporation  to 
Vanwood,  London,  regarding  Tide  Water  Associated 
financing ■_; 

1994.  Letter,  dated  February  4,  1937,  from  R.  G.  A.  Van  der 

Woude  to  J.  C.  Van  Eck  regarding  financial  standing 
of  Shell  Union  Oil  Corporation  and  possibility  of 
refunding  outstanding  preferred  stock  and  raising 
additional  capital 

1995.  Cable,  dated  March  5,  1937,  to  Vanwood  from  R.  G. 

Van  der  Woude  relative  to  it  being  best  not  to  disturb 
grouping  of  bankers  as  was  formed  in  1936  financing. 
Mentions  fact  that  Dillon  Read,  Hayden  Stone,  and 
Lee  Higginson  have  come  to  understanding  among 
themselves 

1996.  Memorandum,  dated  March  16,  1937,  by  S.  W.  Duhig, 

treasurer,  Shell  Union  Oil  Corporation,  regarding 
proposal  underwriting  group  were  prepared  to  make 
in  refinancing  Shell  Union  preferred  stock  and  the 
proportion  each  banker  would  share  in  the  under- 
writing  
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1997.  Cable,   dated   March    16,    1937,   from   R.    G.   Van  der 

Woude,  president,  Shell  Union  Oil  Corporation,  to 
Vanwood,  regarding  unsatisfactory  offer  of  Dillon, 
Read  &  Co.  in  proposed  new  financing  of  Shell  Union 
Oil  Corporation 

1998.  Cable,  dated   March   17,  1937,  from   R.    G.   Van  der 

Woude  to  Vanwood,  regarding  10-day  limit  set  for 
Dillon,  Read  &  Co.  to  revise  the  offer  in  Shell  Union 
financing  at  end  of  which  period  company  considers 
itself  "entirely  free  to  approach  others." 

1999.  Letter,  dated  January  18,  1938,  from  J.  C.  Van  Eck, 

director,  Shell  Union  Oil  Corporation,  to  R.  G.  Van 
der  Woude  regarding  a  possible  new  banking  con- 
nection with  Morgan  Stanley  &  Co.,  Incorporated 
and  latter's  ideas  about  restrictions  on  proposed 
financing 

2000-1.  Letter  dated  January  8,  1940,  from  C.  B.  Stuart,  Halsey, 
Stuart  &  Co.,  Inc.,  to  Peter  R.  Nehemkis,  Jr.,  enclos- 
ing stipulation  identifying  letter  initialed  C.  B.  S. 
dated  May  11,  1938 -' 

2000-2.  Letter,  dated  May  11,  1938,  from  C.  B.  S.  (Charles  B. 
Stuart),  Halsey,  Stuart  &  Co.,  Inc.,  to  H.  L.  Stuart, 
Halsey,  Stuart  &  Co.,  Inc.,  relative  to  Morgan  Stan- 
ley &  Co.,  Incorporated  working  on  Shell  Union'  Oil 
Corporation  financing 

2001.  -Letter,  dated  April  13,  1938,  from  R.  G.  Van  der  Woude, 

president,  Shell  Union  Oil  Corporation,  to  J.  C.  Van 
Eck,  director,  Shell  Union  Oil  Corporation,  regarding 
preliminary  discussions  with  Morgan  Stanley  &  Co. 
Incorporated  for  new  financing  of  Shell  Union 

2002.  Memorandum  dated  April  22,  1938,  by  S.  W.  Duhig, 

treasurer,  Shell  Union  Oil  Corporation,  regarding  dis- 
cussions with  M.  C.  Laffey  of  Equitable  Life  Assur- 
ance Society  of  U.  S.  A.  regarding  proposed  $25,000' 
000  loan 

2003.  Cable,  dated  April  30,  1938,  from  R.  G.  Van  der  Woude 

to  Vanwood  regarding  various  financing  opportunities 
and  opinion  insurance  companies  most  preferable  to 
Shell  Union. 

2004.  Letter,  dated  June  1,  1938,  from  R.  G.  Van  der  Woude 

to  A.  Fraser,  Shell  Petroleum  Corp.  requesting  com- 
prehensive preliminary  report  so  Equitable  Life 
Assurance  Society  of  U.  S.  A.  will  be  justified  in  clos- 
ing deal  prior  to  receiving  final  report 

2005.  Letter,  dated  May  23,  1939,  from  S.  W.  Duhig,  treasurer, 

to  R.  G.  Van  der  Woude,  president,  Shell  Union  Oil 
Corporation,  regarding  attempt  to  negotiate  an  ad- 
justment in  the  interest  rate  on  $25,000,000  loan  with 
Equitable  Life . 

2006.  Letter,  dated  May  24,  1939,  from  S.  W.  Duhig  to  R.  G. 

Van  der  Woude  giving  summary  of  talk  with  William 
Ewing  and  Perry  E.  Hall,  Morgan  Stanley  &  Co. 
Incorporated,  regarding  Shell  Union  financing 

2007.  Cable,  dated  June  6,  1939,  from  R.  G.  Van  der  Woude 

to  Vanwood,  regarding  Equitable  Life's  willingness 
to  reduce  interest  rate  in  exchange  for  bonus  and 
suggestion  that  company' proceed  to  finance  through 
Morgan  Stanley 

2008.  Cable,  dated  June  26,  1939,  from  R.  G.  Van  der  Woude 

to  Vanwood  regarding  tentative  agreement  with 
Morgan  Stanley  &  Co.  Incorporated  for  the  public 
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2005. 


2010. 


2011. 


offering  of  $85,000,000,  15-year,  2}i%  debentures  at 
98^,  as  result  of  Equitable's  refusal  to  make  changes 

in  existing  agreements      S|  1264? 

Cable,  dated  July  13,  1939,  by  R.  G.  van  der  Woude  to 
Vanwood  regarding  discussion  with  Morgan  Stanley 
&  Co.  Incorporated.  Due  to  market  changes  a 
successful  issue  was  impossible  at  an  offering  price, 

better  than  97^ 12649 

Telegram,  dated  July   17,   1939,  from  R.   G.  van  der 
.   Woude  to  S.  Belither,  director,  Shell  Union  Oil  Cor- 
poration, regarding  the  signing  of  underwriting  agree- 
ment with  Morgan  Stanley  &  Co.  Incorporated  at 


97%. 


Purchase  contract  between  Shell  Union  Oil  Corporation 
and  Morgan  Stanley  &  Co.,  Incorporated,  covering  the 
$85,000,000  Shell  Union  Oil  Corporation  15-year, 
2>S%  debentures  dated  July  1,  1939,  due  July  1,  1954 
showing  list  of  participants  and  amount  each  received 
in  underwriting. 

Selling  group  letter  from  Morgan  Stanley  &  Co.,  In- 
corporated,   covering    dealer    participations    in    the 

above  described  issue 

2012.  Cable,  dated  July  20,  1939,  from  R.  G.  van  der  Woude, 
president,  Shell  Union  Oil  Corporation  to  Vanwood, 
regarding  slow  response  of  Shell  Union  Oil  Corporation 
$85,000,000, 15-year,  2^%  debentures 

2013-1.  Stipulation  by  Arthur  Dean,  Sullivan  &  Cromwell, 
counsel  to  The  First  Boston  Corporation,  identifying 
memorandum  dated  March  10,  1937  by  H.  M.  Addin- 
sell,  The  First  Boston  Corporation . 

2013-2.  Memorandum,  dated  March  10,  1937,  by  H.  M.  Addin- 
sell,  The  First  Boston  Corporation,  regarding  tele- 
phone conversation  with  Dean  Mathey  of  Dillon, 
Read  &  Co.  concerning  Shell  Union's  proposed  pre- 
ferred stock  issue.  Mentions  "well-known  trading 
proclivities  of  the  Shell  people." 

2014.  Letter,  dated  November  20,  1939,  from  Perry  E.  Hall, 

Morgan  Stanley  &  Co.,  Incorporated,  to  P.  R. 
Nehemkis,  Jr.,  enclosing  a  memorandum  relating  to 
Shell  Union  Oil  Corporation  3%%  debentures 

2015.  Underwriting  agreements  between  Morgan  Stanley  & 

Co.  Incorporated  and  Shell  Union  Oil  Corporation 
regarding  the  $85,000,000  Shell  Union  Oil  Corporation 
15-year  2#%  debentures  dated  July  1,  1939,  due  July 
1,  1954,  listing  group  of  eighty-five  underwriters  and 
amount  of  participation  of  each 

2016.  Extract  of  underwriting  agreement  dated  July  17,  1939 

between  Morgan  Stanley  &  Co.  Incorporated  and 
Southern  Bell  Telephone  &  Telegraph  Company  for 
$22,250,000  3%  debentures  due  July  1,  1979,  con- 
taining Morgan  Stanley  &  Co.'s  guarantee  of  per- 
formance by   underwriters ^ 

2017.  Provisions  governing  disposition  of  securities  reserved 

for  dealers  in  selling  group  but  not  purchased  by  them, 
from  underwriting  contract  for  Appalachian  Electric 
Power  Co.  $57,000,000  first  mortgage  4%  bonds,  due 
1963  and  $10,000,000  sinking  fund  debentures  4J4% 
series,  due  1948,  dated  January  28,  1938,  Bonbright 
&  Co.  Inc.  syndicate  managers1 
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2018.  Provisions  governing  disposition  of  securities  reserved 

for  dealers  in  selling  group  but  not  purchased  by 
them,  from  underwriting  contract  for  Bethlehem 
Steel  Corporation,  $25,000,000  consolidated  mort- 
gage 20-year  sinking  fund  3J4%  bonds,  Series  F,  due 
1959,  dated  June  26,  1939,  Kuhn,  Loeb  &  Co.,  Smith 
Barney  &  Co.,  Mellon  Securities  Corporation  syndi- 
cate managers  * 

2019.  Provisions  governing  disposition  of  securities  reserved 

dealers  in  selling  group  but  not  purchased  by  them, 
from  underwriting  contract  for  Central  Illinois  Public 
Service  Company  $38,000,000  first  mortgage  bonds, 
Series  A,  3%%,  due  1968,  dated  December  5,  1938; 
Halsey,  Stuart  &  Co.,  Inc.,  syndicate  managers1 

2020.  Provisions  governing  disposition  of  securities  reserved 

for  dealers  in .  selling  group  but  not  purchased  by 
them,  from  underwriting  contract  for  Central  Maine 
Power  Company,  $4,500,000  first  and  general  mort- 
gage bonds,  Series  J,  3)4%  due  1968,  dated  February 
17,  1939;  Coffin  &  Burr,  Incorporated,  syndicate 
managers  ' . ^ 

2021.  Provisions  governing  disposition  of  securities  reserved 

for  dealers  in  selling  group  but  not  purchased  by 
them,  from  underwriting  contract  for-  Consolidated 
Gas,  Electric  Light  &  Power'  Company  of  Baltimore, 
$7,000,000,  Series  P,  3%  first  refunding  mortgage 
sinking  fund  bonds  due  1969,  dated  June  5,  1939; 
White,  Weld  &  Co.,  syndicate  managers  x 

2022.  Provisions  governing  disposition  of  securities  reserved 

for  dealers  in  selling  groups  but  not  purchased  by 
them,  from  underwriting  contract  for  Dallas  Power 
&  Light  Company,  $16,000,000  first  mortgage  bonds, 
3#%,  due  1967,  dated  February  6,  1937;  Lee,  Higgin- 
son  Corporation,  syndicate  managers  l 

2023.  Provisions  governing  disposition  of  securities  reserved 

for  dealers  in  selling  group  but  not  purchased  by 
them,  from  underwriting  contract  for  Firestone  Tire 
&  Rubber  Company  $50,000,000  10-year  3#% 
debentures,  due  1948,  dated  October  24,  1938  Brown, 
Harriman  &  Co.,  Incorporated  and  Otis  &  Co.  (Incor- 
porated) syndicate  managers  ' 

2024.  Provisions  governing  disposition  of  securities  reserved 

for  dealers  in  selling  group  but  not  purchased  by 
them,  from  underwriting  contract  for  Gatineau 
Power  Company  $52,500,000  first  mortgage  3J4% 
bonds,  Series  A,  due  1969,  dated  April  21,  1939  The 
First  Boston  Corporation,  syndicate  managers  ' 

2025.  Provisions  governing  disposition  of  securities  reserved 

for  dealers  in  selling  group  but  not  purchased  by 
them,  from  underwriting  contract  for  Indianapolis 
Power  &  Light  Company  $32,000,000  first  mortgage 
bonds,  S%%  series,  due  1968  and  $5,500,000  serial 
notes,  dated  August  3,  1938  Lehman  Brothers, 
syndicate  managers  l 

2026.  Provisions  governing  disposition  of  securities  reserved 

for  dealers  in  selling  group  but  not  purchased  by  them, 
from  underwriting  contract  for  Michigan  Consoli- 
dated Gas  Company,  $34,000,000  first  mortgage 
bonds,  4%  series,  due  1963,  dated  October  4,  1938; 
Dillon,  Read  &  Co.,  Mellon  Securities  Corporation, 
syndicate  managers  1 
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2027.  Provisions  governing  disposition  of  securities  reserved 

for  dealers  in  selling  group  but  not  purchased  by 
them,  from  underwriting  contract  for  Montana- 
Dakota  Utilities  Co.  $9,000,000  first  mortgage  sinking 
fund  bonds,  4J4%  series,  due  1954,  dated  May  20, 
1939;  Blyth  &  Co.,  Inc.  and  Merrill  Lynch  &  Co., 
Inc.,  syndicate  managers  ' .__ 

2028.  Provisions  governing  disposition  of  securities  reserved 

for  dealers  in  selling  group  but  not  purchased  by  them, 
from  underwriting  contract  for  National  Distillers 
Products  Corporation  $22,500,000  10-year  convertible 
Sy2%  debentures,  due  March  1,  1949,  dated  March  17, 
1939;  Glore,  Forgan  &  Co.,  Harriman  Ripley  &  Co., 
Inc.,  syndicate  managers  ' 

2029.  Provisions  governing  disposition  of  securities  reserved 

for  dealers  in  selling  group  but  not  purchased  by  them, 
from  underwriting  contract  for  National  Steel  Cor- 
poration $50,000,000  first  (collateral)  mortgage  bonds, 
3%  series,  due  April  1,  1965,  dated  April  24,  1939; 
Kuhn,  Loeb  &  Co.  and  Harriman  Ripley  &  Co.,  In- 
corporated, syndicate  managers  J 

2030.  Provisions  governing  disposition  of  securities  reserved 

for  dealers  in  selling  group  but  not  purchased  by  them, 
from  underwriting  contract  for  New  York  State 
Electric  &  Gas  Corporation  $13,000,000  first  mortgage 
bonds,  3%%  series,  due  1964,  dated  June  19,  1939;  The 
First  Boston  Corporation  and  Glore,  Forgan  &  Co., 
syndicate  managers  l 

2031.  Provisions  governing  disposition  of  securities  reserved 

for  dealers  in  selling  group  but  not  purchased  by  them, 
from  underwriting  contract  for  North  Shore  Gas 
Company  and  North  Shore  Coke(  &  Chemical  Com- 
pany $5,100,000  joint  first  mortgage  4%  bonds,  series 
A,  due  January  1,  1942;  A.  G.  Becker  &  Co.,  syndicate 
manager  ' ,. 

2032.  Provisions  governing  disposition  of  securities  reserved 

for  dealers  in  selling  group  but  not  purchased  by  them, 
from  underwriting  contract  for  Pennsylvania  Power 
&  Light  Company  $95,000,000  first  mortgage  bonds, 
Zy2%  series,  due  1969,  $28,500,000,  4^%  debentures 
due  1974,  dated  August  7,  1939;  Smith  Barney  &  Co., 
The  First  Boston  Corporation,  Bonbright  &  Com- 
pany, Incorporated,  and  Dillon,  Read  &  Co.,  syndi- 
cate managers  ' * 

2033.  Provisions  governing  disposition  of  securities  reserved 

for  dealers  in  selling  group  but  not  purchased  by  them, 
from  underwriting  contract  for  Public  Service  Com- 
pany of  Colorado  $40,000,000  first  mortgage  bonds, 
3^%  series,  due  1964,  dated  November  25,  1939; 
Halsey,  Stuart  &  Co.,  Inc.,  syndicate  manager1 

2034.  Provisions  governing  disposition  of  securities  reserved 

for  dealers  in  selling  group  but  not  purchased  by 
them,  from  underwriting  contract  for  Rochester 
Gas  &  Electric  Corporation,  $8,323,000  general  mort- 
gage 3#%  bonds,  Series  J,  due  1969,  dated  June  19, 
1939;  The  First  Boston  Corporation,  syndicate  man- 
agers * 
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2035.  Provisions  governing  disposition  of  securities  reserved 

for  dealers  in  selling  group  but  not  purchased  by 
them,  from  underwriting  contract  for  Shell  Union 
Oil  Corporation  $60,000,000  15-year  3K%  deben- 
tures, due  March  1,  1951,  dated  March  7,  1936; 
Dillon,  Read  &  Co.  and  Hay  den,  Stone  &  Co.,  syn- 
dicate managers  l i 

2036.  Provisions  governing  disposition  of  securities  reserved 

for  dealers  in  selling  group  but  not  purchased  by 
them,  from  underwriting  contract  for  Southern  In- 
diana Gas  &  Electric  Company  85,895  shares  4.8% 
preferred  stock,  dated  October  23,  1936;  Bonbright 
&  Company,  Incorporated,  syndicate  manager  1.. 

2037.  Provisions  governing  disposition  of  securities  reserved 

for  dealers  in  selling  group  but  not  purchased  by 
them;  from  underwriting  contract  for  Texas  Corpor- 
ation $40,000,000,  3%  debentures  due  1959,  dated 
April  10,  1939;  Dillon,  Read  &  Co.,  syndicate  man- 
agers 1 

2038.  Provisions  governing  disposition  of  securities  reserved 

for  dealers  in  selling  group  but  not  purchased  by 
them,  from  underwriting  contract  for  Union  Oil  Com- 
pany of  California  $30,000,000,  3%  debentures,  due 
1959,  dated  August  14,  1939;  Dillon,.  Read  &  Co., 
syndicate  managers    ' , 

2039.  Provisions  governing     isposition  of  securities  reserved 

for  dealers  in  sellii.g  group  but  not  purchased  by 
them,  from  underwriting  contract  for  West  Texas 
Utilities  Company  $18,000,000  first  mortgage  bonds, 
series  A,  3%%,  due  1969,  dated  June  2,  1939;  Harris, 
Hall  &  Company  (Inc.),  syndicate  managers  1 

2040.  Provisions  governing  disposition  of  securities  reserved 

for  dealers  in  selling  group  but  not  purchased  by 
them,  from  underwriting  contract  for  Wisconsin 
Electric  Power  Company  $54,500,000  first  mortgage 
bonds  3Yz%  series,  due  1968,  dated  October  21,  1938; 
Dillon,  Read  &  Co.,  syndicate  manager  ' i 

2041.  Table:   Shell   Union   Oil   CorPoration  debentures  pur- 

chased by  underwriters  from  company  and  reserved 
to  underwriters  for  retail  distribution  by  Morgan 
Stanley  &  Co.,  Incorporated 

2042-1.  Telegram,  dated  August  29,  1938,  from  T.  E.  Hough, 
Halsey,  Stuart  &  Co.,  Inc.,  to  J.  H.  Carlson  request- 
ing information  regarding  amount  set  aside  for  special 
sales  and  selling  groups  in  certain  specified  security 
issues 

2042-2.  Copy  of" Venegram  dated  August"  30,  ~f  938,  from  J.  H. 
Carlson  to  T.  E.  Hough  stating  he  will  check  around 
and  advise  as  to  information  requested 

2042-3.  Copy  of  telegram  dated  August  30,  1938,  from  J.  G, 
Carlson  to  T.  E.  Hough  regarding  "giveups"  in 
issues  headed  by  Morgan  Stanley  &  Co.  Incorporated, 
as  reported  by  various  houses 

2042-4.  Copy  of  telegram  dated  August  31,  1938,  from  J.  H. 
Carlson  to  T.  E.  Hough  stating  "giveups"  in  issues 
headed  by  Morgan  Stanley  &  Co.,  Incorporated,  as 
reported  by  Blyth  &  Co.,  Inc 

1  The  full  text  of  the  contract  is  on  file  with  the  Committee. 
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2042-5.  Copy  of  telegram  dated  August  30,  1938,  from  J.  H 
Carlson  to  T.  E.  Hough  regarding  "giveups"  in  cer 
tain  other  security  issues 12671      12966 

2043.  Sample   of   dealer   performance   record   card   used   by 

Morgan  Stanley  &  Co.,  Incorporated 12681      12967 

2044.  Sample   of   dealer   performance   record   card   used   by 

Kidder,  Peabody  &  Co.  1 12682      12975 

2045.  Sample   of   dealer  performance   record   card   used   by 

White,  Weld  &  Co 12682      12975 

2046.  Sample   of   dealer   performance   record   card   used   by 

Mellon  Securities  Corporation 12682 

2047-1.  Sample   of   dealer   performance   record   card   used   by 

Harriman  Ripley  &  Co.  Incorporated . 12683      12977 

2047-2.  Memorandum  prepared  by  Harriman  Ripley  &  Co. 
Incorporated  entitled,  "The  syndication  of  new  issues 
of  corporate  securities,"  describing  formation  of  sell- 
ing groups  and  manner  of  keeping  performance  cards.    12683      12978 

2048.  Stipulation  by  George  A.  Brownell,  counsel  to  Morgan 

Stanley  &  Co.  Incorporated,  identifying  documents 

from  the  files  of  Morgan  Stanley  &  Co.  Incorporated.    12683      12983 

2049.  Telegram,  dated  July  18,  1939,  from  H.  B.  Cohle  &  Co. 

to  Morgan  Stanley  &  Co.  Incorporated,  asking  for 
offering  and  participation  in  Shell  Union  Oil  Corpora- 
tion syndicate . 12683      12985 

2050.  Letter,  dated  July  18,  1939,  from  Sumner  B.  Emerson, 

Morgan  Stanley  &  Co.  Incorporated,  to  H.  B.  Cohle 
&  Co.  requesting  information  as  to  distributing 
ability,  etc.,  before  making  an  offering  of  Shell  Union 
Oil  Corporation  debentures 12683      12985 

2051.  Letter,  dated  July  14,  1939,  from  Morgan  Stanley  & 

Co.  Incorporated,  to  Messrs.  Surdam  &  Co.  requesting 

Information  as  to  distributing  ability,  etc ..-    12683      12985 

2052.  Letter,  dated  July   14,   1938,  from  J.   Lyle  Osborne, 

Schwabacher  &  Co.,  to  John  Young,  Morgan  Stanley 
&  Co.  Incorporated,  reporting  on  company's  distribu- 
tion of  Standard  Oil  Company  of  New  Jersey  issues..    12683      12985 

2053.  Letter,  dated  October  26,  193®,  from  John  M.  Young, 

Morgan  Stanley  &  Co.,  Incorporated,  to  E.  O.  Dor- 
britz,-  Messrs.  Moore,  Leonard  &  Lynch,  expressing 
dissatisfaction  with  firm's  excessive  distribution  of 
American  Telephone  &  Telegraph  Company  deben- 
tures to  country  banks 12684      12683 

2054-1.  Letter,  dated  January  14,  1937,  from  George  V.  Rotan, 
George  V.  Rotan  Co.,  to  John  M.  Young  expressing 
hope  that  standing  of  George  V.  Rotan  Co.  will  not 
be  impaired  for  declining  an  offering 12684      1 2986 

2054-2.  Letter,  dated  January  19,  1937,  from  John  M.  Young  to 
George  V.  Rotan  saying  that  "single  instance"  of  dec- 
lination will  not  affect  standing  of  George  V.  Rotan 
Co.  with  Morgan  Stanley  &  Co.  Incorporated- ., 12684      12987 

2055.  Letter,  dated  July  19,  1939,  from   Earle   F.   Spencer, 

Spencer,  Swain  &  Co.,  to  William  L.  Day,  Morgan 
Stanley  &  Co.,  Incorporated,  hoping  firm's  future 
position  with  Morgan  Stanley  &  Co.,  Incorporated, 
as  result  of  returning  $10,000  of  Shell  Union  Oil  Cor- 
poration bonds  will  not  be  jeopardized 12685      12685 

2056.  Letter,  dated  July  19,  1939,  from  F.  L.  Dabney  &  Co. 

to  William  L.  Day,  Morgan  Stanley  &  Co.,  Incorpo- 
rated, regarding  acceptance  of  $10,000  debentures 
(although  not  sold)  and  return  of  $40,000  of  Shell 
Union  Oil  Corporation  15-year  2^%   debentures 
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2060. 


2061. 


2057.  Letter,  dated  July  19,  1939,  from  Leland  M.  Bell,  Kerr 

&  Bell,  to  Sumner  B.  Emerson,  Morgan  Stanley  & 
Co.,  Incorporated,  regarding  firm's  return  of  Shell 
Union  Oil  Corporation  2%%  debentures 

2058.  Letter,  dated  July   19,   1939,  from  Philip  H.   Gerner, 

George  D.  B.  Bonbright  &  Co.,  to  Sumner  B.  Emer- 
son, Morgan  Stanley  &  Co.,  Incorporated,  regarding 
future  participation  in  other  deals  as  result  of  small 
sales  of  Shell  Union  Oil  Corporation  debentures 

2059.  Memorandum,  dated  November  6,  1935,  by  Blyth  &  Co. 

to  the  sales  managers  relative  to  Morgan  Stanley  & 
Co.,  Incorporated,  checking  through  brokers  for  60 
or  90  days  after  selling  groups  are  closed  to  find  out 
who  among  underwriters  and  selling  group  are  not 
selling  bonds  for  permanent  placement 

Letter,  dated  July  21,  1939,  from  C.  H.  Hyams,  3rd, 
Hyams,  Glas  &  Carothers,  to  Perry  Hall,  Morgan 
Stanley  &  Co.,  Incorporated,  expressing  regret  at 
failure  to  sell  Shell  Union  Oil  Corporation  debentures 
or  Southern  Bell  Telephone  &  Telegraph  Company 
debentures 

Letter,  dated  July  20,  1939,  from  Arthur  H.  Bosworth, 
Bosworth,  Chanute,  Loughridge  &  Company,  to 
Morgan  Stanley  &  Co.,  Incorporated,  regarding  high 
price  of  Shell  Union  Oil  Corporation  debentures  and 
Southern  Bell  Telephone  &  Telegraph  Company  de- 
bentures   

2062.  Table:  Securities  offered  for  cash  by  type  of  offering, 

January  1934r-June  1939,  covering  registered  and 
unregistered  issues  publicly  and  privately  offered 

2063.  Table:  Securities  offered  for  cash  by  type  of  security, 

January  1934-June  1939,  showing  bonds,  notes  and 
debentures,  preferred  stock  and  common  stock  and 
total ^-_. 

2064.  Table:  Anlount  and   percent  of  registered   bond  and 

preferred  and  common  stock  issues  managed  by 
selected  investment  banking  firms,  January  1934- 
June  1939 .. 

2065.  Table:  Distribution  among  bonds  and  preferred  stock 

and  common  stock  in  registered  issues  managed  by 
selected  investment  banking  firms,  January  1934- 
Juhe  1939 

2066.  Chart:  Quality  of  bond  issues  managed  by  38  invest- 

ment banking  firms — all  industries,  January   1934- 

June  1939 _. 

Table:  Quality  of  bond  issues  managed  by  38  investment 
banking  firms — all  industries,  January  1934-June 
1939 

2067.  Table:  Amount  and  percent  of  registered  bond  issues  of 

each  quality  grade  managed  by  Morgan  Stanley  & 
Co.,  Incorporated,  from  organization  to  June  30,  1939- . 

2068.  Chart:  Quality  of  bond  issues  managed  by  38  investment 

banking   firms — manufacturing   companies,    January 

1934-June  1939 

Table:  Quality  of  bond  issues  managed  by  38  investment 
banking  firms — manufacturing  companies,  January 
1934-June  1939 

2069.  Chart:  Quality  of  bond  issues' managed  by  38  investment 

banking  firms — electric   light   and  power,   gas,   and 

water  companies,  January  1934-June  1939 

Table:  Quality  of  bond  issues  managed  by  38  investment 
banking  firms — electric  light  and  power,  gas,  and 
water  companies,  January  1934-June  1939 
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2070. 
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Chart:  Quality  of  bond  issues  managed  by  38  investment 
banking    firms — transportation    and    communication 

companies,  January  1934-June  1939 

Table:  Quality  of  bond  issues  managed  by  38  investment 
banking    firms — transportation    and    communication 

companies,  January  1934-June  1939 

Chart:  Quality  of  bond  issues  managed  by  38  investment 
banking  firms — companies  other  than  manufacturing 

or  public  utility,  January  1934-June  1939 

Table:  Quality  of  bond  issues  managed  by  38  investment 
banking  firms — companies  other  than  manufacturing 

or  public  utility,  January  1934-June  1939 

2072.  Table:  Distribution  by  grades  of  registered  bond  issues 
managed  by  Morgan  Stanley  &  Co.,  Incorporated, 
and    37    other    leading    investment    banking    firms, 

September  16,  1935- June  30,  1939 

Table:  Amount  and  percent  of  participations  of  selected 
investment  banking  firms  in  issues  managed  or  co- 
managed  by  those  firms,  June  14,  1934-June  30,  1939: 
Part  I,  Morgan  Stanley  &  Co., 'Incorporated. 
Part  II,  Kuhn,  Loeb  &  Co. 
Part  III,  The  First  Boston  Corporation. 
Part  IV,  Blyth  &  Co.,  Inc. 
Part  V,  Dillon,  Read  &  Co. 
Part  VI,  Mellon  Securities  Corporation. 
Part  VII,  Harriman  Ripley  &  Co.,  Incorporated. 

Part  VIII,  Smith,  Barney  &  Co 

2074.  Chart:  Distribution  of  sales  to  various  classes  of  pur- 
chasers by  the  distributing  group,  six  bond  issues, 

1936-1938 „ . 

Table:  Distribution  6?  sales  to  various  classes  of-  pur- 
chasers by  the  distributing  group,  six  bond  issues,. 

1936-1938 

Chart:  Distribution  by  states  of  the  sales  made  by  the 

distributing  group  of  six  bond  issues,  1936-1938 

Table:  Distribution  by  states  of  the  sales  made  by  the 
distributing  group  of  six  bond  iagues,  1936-1938 


2075. 


SUPPLEMENTAL  DATA 

Unnumbered.  Letter  dated  January  27,  1940,  from  Peter  R. 
Nehemkis,  Jr.,  to  John  M.  Hancock,  Lehman 
Brothers,  requesting  amplification  of  testi- 
mony  

Unnumbered.  Letter  dated  February  16,  1940,  from  John  M. 
Hancock  to  Peter  R.  Nehemkis,  Jr.,  replying 
to  above 

Unnumbered.  Letter  dated  January  27,  1940,  from  Peter  R. 
Nehemkis,  Jr.,  to  Walter  Sachs,  Goldman 
Sachs  &  Co.,  requesting  amplification  of  testi- 
mony    

Unnumbered.  Letter  dated  February  6,  1940,  from  Walter  E. 
Sachs  to  Peter  R.  Nehemkis,.  Jr.,  replying  to 
above i 

Unnumbered.  Letter  dated  January  22,  1940,  from  Arthur  H. 
Dean,  Sullivan  &  Cromwell,  to  Peter  R. 
Nehemkis,  Jr.,  enclosing  letter  from  C.  R. 
Palmer,  Cluett  Peabody  &  Co.,  to  John  M. 
Hancock  for  inclusion  in  the  record 

Unnumbered.  Letter  dated  May  25,  1937,  from  C.  R.  Palmer, 
Cluett  Peabody  &  Co.,  Inc.,  to  John  M.  Han- 
cock, Lehman  Brothers,  replying  to  points 
raised  in  Mr.  Hancock's  letter  of  May  18th 
("Exhibit  No.  1814")..., 
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supplemental  data — continued 

Unnumbered.  Letter  dated  January  30,  1940,  from  Edwin  Gibbs, 
Lehman  Brothers,  to  Peter  R.  Nehemkis,  Jr., 
enclosing  stipulation  identifying  documents 
from  the  files  of  Lehman  Brothers 

Unnumbered.  Letter  dated  December  22,  1937,  without  signa- 
ture (from  Robert  Lehman,  Lehman  Brothers), 
to  C.  M.  Chester,  General  Foods  Corporation, 
stating  points  which  would  constitute  an  equal 
basis  for  handling  of  General  Foods  financing 
by  Goldman  Sachs  &  Co.  and  Lehman  Brothers 

Unni  mbered.  Letter  dated  February  1,  1938,  without  signature 
(from  General  Foods  Corporation)  to  Lehman 
Brothers,  enclosing  resolution  of  Board  of  Di- 
rectors and  copy  of  letter  to  Goldman  Sachs  & 
Co. 


Unnumbered. 
Unnumbered. 

Unnumbered. 

Unnumbered. 
Unnumbered. 

Unnumbered- 
Unnumbered. 

Unnumbered. 


Resolution  dated  January  27,  1938,  of  the  Board 
of  Directors  of  General  Foods  Corporation  au- 
thorizing the  offer  of  joint  syndicate  manager- 
ship of  proposed  stock  issue  to  Goldman,  Sachs 
&  Co.  and  Lehman  Brothers 

Letter  dated  February  1,  1938,  from  C.  M.  Chester, 
Chairman  of  the  Board,  General  Foods  Corpo- 
ration, to  Goldman  Sachs  &  Co.  enclosing  reso- 
lution of  Board  of  Directors  and  copy  of  letter 
to  Lehman  Brothers 

Letter  dated  May  19,  1937,  from  R.  O.  Kennedy 
to  Sanford  L.  Cluett  describing  regret  at  differ- 
ences between  Lehman  Brothers  and  Goldman, 
Sachs  &  Co.  and  efforts  at  compromise 

Letter  dated  August  20,  1937,  from  John  M. 
Hancock,  Lehman  Brothers,  to  Cluett  Pe&body, 
&  Co.  submitting  resignation  as  a  director 

Letter  dated  January  24,  1940,  from  C.  P.  Fuller, 
Schroder,  Rockefeller  &  Co.,  Incorporated,  to 
Peter  R.  Nehemkis,  Jr.,  describing  considera- 
tions leading  to  conclusion  that  agreement  for 
the  division  of  underwriting  profits  need  not  be 
included  in  registration  statement 

Memorandum  dated  July  17,  1934,  by  Webb  Wil- 
son, Edward  B.  Smith  &  Company,  entitled 
"General  Arrangements  Pursuant  To  Which 
Investment  Bankers  Are  Selected  and  Com- 
panies Comprising  the  Standard  Gas  &  Electric 
Gas  System 

Letter,  dated  February  5,  1940,  from  Perry  E. 
Hall,  vice  president,  Morgan  Stanley  &  Co., 
Incorporated,  to  Peter  R.  Nehemkis,  Jr.,  adding 
the  names  of  three  investment  banking  com- 
panies to  those  mentioned  in  testimony  as  hav- 
ing been  suggested  by  Shell  Union  Oil  Corpora- 
tion for  inclusion  in  underwriting  syndicate 

Supplement  by  Oscar  L.  Altman,  Securities  and 
Exchange  Commission,  to  testimony  on  con- 
centration in  the  management,  underwriting  and 
sale  of  registered  bond  issues,  entitled  "The 
Role  of  Commercial  Banks  in  the  Distribution 
of  Registered  Bon "  Issues  and  Some  Aspects  of 
Bond  Acquisitions  by  Life  Insurance  Com- 
panies."  


INVESTIGATION  OF  CONCENTRATION  OF  ECONOMIC  POWEE 


MONDAY,  JANUARY  8,   1940 

United  States  Senate, 
Temporary  National  Economic  Committee, 

Washington,  D.  G. 

The  committee  met  at  10:40  a.  m.,  pursuant  to  adjournment  on 
Wednesday,  December  20,  1939,  in  the  Caucus  Room,  Senate  Office 
Building^  Senator  William  H.  King  presiding. 

Present:  Senator  King  (acting  chairman) ;  Representative  Wil- 
liams; Messrs.  Lubin,  O'Connell,  Henderson,  and  Brackett. 

Present  also:  Clifton  M.  Miller  and  Robert  McConnell,  Depart- 
ment of  Commerce;  Peter  R.  Nehemkis,  Jr.,  special  counsel,  and 
Oscar  L.  Altman,  associate  financial  economist,  Securities  and  Ex- 
change Commission. 

Acting  Chairman  King.  The  committee  will  be  in  order. 

Mr.  Henderson,  have  you  anything  on  your  mind? 

Mr.  Henderson.  Yes;  I  have  an  introductory  statement,  Mr. 
Chairman. 

STATEMENT  BY  MR.  HENDERSON 

Mr.  Henderson.  Prior  to  the  committee's  recess,  the  S.  E.  C.'s 
Investment  Banking  Section  presented  testimony  on  "frozen  ac- 
counts" and  the  realignments  in  the  investment  banking  industry 
resulting  from  the  divorce  of  the  bank  security  affiliates  pursuant  to 
the  Banking  Act  of  1933.  This  committee  may  sometime  have  to 
make  a  judgment  as  to  whether  actual  divorce  took  place,  or  whether 
merely  separate  establishments  were  set  up.  There  was  also  pre- 
sented in  the  former  hearings  evidence  with  respect  to  certain 
aspects  of  the  concentration  of  economic   power  in  this  industry. 

Today  and  throughout  this  week,  the  witnesses  to  appear  before 
the  committee  will  testify,  among  other  things,  as  to  the  treaties, 
agreements,  and  understandings  which  exist  among  investment 
banking  houses  and  between  investment  banking  houses  and  the  cor- 
porations whose  securities  are  issued. 

The  committee  will  recall  that,  prior  to  our  recess,  evidence  was 
offered  with  respect  to  a  number  of  "understandings"  existing  be- 
tween various  underwriting  firms.  There  was  testimony  on  the 
"understanding"  relating  to  former  National  City  Co.  business1  and 
the  Pacific  Gas  &  Electric  Co.  financing ; 2  Mr.  Sidney  Mitchell 
testified  concerning  his  "understanding" — or  as  he  characterized  it, 

1  Supra,  Part  22,  pp.  11417,  11484  and  11511. 

2  Ibid,  p.  11500  ff. 
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his  "hope  and  expectation" — with  Mr.  Harold  Stanley  on  Niagara 
Hudson  Power  Co.  business ; *  there  was  offered  in  evidence  the 
written  agreement  between  the  Harris  Trust  &  Sayings  Bank  and 
Harris  Forbes  &  Co.  concerning  the  respective  division  of  the  secur- 
ity originations  and  participations  of  those  two  organizations.2 
Finally,  the  committee  heard  considerable  testimony  on  the  now 
famous  "library  understanding"  of  May  5,  1920,  between  Messrs. 
J.  P.  Morgan  and  H.  P.  Davison,  of  J.  P.  Morgan  &  Co.,  and 
Robert  Winsor,  of  Kidder,  Peabody"&  Co.,  relating  to  A.  T.  &  T. 
financing.8 

In  my  considered  opinion,  the  testimony  on  agreements  and  under- 
standings Trhich  is  being  presented  before  this  committee  by  the 
S.  E.  C.'s  Investment  Banking  Section  is  highly  significant.  These 
treaties,  agreements,  and  understandings  are  the  sinews  of  the  pre- 
vailing method  of  doing  business ;  they  form  the  framework  of 
banker-issuer  relations  and  are  the  essence  of  the  system  of  negoti- 
ated prices. 

According  to  the  resolution  of  the  Congress  which  created  this  com- 
mittee, restrictions  upon  competition  and  concentration  of  economic 
power — wherever  they  may  appear  in  the  American  economic  scene — 
are  matters  of  concern. 

This  morning,  Mr.  Nehemkis  will  present  to  the  committee  testi- 
mony on  the  first  of  a  series  of  understandings  or  agreements  between 
investment  banking  firms — the  understanding  between  Lehman  Bros, 
and  Goldman,  Sachs  &  Co. 

Mr.  Nehemkis.  Mr.  Walter  E.  Sachs,  Mr.  John  Hancock,  please. 

Acting  Chairman  King.  Do  you  solemnly  swear  that  the  evidence 
you  will  give  in  this  hearing  will  be  the  truth,  the  whole  truth,  and 
nothing  but  the  truth,  so  help  you  God  ? 

Mr.  Sachs.  I  do. 

Acting  Chairman  King.  Mr.  Hancock,  do  you  solemnly  swear  that 
the  testimony  you  will  give  in  this  hearing  will  be  the  truth,  the 
whole  truth,  and  nothing  but  the  truth,  so  help  you  God? 

Mr.  Hancock.  I  do. 

TESTIMONY  OF  WALTER  E.  SACHS,  GOLDMAN,  SACHS  &  CO.,  NEW 
YORK  CITY,  AND  JOHN  M.  HANCOCK,  LEHMAN  BROS.,  NEW  YORK 
CITY 

Mr.  Nehemkis.  Mr.  Sachs,  will  you  state  your  full  name  and 
address,  please? 

Mr.  Sachs.  Walter  E.  Sachs,  120  East  End  Avenue,  New  York 
City. 

Mr.  Nehemkis.  Mr.  Hancock? 

Mr.  Hancock.  John  M.  Hancock,  Scarsdale,  N.  Y. 

Mr.  Nehemkis.  Mr.  Sachs,  when  did  you  first  become  a  partner  of 
the  firm  of  Goldman,  Sachs  &  Co.  ? 

Mr.  Sachs.  January  1,  1910. 

Mr.  Nehemkis.  When  was  Goldman,  Sachs  organized  as  a  partner- 
ship, Mr.  Sachs? 

1  Part  23,  p.  12088. 

2  "Exhibit  No.  1626-2,"  Part  22,  p.  11525. 
»  Part  23,  p.  11872  ff. 
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Mr.  Sachs.  Well,  the  original  partnership  was  organized  in  the 
year  1869;  not  under  the  name  Goldman,  Sachs  &  Co.,  but  that  was 
the  origination  of  the  partnership. 

Mr.  Nehemkis.  Was  not  Goldman,  Sachs  &  Co.  originally  a  com- 
mercial paper  house? 
Mr.  Sachs.  That  was  our  original  business;  yes,  sir. 
Mr.  Nehemkis.  And  a  commercial  paper  house  acts  as  an  inter- 
mediary between  business  enterprises  and  banks,  does  it  not? 
Mr.  Sachs.  Yes. 

Mr.  Nehemkis.  It  buys  commercial  paper  from  business  enter- 
prises and  sells  this  paper  to  one  or  more  banks  ? 
Mr.  Sachs.  That  is  correct. 

Mr.  Nehemkis.  Now,  as  a  result  of  its  activities 

Acting  Chairman  King  (interposing).  And  the  bank,  I  suppose, 
sold  to  individuals  as  they  cared  to  purchase  the  paper. 

Mr.  Sachs.  Yes;  but  in  99  percent  of  the  cases  I  should  say  the 
buyers  are  banks,  national  banks,  or  trust  companies. 

Mr.  Nehemkis.  As  a  result  of  its  activities  in  handling  commercial 
paper,  did  not  Goldman,  Sachs  become  well  acquainted  with  many 
business  enterprises,  their  officers,  their  finances,  and  their  credit 
needs  ? 

Mr.  Sachs.  Yes ;  we  established  over  the  years  many  intimate  rela- 
tionships of  that  kind. 

Mr.  Nehemkis.  But  Goldman,  Sachs  never  engaged  in  any  under- 
writing activities  during  the  first  years  of  its  existence  despite  these 
commercial  contacts? 

Mr.  Sachs.  No.  As  far  as  I  can  recollect,  our  first  underwriting 
activity  was  about  the  year  1906. 

Mr.  Nehemkis.  Mr.  Chairman,  I  should  say  that  we  had  hoped  this 
morning  to  have  Mr.  Robert  Lehman  as  a  witness.  Unfortunately, 
Mr.  Lehman  was  taken  ill  with  an  attack  of  appendicitis  last  night. 
His  partner,  Mr.  John  Hancock,  is  appearing  in  his  stead. 

Mr.  Hancock,  when  did  you  first  become  a  partner  of  Lehman 
Brothers  ? 
Mr.  Hancock.  1924. 

Mr.  Nehemkis.  There  are  some  questions  which  I  am  going  to  ask 
you  which  were  directed  toward  Mr.  Lehman,  and  you  may  have  some 
difficulties.  If  so,  I  will  understand,  and  I  am  sure  the  committee 
will.  Do  you  know  when  Lehman  Brothers  was  first  organized  as  a 
partnership  ? 

Mr.  Hancock.  The  date  isn't  a  matter  of  history ;  it  was  about  1848  ; 
it  might  have  been  1850,  within  that  range  of  those  2  years. 

Mr.  Nehemkis.  What  was  the  nature  of  the  original  business  of 
Lehman  Brothers  prior  to  its  becoming  an  underwriting  house? 

Mr.  Hancock.  Traditionally,  and  I  don't  know  more  than  that, 
primarily  a  banker  in  the  cotton  industry. 
Mr.  Nehemkis.  A  banker  or  a  factor? 
Mr.  Hancock.  A  banker. 

Mr.  Nehemkis.  A  banker  in  the  cotton  industry. 
Mr.  Hancock.  That  is  right;  dealing  in  commodities  in  large  de- 
gree, of  course. 

Mr.  Nehemkis.  Do  you  recall  when  Lehman  Brothers  first  engaged 
m  underwriting  activities  ? 
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Mr.  Hancock.  1906  or  1907,  around  the  turn  of  the  century. 

Mr.  Nehemkis.  About  the  same  time  as  Goldman,  Sachs? 

Mr.  Hancock.  I  believe  that  they  were  together  in  the  first  venture. 

EARLIEST   FINANCING   BY   THE   TWO    HOUSES 

Mr.  Nehemkis.  Mr.  Sachs,  was  not  the  earliest  financing  under- 
taken by  Goldman,  Sachs  &  Co.  with  respect  to  a  preferred  stock  issue 
about  the  year  1906  of  a  company  that  later  became  the  General  Cigar 
Company  ? 

Mr.  Sachs.  That  is  correct.  It  was  then  known  as  the  United 
Cigar  Manufacturers. 

Mr.  Nehemkis.  Two  other  houses  were  associated  with  you  in  this 
financing,  Lehman  Brothers  and  Kleinwort  &  Co.,  of  London.  Is 
that  correct,  sir? 

Mr.  Sachs.  Lehman  Brothers  were — I  would  have  to  refresh  my 
memory.  Kleinwort  Sons  &  Co.  were  associated  with  us  in  some 
businesses  in  subsequent  years.  I  am  not  quite  clear  whether  they 
were  associated  in  the  United  Cigar  Manufacturers  business. 

Mr.  Nehemkis.  We  can  correct  the  record  at  our  convenience. 

Mr.  Sachs.  I  would  think  they  were  not!  but  you  may  be  entirely 
correct.1 

Mr.  Nehemkis.  Suppose  we  correct  the  record  if  there  is  a  differ- 
ence. 

Assuming,  however,  that  I  am  correct,  suppose  we  proceed  on  that 
basis.  Did  not  ^Goldman,  Sachs,  Lehman  Brothers,  and  Kleinwort 
have  equal  shares  in  their  financing? 

Mr.  Sachs.  Yes ;  very  likely  it  was  a  3-3  account. 

Mr.  Nehemkis.  And  at  this  time  Kleinwort  &  Co.  was  a  very  well 
recognized  London  banking  house? 

Mr.  Sachs.  Yes ;  they  were  one  of  the  great  merchant  bankers  of 
London,  and  are  today. 

Acting  Chairman  King.    Those  associations  were  temporary? 

Mr.  Sachs.  No,  sir;  our  association  with  Kleinwort  Sons  &  Co. 
dated  from  about  the  year  1898,  and  we  still  have  a  very  close  associa- 
tion with  them,  have  had  for  a  great  many  years. 

Acting  Chairman  King.  In  all  activities  or  just  some  of  the  trans- 
actions? 

Mr.  Sachs.  No,  sir;  in  certain  activities  and  certain  specified  busi- 
nesses, and  also  a  running  relationship  in  the  commercial  banking 
business. 

Mr.  Nehemkis.  The  General  Cigar  Store  financing,  Mr.  Sachs, 
marked,  I  believe,  the  first  underwriting  transaction  in  which  your 
firm  was  associated  with  the  firm  of  Lehman  Brothers  on  an  equal 
basis  ? 

Mr.  Sachs.  That  is  correct. 

GELATIONS  BETWEEN  THE  FIRMS  TO  1920 

Mr.  Nehemkis.  Was  not  the  relationship  between  the  two  firms, 
Goldman,  Sachs  &  Co.,  and  Lehman  Brothers,  so  close  at  this  time 

1  Mr.  Sachs,  under  date  of  February  6,  1940,  informed  the  committee  that  Kleinwort, 
Sons  &  Co.,  were  not  associated  with  Goldman,  Sachs  &  Co.  as  originating  bankers  in  the 
financing  in  1906  of  United  Cigar  Manufacturers.     See  appendix,  p.  13011. 
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that  if  at  any  stage  of  the  negotiations  either  firm  had  refused  to  go 
on,  the  other  firm  would  in  all  probability  have  withdrawn  from  the 
financing? 

Mr.  Sachs.  Very  likely.  I  might  explain,  if  I  may,  that  the  rela- 
tionship was  initiated  at  that  time  because  of  a  very  close  personal 
friendship  and  personal  relationship  between  Mr.  Philip  Lehman, 
who  was  the  senior  partner  of  Lehman  Brothers,  and  Mr.  Henry 
Goldman,  who  was  one  of  the  seniors  of  my  firm. 

Mr.  Nehemkis.  Is  it  not  a  fact,  Mr.  Sachs,  that  at  this  time  the 
two  firms  had  in  effect  decided  to  go  into  the  investment-banking  busi- 
ness as  partners,  although  they  would  continue  to  operate  under  sep- 
arate names  and,  of  course,  with  separate  physical  establishments  ? 

Mr.  Sachs.  I  don't  think  it  was  quite  like  that.  I  think  that  that 
original  business  was  done — and  I  don't  know  that  in  1906  there  was 
any  preconceived  plan  as  to  the  future — but  I  think  it  developed  as 
a  perfectly  natural  situation  that  subsequent  businesses  the  following 
years  were  done  together  in  the  same  way.  In  other  words,  at  that 
time  there  was  no  written  memorandum  or  anything,  but  it  just  de- 
veloped because  of  this  personal  relationship  between  these  two  men 
whom  I  have  mentioned. 

Mr.  Nehemkis.  The  two  firms  were  associated  together  in  many 
other  pieces  of  financing  after  1906,  were  they  not  ? 

Mr.  Sachs.  Yes;  my  recollection  is  that  between  1906  and  1916 — 
1917 — that  we  financed  initially  about  fourteen  or  fifteen  different 
industrial  companies. 

Mr.  Nehemkis.  Would  it  be  correct  for  me  to  say,  Mr.  Sachs, 
from  1906  until  the  World  War,  all  of  the  financing  of  Lehman 
Brothers  and  Goldman,  Sachs  was  undertaken  jointly  ? 

Mr.  Sachs.  All  the  issue  business,  of  course. 

Mr.  Nehemkis.  Issue  business,  originations. 

Mr.  Sachs.  Originations — that  is  definitely  my  recollection. 

Mr.  Nehemkis.  Am  I  also  correct  in  understanding,  Mr.  Sachs, 
that  where  Lehman  Brothers  and  Goldman,  Sachs  were  the  only 
underwriters,  each  firm  usually  shared  in  the  participations  on  a 
50-50  basis? 

Mr.  Sachs.  That  is  correct. 

Mr.  Nehemkis.  And  where  other  firms  were  brought  in,  the  par- 
ticipations of  the  two  firms  remained  equal  ? 

Mr.  Sachs.  Yes. 

Acting  Chairman  King.  Were  these  firms  partnerships  or  did  they 
become  partnerships  later  ? 

Mr.  Sachs.  Goldman,  Sachs  was  a  partnership.  I  cannot  speak 
for  Lehman  Brothers.  My  impression  is  it  was  also  a  partnership. 
During  these  years  Goldman,  Sachs  was  a  partnership. 

Mr.  Nehemkis.  And  still  is  ? 

Mr.  Sachs.  It  is  a  partnership  today.  I  may  say  there  was  an 
intervening  period  when  Goldman,  Sachs  &  Company  was  organized 
as  a  joint-stock  association  under  New  York  State  laws. 

Mr.  Nehemkis.  You  have  already  indicated  that  during  this  period 
we  have  been  discussing,  1906  Up  to  the  World  War,  there  was  never 
any  written  agreement  between  the  two  firms.  The  close  relation- 
ship was  based  upon  the  close  ties  between  the  heads  of  the  two 
houses  and  their  friendship,  so  may  I  summarize  the  relationship 
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as  follows:  that  it  was  that  kind  of  close  relationship  which  exists 
between  any  two  close  business  associates  ? 

Mr.  Sachs.  Right. 

Acting  Chairman  King  (to  Mr.  Nehemkis).  Where  the  element  of 
friendship  becomes  paramount. 

Mr.  Nehemkis.  Yes. 

Mr.  Sachs.  It  was  kind  of  an  informal  partnership  for  that  type 
of  business. 

Mr.  Nehemkis.  By  1920  had  not  the  partners  of  Goldman,  Sachs 
and  their  respective  interests  in  the  firm  changed  somewhat  from 
what  they  had  been  before  the  World  War  ? 

Mr.  Sachs.  Yes  •  that  is  correct. 

Mr.  Nehemkis.  Mr.  Hancock,  is  it  not  also  true  that  about  this  time 
the  partnership  interests  of  Lehman  Brothers  had  changed  some- 
what from  what  it  had  been  prior  to  the  World  War  ? 

Mr.  Hancock.  My  impression  is  that  there  was  a  moderate  change 
of  interest,  but  I  was  the  first  one  outside  the  Lehman  family  to 
join  the  firm  as  a  partner.    I  didn't  come  into  the  firm  until  1924. 

Mr.  Nehemkis.  Mr.  Sachs,  when  did  Mr.  Waddill  Catchings  and 
Mr.  Sidney  Weinberg  become  admitted  as  members  of  the  firm? 

Mr.  Sachs.  Mr.  Catchings  was  admitted  on  January  1,  1918.  Mr. 
Weinberg,  although  a  very  important  member  of  our  organization, 
only  became  a  partner  on  January  1,  1927.  I  might  also  say  Mr. 
Henry  Goldman  retired  from  the  firm  at  the  end  of  the  year,  De- 
cember 31,  1917. 

Mr.  Nehemkis.  I  take  it  there  were  during  this  subsequent  period, 
that  is  to  say  after  the  World  War,  other  changes  in  the  partnership 
from  its  original  membership. 

Mr.  Sachs.  There  may  have  been  minor  changes.  Those  were  the 
major  ones.  There  were  no  other  partners  admitted  until  the  'thirties 
after  that. 

Mr.  Nehemkis.  Mr.  Hancock,  you  were  admitted  as  a  partner  on 
August  1, 1924,  were  you  not  ? 

Mr.  Hancock.  Yes,  sir. 

Mr.  Nehemkis.  And  Mr.  Monroe  C.  Gutman  was  admitted  as  a 
partner  on  January  1,  1927,  is  that  correct? 

Mr.  Hancock.  Correct. 

Mr.  Nehemkis.  And  Mr.  Robert  Lehman,  who  was  to  have  ap- 
peared here  this  morning,  was  admitted  as  a  partner  July  1,  1921  ? 

Mr.  Hancock.  Correct. 

Mr.  Nehemkis.  Those  were  the  major  changes  that  took  place  in 
the  partnership  immediately  after  the  war  ? 

Mr.  Hancock.  Correct. 

RELATIONS  FROM  1920  TO  1926 

Mr.  Nehemkis.  Mr.  Sachs,  between  the  years  1920  and  1928,  was 
there  not  a  change  in  the  previous  underwriting  relationship  between 
the  two  firms,  that  is  to  say^  Goldman,  Sachs  for  instance  engaged 
in  pieces  of  financing  in  which  Lehman  Brothers  did  not  participate? 

Mr.  Sachs.  Well,  if  my  recollection  is  correct,  those  changes  only 
began  to  take  place  around  1926.  There  was  a  difference  of  feeling 
developing. 
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Mr.  Nehemkis.  That  is  to  say  in  some  of  these  financings  Lehman 
Brothers  was  not  offered  a  participation. 
Mr.  Sachs.  Well,  not  prior  to  1925. 
Mr.  Hancock.  Not  that  I  know  of. 

Mr.  Sachs.  Not  that  I  know  of.  There  was  little  financing  during 
the  war.  The  first  piece  of  issue  business  was  in  1918,  which  was 
Endicott  Johnson  Corp.  business. 

Mr.  Nehemkis.  May  I  attempt,  subject  to  your  corroboration,  which 
is  always  difficult  with  two  witnesses,  to  summarize  this  relationship. 
Please  tell  me  if  I  have  it  correctly.  There  were  financings  in  which 
Goldman,  Sachs  and  Lehman  Brothers  had  equal  participations  and 
equal  profits — bear  in  mind  our  time  period,  if  you  will.  There  were 
financings  in  which  Goldman,  Sachs  alone  participated  but  shared  its 
profits  with  Lehman  Brothers,  and  finally  there  were  a  few  isolated 
cases  where  Lehman  Brothers  had  neither  participation  nor  profits 
in  Goldman,  Sachs  business;  is  that  correct? 

Mr.  Sachs.  That  was  subsequent  to  1915  or  1916,  however. 
Mr.  Nehemkis.  With  that  qualification,  you  accept  my  characteri- 
zation of  the  situation? 
Mr.  Sachs.  Yes. 

Mr.  Hancock.  May  I  add,  by  participations  you  also  mean  obli- 
gations, I  take  it.     You  include  the  obligations  in  the  participations.  - 
Mr.  Nehemkis.  What  do  you  mean  by  obligations? 
Mr.  Hancock.  The  risk  in  the  contract. 

Mr.  Nehemkis.  Yes;  but  I  am  not  interested  in  that  now,  Mr. 
Hancock. 

Acting  Chairman  King.  It  is  a  fact,  I  suppose,  if  there  were  losses 
they  would  be  deducted  from  the  profits,  and  all  participating  would 
have  to  share  those  losses  according  to  their  respective  interests. 
Mr.  Hancock.  That  is  right. 
Mr.  Nehemkis.  I  assumed  that. 
Mr.  Hancock.  I  wanted  to  be  sure ;  that  is  all. 
Mr.  Nehemkis.  As  illustrative  of  the  situation  where  Goldman, 
Sachs   alone    participated   but    divided    the    profits   with    Lehman 
Brothers,  there  are  a  number  of  exhibits  relating  to  the  financing 
of  B.  F.  Goodrich  Company  which  I  should  like  you  to  identify  for 
the  record,  if  you  will.     I  now  show  you  four  letters.    Would  you 
be  good  enough  to  examine  them  and  tell  me  if  you  recognize  them 
to  be  copies  of  originals  in  your  files  and  in  your  custody? 

For  your  convenience,  may  I  say,  Mr.  Sachs  and  Mr.  Hancock,  each 
of  the  exhibits  that  will  be  offered  to  you  for  identification  bears  on 
the  top  of  the  exhibit  a  legend  indicating  the  respective  files  from 
which  it  was  obtained.  I  think  you  may  assume  that  we  have  been 
accurate  in  that  respect  and  that  will  save  you  considerable  time. 
Mr.  Sachs.  Yes;  I  recognize  these. 

Mr.  Nehemkis.  Mr.  Chairman,  I  offer  in  evidence  the  four  letters 
identified  by  the  witness. 

(Committee  conference  off  the  record.) 

Acting  Chairman  King.  They  may  be  received.  Do  you  want  them 
printed  ? 

Mr.  Nehemkis.  I  think  in  this  case  they  are  all  relevant. 
(The  letters  referred  to  were  marked  "Exhibits  Nos.  1773  to  1776" 
and  are  included  in  the  appendix  on  pp.  12713-12714.) 
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Mr.  Nehemkis.  Mr.  Hancock,  during  this  same  period  did  not 
Lehman  Brothers  observe  a  similar  practice  with  respect  to  financing 
in  which  Goldman,  Sachs  was  not  a  member  of  the  underwriting 
or  purchase  group? 

Mr.  Hancock.  I  think  that  is  correct. 

Mr.  Nehemkis.  I  now  show  you  three  letters  which  are  illustra- 
tive of  this  practice  and  involve  an  issue  by  Detroit  City  Gas  Co. 
in  1922.  That,  as  you  recall,  was  an  issue  of  $13,500,000  first  mort- 
gage 6's  of  1947,  series  "A."  Will  you  examine  these  three  docu- 
ments, Mr.  Hancock,  and  tell  me  whether  or  not  they  are  true  and 
correct  copies  of  originals  in  your  possession  and  custody  ? 

Mr.  Hancock.  They  are. 

Mr.  Nehemkis.  And  as  further  illustration  of  the  same  practice, 
I  ask  you  to  examine  two  documents  relating  to  the  financing  of 
K.  H.  Macy  &  Co.  in  1922  and  1926.  Will  you  be  good  enough  to 
examine  these  two  documents?  Are  they  true  and  correct  copies 
of  originals  in  your  possession  and  custody  ? 

Mr.  Hancock.  They  are. 

Mr.  Nehemkis.  These  five  documents,  Mr.  Chairman,  identified  by 
the  witness  are  offered  in  evidence. 

Acting  Chairman  King.  They  may  be  received. 

(The  documents  referred  to  were  marked  "Exhibits  Nos.  1777  to 
1781"  and  are  included  in  the  appendix  on  pp.  12714-12716.) 

EVENTS  LEADING  TO  MEMORANDUM  OF  1925 

Mr.  Nehemkis.  Mr.  Hancock,  did  not  Goldman,  Sachs  and  Lehman 
Bros,  have  an  equal  underwriting  participation  in  the  financing  in 
1924  which  resulted  in  the  creation  of  the  National  Dairy  Products 
Corporation  ? 

Mr.  Hancock.  My  impression  is  they  did.  I  can  verify  it  by  the 
summary  I  have  here. 

Mr.  Nehemkis.  Give  me  your  best  recollection  at  this  time,  subject 
to  your  privilege  of  checking  the  record  later.     What  is  your  answer  ? 

Mr.  Hancock.  My  answer  is  their  participation  was  equal.1 

Mr.  Nehemkis.  Mr.  Sachs,  at  this  time  were  not  two  partners  of 
your  firm,  Mr.*  Catchings  and  Mr.  Dauphinot,  devoting  a  great  deal 
of  time  to  the  affairs  of  National  Dairy  Products  ? 

Mr.  Sachs.  Yes.  I  must  make  the  correction  that  Mr.  Dauphinot 
was  not  a  partner.  Mr.  Catchings  was.  Mr.  Dauphinot  was  a  very 
trusted  member  of  the  organization.  Other  than  that,  your  state- 
ment is  correct. 

Acting  Chairman  King.  In  other  words,  he  was  an  employee  but 
not  a  partner. 

Mr.  Sachs.  That  is  correct ;  a  very  trusted  employee. 

Mr.  Nehemkis.  Did  not  Goldman,  Sachs  feel  as  the  result  of  the 
efforts  of  these  two  men  and  others  in  the  organization  devoting  a 
great  deal  of  their  time  to  the  development  of  the  company,  that 
Goldman,  Sachs  was  entitled  to  a  larger  compensation  in  connection 
with  any  transactions  that  might  be  effected  ? 

Mr.  Sachs.  Yes,  sir. 

JMr.  Hancock,  under  date  of  February  16,  1040,  confirmed  this  statement.  See 
p.  13008,  paragraph  numbered  1. 
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Mr.  Nehemkis.  Goldman,  Sachs  also  believed  that  the  same  situa- 
tion might  develop  with  respect  to  Lehn  &  Fink. 

Mr.  Saohs.  Yes,  sir. 

Mr.  Nehemkis.  And  if  this  situation  should  materialize,  did  not 
Goldman,  Sachs  feel  this  preferential  position  should  also  be  recog- 
nized by  Lehman  Bros.? 

Mr.  Saohs.  That  is  correct. 

Acting  Chairman  King.  That  is  to  say,  there  were  some  transac- 
tions in  which  one  side  of  the  two  firms,  or  one  of  the  two  firms, 
occupied  a  more  important  position  than  the  other,  by  reason  perhaps 
of  former  associations  with  the  business  enterprises. 

Mr.  Sachs.  Yes;  or  a  great  amount  of  work  being  done  in  that 
particular  situation. 

Mr.  Nehemkis.  As  the  result  of  this  view  which  we  have  been  dis- 
cussing, Mr.  Sachs,  did  not  various  conferences  take  place  between 
the  two  firms  with  respect  to  rearranging  their  relative  interests  in 
future  financing  by  these  two  companies? 

Mr.  Sachs.  Yes,  sir. 

Mr.  Nehemkis.  Did  not  these  conferences  finally  terminate  in  a 
conference  at  the  nome  of  Mr.  Arthur  Sachs  on  the  night  of  October 
25.  1925? 

Mr.  Sachs.  I  take  your  word  for  the  date.  I  know  it  was  the  latter 
part  of  1925. 

Mr.  Nehemkis.  Will  you  state  the  partners  of  Goldman,  Sachs  who 
were  present  at  this  conference  at  the  home  of  Mr.  Arthur  Sachs? 

Mr.  Sachs.  I  think  Mr.  Catchings  and  Mr.  Arthur  Sachs  were  at 
that  particular  conference. 

Mr.  Nehemkis.  Was  Mr.  Arthur  Sachs  then  the  senior  partner  of 
the  house  of  Goldman,  Sachs? 

Mr.  Sachs.  No. 

Mr.  Nehemkis.  A  senior  partner?   , 

Mr.  Sachs,  A  senior  partner,  but  we  have  no  senior  partner.  He 
was  a  senior  partner. 

Mr.  Nehemkis.  Mr.  Hancock,  are  you  familiar  with  the  names  of 
(he  partners  who  were  present  at  the  conference  in  behalf  of  the 
House  of  Lehman? 

Mr.  Hancock.  I  am. 

Mr.  Nehemkis.  And  their  names,  please? 

Mr.  Hancock.  Herbert  Lehman  and  Arthur  Lehman. 

Mr.  Nehemkis.  Herbert  H.  Lehman  is  now  Governor  of  the  State 
of  New  York? 

Mr.  Hancock.  Right. 

Mr.  Nehemkis.  And  is  Arthur  Lehman  now  connected  with  the 
firm? 

Mr.  Hancock.  He  is  deceased. 

Mr.  Nehemkis.  Was  not  Mr.  Arthur  Lehman  senior  partner  of  the 
firm  at  that  time? 

Mr.  Hancock.  It  lookf  like  collusion,  but  my  answer  is  the  same 
as  Mr.  Sachs'.    We  have  older  partners.    We  have  no  senior  partners. 

Mr.  Nehemkis.  I  have  to  keep  checking  up  on  you  two,  you  see. 

Mr.  Sachs,  as  the  result  of  the  conference  which  took  place  at  the 
home  of  Mr.  Arthur  Sachs,  was  there  not  prepared  a  memorandum, 
the  purpose  of  which  was  to  govern  the  future  relations  between  the 
two  firms? 
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Mr.  Sachs.  Yes;  that  is  a  fair  statement. 

Acting  Chairman  King.  All  relations,  or  just  some? 

Mr.  Sachs.  Relations  in  connection  with  what  is  popularly  known 
as  the  issue  business. 

Mr.  Nehemkis.  We  are  going  into  that,  Senator,  in  a  moment. 

I  show  you,  Mr.  Sachs,  a  memorandum  dated  October  26,  1925.  I 
ask  you  to  examine  this  memorandum  and  tell  me  if  that  is  not  the 
memorandum  resulting  from  that  conference. 

Mr.  Sachs.  Yes ;  it  is. 

Mr.  Nehemkis.  Will  you  pass  it  on  to  Mr.  Hancock,  and  will  you 
tell  me,  Mr.  Hancock,  whether  you  recognize  that  as  the  memorandum 
of  October  26,  1925?  Incidentally,  it  was  obtained  from  your  files, 
Mr.  Hancock. 

Mr.  Hancock.  It  must  be  the  right  one.  I  had  the  impression  it 
was  signed  by  Herbert  Lehman. 

Mr.  Nehemkis.  Just  answer  my  questions,  Mr.  Hancock,  as  we 
proceed. 

Mr.  Sachs,  who  was  the  draftsman  of  this  memorandum  ? 

Mr.  Sachs.  My  impression  is  that  it  was  Herbert  Lehman. 

Mr.  Nehemkis.  Mr.  Hancock,  what  is  your  impression? 

Mr.  Hancock.  That  is  my  impression. 

Mr.  Nehemkis.  Can  either  of  you  be  more  positive  and  tell  me  it 
was  drafted  by  him? 

Mr.  Sachs.  Yes;  because  there  is  a  subsequent  letter  which  sub- 
stantiates that. 

Mr.  Nehemkis.  Mr.  Sac!  .,  what  is  your  answer  ? 

Mr.  Sachs.  I  know  it  v  as. 

Mr.  Nehemkis.  Mr.  Hancock,  what  is  your  answer  ? 

Mr.  Hancock.  I  know  it  was  drafted  by  him. 

Mr.  Nehemkis.  The  memorandum  is  now  offered  in  evidence. 

Acting  Chairman  King.  It  may  be  received. 

(The  memorandum  referred  to  was  marked  "Exhibit  No.  1782"  and 
is  included  in  the  appendix  on  p.  12717.) 

Acting  Chairman  King.  Is  the  material  merely  for  the  purpose  of 
showing  that  these  two  firms  cooperated  together  in  work  subsequent 
to  this? 

Mr.  Nehemkis.  Sir,  it  is  rather  difficult  for  me  to  answer  that  ques- 
tion. I  expect  to  develop  precisely  the  implications  of  your  question 
through  these  two  witnesses. 

Mr.  Sachs,  was  not  one  of  the  problems  settled  by  the  conference 
the  relationship  of  the  two  houses  with  respect  to  the  future  financ- 
ing of  Lehn  &  Fink  and  National  Dairy  Products  Co.  ? 

Mr.  Sachs.  Yes. 

Mr.  Nehemkis.  I  now  read  a  portion  of  that  memorandum  to  you 
[reading  from  "Exhibit  No.  1782"] : 

Our  joint  relation  to  all  Companies  previously  financed  by  the  two  houses 
was  to  remain  exactly  as  it  had  been  in  the  past,  save  that  a  different  arrange- 
ment be  entered  into  now  with  regard  to  the  National  Dairy  Products  Co.  and 
later  possibly  with  regard  to  Lehn  &  Fink. 

With  the  exception  of  these  two  companies,  Mr.  Sachs,  was  it  not 
determined  that  the  relationship  of  the  two  firms  to  all  of  the  old 
business  would  remain  on  an  absolutely  equal  basis? 

Mr.  Sachs.  That  is  correct. 


CONCENTRATION  OF  ECONOMIC  POWER  12353 

MEMORANDUM  OF  JANUARY   5,   19  2  6 

Mr.  Nehemkis.  Now,  it  would  appear,  Mr.  Sachs,  would  it  not, 
that  Governor  Lehman's  efforts  at  mediation  between  the  two  firms 
did  not  result  in  a  clear  definition  of  the  rights  and  responsibilities  of 
the  two  houses  to  each  other  ? 

Mr.  Saohs.  Yes;  that  would  be  indicated  by  the  later  memoran- 
dum of  January  5. 

Mr.  Nehemkis.  And  on  January  5,  1926,  did  not  the  two  firms 
again  attempt  to  codify  their  relationship  to  each  other  with  a  mem- 
orandum ? 

Mr.  Sachs.  With  repect  to  these  old  businesses ;  yes,  sir. 

Mr.  Nehemkis.  Now,  Mr.  Sachs,  I  show  you  a  memorandum  dated 
January  5,  1926,  and  I  ask  you  to  identify  this  as  being  a  true  and 
correct  copy  of  that  memorandum  to  which  reference  has  been  made. 

Mr.  Sachs.  That  is  correct. 

Mr.  Nehemkis.  Will  you  show  it  to  Mr.  Hancock?  Do  you  iden- 
tify it  as  a  true  and  correct  copy  of  the  memorandum  in  question  ? 

Mr.  Hancock.  I  do.  I  would  like  to  make  a  little  explanation. 
The  first  memorandum  didn't  purport  to  be  a  final  agreement. 

Mr.  Nehemkis.  I  will  give  you  full  opportunity  to  develop  that. 

Acting  Chairman  King.  I  think  that  is  a  proper  interpretation 
of  it. 

Mr.  Nehemkis.  The  memorandum  identified  by  the  witnesses  is 
offered  in  evidence,  Mr.  Chairman. 

Acting  Chairman  King.  It  may  be  received. 

(The  memorandum  referred  to  was  marked  "Exhibit  No.  1783" 
and  is  included  in  the  appendix  on  p.  12718.) 

Mr.  Nehemkis.  Who  was  the  draftsman,  Mr.  Sachs,  of  this 
memorandum  ? 

Mr.  Sachs.  I  couldn't  say  who  the  actual  individual  was. 

Mr.  Nehemkis.  It  was  more  or  less  a  cooperative  effort  by  various 
people  ? 

Mr.  Sachs.  I  think  very  likely. 

Mr.  Nehemkis.  What  is  your  recollection? 

Mr.  Hancock.  My  impression  is  Mr.  Catchings  and  Mr.  Lehman 
worked  it  out  together. 

Mr.  Nehemkis.  Which  Mr.  Lehman  ? 

Mr.  Hancock.  Herbert  Lehman. 

Mr.  Sachs.  That  may  be.  . 

Mr.  Hancock.  I  never  saw  any  drafting  work  done.  The  two 
men  were  working  together  on  the  draft,  I  know. 

Mr.  Nehemkis.  Mr.  Sachs,  I  note  that  this  memorandum  is  divided 
into  nine  sections  or  articles  and  contains  an  appendix,  and  the  appen- 
dix lists  60  corporations.  Mr.  Sachs,  is"  it  not  a  fact  that  the  corpora- 
tions covered  by  this  memorandum  issued  approximately  $200,000,000 
of  securities  within  the  next  decade,  and  that  the  issuance  of  these 
securities  was  governed  by  the  memorandum  of  1926  ? 

Mr.  Sachs.  The  next  decade  from  where? 

Mr.  Nehemkis.  From  1926. 

Mr.  Sachs.  I  can't  substantiate  your  figure  because  I  haven't  gone 
back  to  the  record.    There  was  a  very  substantial  amount  of  financ- 
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ing  done  by  some,  not  all,  of  these  companies  in  the  subsequent 
years.1 

Mr.  Nehemkis.  Now  I  want  to  read  from  paragraph  1  of  the 
memorandum  dated  January  5,  1926,  which  reads  as  follows  [read- 
ing from  "Exhibit  No.  1783"] : 

With  respect  to  the  corporations  specified  on  the  attached  list  it  will  be 
the  desire  of  the  two  firms  to  do  any  financing  which  may  arise  in  the  future 
upon  the  basis  of  the  same  relative  interest  in  such  financing  which  the  firms 
had  in  the  original  business  with  respect  to  such  company. 

Mr.  Sachs,  does  not  the  phrase  "same  relative  interest"  in  this 
paragraph  1  mean  that  the  interests  of  Goldman,  Sachs  and  Lehman 
Brothers  were  to  be  equal? 

Mr.  Sachs.  Yes. 

Mr.  Nehemkis.  Where  only  Lehman  Bros,  and  Goldman,  Sachs 
were  to  be  involved,  the  interest  of  each  under  paragraph  1,  was  to  be 
50  percent  ? 

Mr.  Sachs.  Yes. 

Mr.  Nehemkis.  Where  other  houses  in  addition  to  Lehman  Bros, 
and  Goldman,  Sachs  were  involved,  the  interests  of  each  would  be 
equal  to  half  of  the  remainder  after  allotment  to  any  of  the  other 
houses. 

Mr.  Sachs.  That  is  correct,  always  with  the  exception  of  the  two 
companies. 

Mr.  Nehemkis.  Paragraph  1  continues  as  follows  [reading  further 
from  "Exhibit  No.  1783"]. 

Such  business  shall  be  handled  either  in  the  office  of  Goldman,  Sachs  &  Co. 
or  in  the  office  of  Lehman  Brothers  as  indicated  on  the  attached  list. 

According  to  the  list  attached  to  the  memorandum,  Mr.  Sachs,  was 
not  the  financing  of  41  companies  to  be  handled  in  the  office  of  Gold- 
man, Sachs,  while  the  financing  of  19  companies  was  to  be  handled  in 
the  office  of  Lehman  Bros.? 

Mr.  Sachs.  I  accept  your  count. 

Mr.  Nehemkis.  This  division,  therefore,  Mr.  Sachs,  reflected,  did 
it  not,  the  sphere  of  interest  of  each  house' in  the.  joint  venture? 

Mr.  Sachs.  May  I  ask  what  you  mean  by  the  sphere  of  interest  ? 

Mr.  Nehemkis.  Just  what  you  meant  when  you  set  down  in  two 
categories  41  corporations  under  Goldman,  Sachs,  and  19  under 
Lehman  Bros.;  nothing  different. 

Acting  Chairman  King.  19  might  issue  more  than  the  41. 

Mr.  Sachs.  Yes,  but  I  think  in  fact  they  did  not. 

Mr.  Nehemkis.  Mr.  Hancock,  this  division,  therefore,  reflected  the 
sphere  of  each  interest  in  the  joint  venture,  did  it  not? 

Mr.  Hancock.  I  think  not. 

Mr.  Nehemkis.  What  did  it  mean,  then? 

Mr.  Hancock.  It  reflected  the  historical  record  as  to  what  firm 
had  handled  the  business  originally  in  their  office. 

Mr.  Nehemkis.  Neither  house,  however,  Mr.  Sachs,  was  to  receive 
any  additional  compensation  for  handling  the  financing  in  their  own 
office. 

Mr.  Sachs.  No ;  not  at  that  time. 

1  Mr.  Sachs,  under  date  of  February  6,  1940,  submitted  supplemental  Information  on 
this  point.  See  appendix,  p.  13011.  See  also  Mr.  Hancock's  comment  under  date  of 
February  10,  1940,  appendix,  p.  13010,  paragraph  beginning  "Regarding  page  485 — ," 


CONCENTRATION  OF  ECONOMIC  POWER       12355 

Mr.  Nehemkis.  Yet  of  course  there  were  expenses  involved  in  han- 
dling the  financing. 

Mr.  Sachs.  The  expenses  were  generally  charged  to  the  banking 
syndicate  formed  in  connection  with  such  issue  rather  than  to  joint 
account. 

Mr.  Nehemkis.  Now,  paragraph  2  of  the  memorandum  of  January 
5,  1926,  reads  and  provides  that  [reading  further  from  "Exhibit  No. 
1783"] : 

Each  firm  shall  endeavor  to  maintain  the  present  relationship  of  the  other 
firm  or  of  any  of  its  members  with  the  respective  listed  companies. 

If  each  house  maintained  its  relationship  with  the  issuer,  I  take 
it  the  participations  of  the  two  houses  together  would  be  larger, 
would  it  not  ? 

Mr.  Sachs.  I  don't  follow  that  question ;  I  am  sorry. 

Mr.  Nehemkis.  I  say,  if  each  house,  your  house  and  Lehman  Bros., 
maintained  its  relationship  with  the  issuing  corporation,  continued 
that  relationship,  the  participations  you  each  would  have  in  the 
business  would  of  course  be  larger  than  if  you  did  not  maintain 
the  relationship. 

Mr.  Sachs.  You  mean  if  we  didn't  have  the  business  at  all,  yes, 
it  is  quite  obvious. 

Mr.  Nehemkis.  I  just  want  you  to  tell  me  that. 

I  want  to  read  to  you  the  first  clause  of  paragraph  3  of  the  memo- 
randum [reading  further  from  "Exhibit  No.  1783"]  : 

it  any  of  the  listed  companies  refuses  in  the  future  to  have  either  firm  par- 
ticipate in  a  piece  of  financing,  the  other  firm  will  endeavor  to  have  such  excluded 
firm  afforded  a  full  opportunity  of  presenting  its  case. 

This  provision  meant,  in  effect,  did  it  not,  Mr.  Sachs,  that  if  both 
firms  were  not  jointly  designated  to  handle  this  financing,  either 
Goldman,  Sachs,  or  Lehman  Bros.,  as  the  case  might.be,  would  use 
its  good  offices  to  permit  the  excluded  firm  to  present  oral  argument, 
so  to  speak,  before  the  board  of  directors  ?     Correct,  sir  ? 

Mr.  Sachs.  Correct ;  but  I  also  think  it  brings  out  one  very  interest- 
ing fact,  that  in  spite  of  this  mutual  agreement  between  Goldman, 
Sachs,  and  Lehman  Bros.,  corporations  in  every  instance  were  per- 
fectly free  agents  and  were  under  no  obligation,  contractual  or  other- 
wise, to  do  business  with  either  firm  or  both  firms. 

Mr.  Nehemkis.  I  think  that  is  correct;  they  could  have  gone  to 
anybody. 

Mr.  Sachs.  They  could  have  gone  to  anybody. 

Mr.  Nehemkis.  However,  as  the  subsequent  testimony  shows,  they 
preferred  not  to. 

Mr.  Henderson.  Mr.  Nehemkis,  may  I  ask  a  question?  Did  you 
regard  the  agreement  as  binding  upon, each  other? 

Mr.  Sachs.  At  that  time  it  was  an  understanding  as  expressed  in 
these  terms ;  yes,  sir.  It  wasn't  from  our  point  of  view,  at  least,  an 
agreement  that  that  could  not  have  been  changed  at  any  future  time ; 
it  had  no  term ;  it  didn't  last  so  and  so  many  years. 

Mr.  Henderson.  Your  point  is  this  wasn't  binding  on  the  60  firms 
that  were  mentioned  in  their  relationships  with  each  other. 

Mr.  Sachs.  My  point  is  exactly  that ;  it  is  the  relationship  between 
the  two  banking  houses  and  had  nothing  to  do  with  the  relationship 
of  these  various  industrial  and  mercantile  firms  with  either  or  both 
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of  the  banking  houses ;  that  there  was  no  contractual  relationship  as 
to  future  business. 

Mr.  Henderson.  But  in  the  past  the  business  had  generally  fol- 
lowed the  lines  that  had  been  indicated. 

Mr.  Sachs.  These  were  old  relationships,  old  clients,  with  whom 
we  had  a  very  pleasant  and  a  very  intimate  relationship.  They  con- 
sidered us  as  their  financial  advisers,  just  as  a  man  goes  to  his  lawyer 
or  to  his  physician,  and  without  contract  the  relationship  had  con- 
tinued because  apparently  in  the  minds  of  those  who  conducted 
these  corporations  we  were  giving  effective  financial  service. 

Mr.  Henderson.  But  assuming  that  there  was  no  overthrow  or 
any  extraordinary  circumstance,  you  had  reason  to  believe  that  the 
financing  would  go  about  like  that  in  the  future;  that  is,  go  in  the 
future  as  it  had  in  the  past. 

Mr.  Sachs.  Yes.  To  put  it  quite  simply,  we  believed  as  long  as 
we  did  a  good  job  we  would  get  future  business  from  these  companies. 

Acting  .  Chairman  King.  You  understood  that  there  were  other 
banking  and  investment  organizations  throughout  the  United  States 
who  perhaps  were  soliciting  business  and  you  were  in  competition 
with  them? 

Mr.  Sachs.  We  not  only  understood  it,  Senator;  we  knew  it.  We 
suffered  from  it  occasionally. 

Mr.  Henderson.  But  in  relation  to  these  60  companies,  competition 
had  never  been  effective  enough  to  get  it  away  from  them,  had  it  ? 

Mr.  Sachs.  I  will  have  to  look  at  the  list  for  just  a  moment.  I 
think  my  answer  would  agree  to  that,  but  I  want  to  be  quite  sure. 

Mr.  Henderson.  I  think  you  did  lose  some  part  of  that  business. 

Mr.  Sachs.  I  think  there  are  certain  exceptions;  yes,  sir.  My 
associate  just  reminds  me  that — I  don't  see  their  name  here — Under- 
wood Typewriter,  yes,  Underwood  Typewriter — new  elements  came 
in ;  I  think  we  might  consider  the  fact,  for  instance,  while  the  B.  F. 
Goodrich  business  was  originally  done  between  the  three  houses,  the 
Bankers  Trust  Co.  2,  the  Guaranty  Trust  Co.,  and  Kleinwort  &  Sons, 
became  associated  in  that.  There  was  always  the  element,  the  dan- 
ger, of  competition. 

Mr.  Henderson.  There  was  the  danger,  but  it  didn't  come  to  frui- 
tion to  such  an  extent  that  you  lost  much  business. 

Mr.  Sachs.  No.  I  think  the  answer  was  that  we  did  a  good  job, 
if  I  may  say  so. 

Acting  Chairman  King.  At  any  rate,  these  firms  whose  paper  you 
had  taken  and  made  the  extension  of  credit,  they  were  satisfied  with 
the  terms  upon  wr :  m  they  did  business  with  you  ? 

DIRECTORSHIPS  IN  COMPANIES  FINANCED  THROUGH  INVESTMENT  BANKERS 

Mr.  Sachs.  Yes,  sir;  and  I  think  there  is  another  element  to  be 
taken  into  consideration,  and  that  is  that  in  the  periods  between  suc- 
cessive financings,  we  spent  a  great  deal  of  time  as  financial  advisers ; 
we  were  on  the  boards  of  directors  in  most  instances,  and  we  gave  a 
great  deal  of  our  time  and  a  great  deal  of  our  thought  to  the  wel- 
fare and  the  development  of  these  companies.  In  other  words,  we 
were  not  the  investment  bankers  only  at  the  time  when  there  was  an 
issue  to  be  made,  but  we  were  their  financial  advisers  and  investment 
bankers  in  the  intermediate  periods. 
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Mr.  O'Connell.  Did  I  understand  you  to  say  for  most  of  these 
companies  your  firms  were  represented  on  the  board  of  directors  ? 

Mr.  Sachs.  In  most  cases,  sir  yes. 

Mr.  O'Connell.  Would  you  say  that  was  an  element  helpful  to  you 
people,  to  your  firm  in  maintaining  the  business? 

Mr.  Sachs.  I  think  it  was.  I  would  be  very  glad  to  state  what  our 
theory  on  that  was.  I  am  speaking  for  the  moment  for  Goldman, 
Sachs  &  Co.  We  went  on  the  board  of  directors  because  we  sold 
these  securities  to  the  public  and  we  in  a  sense  represented  the  inter- 
ests of  the  public  in  being  on  the  board  of  directors  and  in  that  way 
knowing  what  was  going  on  in  a  company.  In  many  instances"  I 
think  we  probably  could  not  have  sold  the  securities  as  successfully 
if  we  had  not  indicated  that  we  were  going  on  the  board  because  the 
general  American  public  in  these  early  years  was  not  as  investment 
minded,  and  certainly  as  far  as  equity  securities  were  concerned,  and 
we  considered  an  element  of  strength  all  around  to  go  onto  these 
boards,  and  it  became  a  very  common  practice  in  our  instance.  I 
think,  in  practically  every  instance  we  had  some  member  of  our  firm 
who  was  represented  on  the  board  of  directors. 

Mr.  Nehemkis.  In  fact,  in  some  instances,  Mr.  Sachs,  not  only  did 
your  firm  and  Lehman  Brothers  act  from  the  very  beginning,  you 
were  instrumental  in  putting  together  many  of  these  corporations, 
and  as  the  testimony  will  subsequently  show,  one  of  the  conditions 
of  the  very  financing  was  that  you  would  be  represented  on  the  board 
and  have  a  continuing  perspective  over  financial  plans-  and  programs. 
Isn't  that  correct? 

Mr.  Sachs.  Yes;  it  was  not  part  of  the  contract,  but  it  was  an 
understanding  that  we  should  go  on  the  board.  After  all,  it  was 
subject  to  reelection  by  the  stockholders. 

Acting  Chairman  King.  You  felt  a  moral  responsibility,  if  not  a 
legal  responsibility,  having  issued  the  securities  through  your  firm, 
to  see  that  the  organization  whose  securities  you  issued  were  in  a 
solvent  and  going  condition  all  the  time- 
Mr.  Sachs.  Exactly.  We  felt  a  certain  moral  responsibility  for 
having  sold  these  securities. 

Acting  Chairman  King.  You  didn't  want  to  sell  securities  of  com- 
panies whose  solvency  or  ability  to  maintain  themselves  in  the  mar- 
ket you  doubted. 

Mr.  Sachs.  We  tried  to  do  business  with  companies  that  had  the 
possibility  of  continued  growth  and  development  and  profitable 
operation. 

Acting  Chairman  King.  Some  of  those  companies  were  babies,  so 
to  speak,  were  they,  when  the  securities  were  first  issued  ? 

Mr.  Sachs.  Yes,  sir ;  many  of  them  were  very,  very  much  smaller. 
I  could  show  you  a  balance  sheet  in  our  office  of  Sears,  Roebuck  & 
Co.,  in  1897,  showing  a  net  worth  of  $275,000.  Ten  years  later  we 
bought  $10,000,000  of  their  7-percent  preferred  stock.  Today  the 
company  makes  an  annual  profit  of  $40,000,000  a  year.  We  are  very 
proud  of  that  record. 

Mr.  O'Connell.  I  was  interested  in  your  statement  to  the  effect 
that  you  would  be  represented  on  the  board  of  directors  of  your  com- 
panies as  a  sort  of  representative  of  the  public,  feeling  you  were  pro- 
tecting the  public  interest  in  that  respect.     That  is  somewhat  dif- 
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ferent  from  the  iunction  of  the  other  members  of  the  board  of 
directors  of  an  issuing  corporation,  I  should  take  it.  Sort  of  a  public 
obligation,  an  obligation  to  the  public  as  a  member  of  the  board  of 
directors  of  the  issuing  company. 

Mr.  Sachs.  I  can't  see  quite  that  it  is  different,  because,  after  all, 
every  member  of  the  board  of  directors  is  interested  primarily  in 
the  success  and  development  of  the  company.  As  we  wished  our 
public  to  have  and  hold  securities  that  would  increase  in  value,  our 
interest  was  exactly  the  same,  it  seems  to  me.  We  were  primarily 
interested  in  the  soundness  and  development  of  the  company. 

Mr.  O'Connell.  You  think  that  the  interest  of  the  issuing  com- 
pany, and  the  interest  of  the  public,  and  the  interest  of  Goldman, 
Sachs  in  the  underwriting  of  securities  are  all  one  ? 

Mr.  Sachs.  I  think  very  identical,  yes;  except  the  fact  I  might 
add  when  there  was  occasionally  a  new  issue,  we  made  a  banker's 
fee  out  of  it,  which  we  were  very  glad  to  make. 

Acting  Chairman  King.  You  assume  that  if  you  sold  an  issue  of 
a  corporation,  and  that  corporation  failed,  that  it  would  be  more  or 
less  of  a  reflection  upon  you,  and  to  that  extent  might  injure  the 
public  who  had  bought  the  securities  and  at  the  same  time  perhaps 
have  some  little  effect  upon  the  reputation  of  your  firm. 

Mr.  Sachs.  Why,  certainly.  I  mean  every  firm  can  make  mistakes,, 
of  course.     They  try  to  make  as  few  mistakes  as  possible. 

Acting  Chairman  King.  So  there  was  an  interest  in  the  public  and 
your  interest  was  in  seeing  that  your  issues  were  sound  and  that 
the  corporation  or  partnership  with  which  you  identified  yourself  in 
the  sale  of  securities  was  continued  along  reasonable  lines  so  as  to 
insure  safety  and  the  public  confidence, 

Mr.  Sachs.  That  is  right. 

Mr.  Miller.  May  I  ask  a  few  questions  of  the  witness?  I  notice, 
Mr.  Sachs,  that  on  this  list,  they  are  all  industrial  companies,  with 
the  exception  of  one  railroad,  the  French  railroad,  Paris-Lyons- 
Mediterranean,  and  the  American  Light  &  Traction  Co.  All  the  rest 
were  industrials.  In  most  of  these  instances,  were  the  securities 
that  were  sold  equity  securities?  By  equity  securities  I  mean  com- 
mon stocks  or  preferred  stocks  instead  of  bond  obligations. 

Mr.  Sachs.  I  think  we  would  find  by  checking  up  in  most  instances 
the  sale  was  a  combination  of  preferred  stocks  and  common  stocks. 
There  were  some  instances,  I  think,  where  only  common  stocks  were 
sold,  and  a  few,  a  very  few  where  only  a  preferred  stock  was  sold. 
Generally  speaking,  it  was  a  combination  sale  of  some  preferred 
shares  and  common  shares;  subsequently,  in  some  instances  it  was 
debentures,  or  bonds,  but  these  were  somewhat  rarer. 

Mr.  Miller.  As  a  matter  of  fact,  when  you  did  a  good  deal  of  this 
financing,  was  that  not  really  the  introduction  to  tne  public,  to  in- 
vesting public,  of  that  type  of  security  ?  That  was  not  the  generally 
accepted  thing  that  had  prevailed  during  the  earlier  period. 

Mr.  Sachs.  I  think  it  was  very  definitely  a  new  departure;  yes,  sir; 
and  not  only  the  preferred  stocks,  but  certain  provisions  that  were 
put  in  them  which  were  somewhat  new,  notably  that  if  the  preferred 
dividend  was  passed  for  four  periods,  then  the  preferred  stock  had 
a  vote.  Also,  I  think  it  was  a  new  departure  that  companies  of  this 
kind  sold  their  equity  securities  to  the  public.  There  were  some  very 
definite  reasons  for  that,  I  mean  the  necessity  of  men  who  owned 
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private  businesses  in  toto,  because  of  the  development  of  the  inher- 
itance tax,  and  ,so  forth,  the  necessity  of  liquefying  the  investment 
in  these  companies  in  the  face  of  death  duties. 

Mr.  Miller.  In  these  equity  issues,  the  question  of  management — 
and  particularly  in  some  of  these  industries,  these  mercantile  con- 
cerns^— was  of  utmost  importance,  and  was  that  one  of  the  main  con- 
cerns, reasons  for  your  putting  directcrs  on  these  boards  because 
of  the  fact  that  if  the  management  wasn't  good,  the  company  prob- 
ably would  have  a  very  precipitous  downward  career?  It  isn't  like 
a  railroad,  it  isn't  like  a  public  utility,  which  has  a  better  organized 
base. 

Mr.  Sachs.  That  is  correct.  We  consider  management  of  utmost 
importance  in  companies  of  this  sort.  It  has  always  been  our  policy 
not  to  interfere  with  management  if  management  was  sound  and 
getting  along  well;  it  was  only  in  occasional  instances  where  the 
board  Of  directors,  of  whom  we  were  one,  had  to  consider  the  ques- 
tion of  finding  management.    That  did  occur,  of  course. 

Mr.  Miller.  There  were  instances  where  you  were  able  to  assist  in 
finding  management  of  particular  ability? 
'Mr.  Sachs.  Yes,  sir. 

Mr.  Nehemkis.  We  were  speaking  earlier,  Mr.  Sachs,  of  the  clause 
of  paragraph  3 *  which  provided  that  in  case  one  of  the  two  firms  were 
excluded,  the  other  would  afford  the  excluded  firm  an  opportunity  to 
be  heard.  Do  you  recall  any  instances  in  which  Goldman,  Sachs 
attempted  to  secure  a  hearing  for  Lehman  Bros.  ? 

Mr.  Sachs.  I  think  the  Pillsbury  case  was  one.  I  don't  know  if 
that  is  the  case  you  have  in  mind. 

Mr.  Nehemkis.  Do  you  kno.v  of  any  others? 

Mr.  Sachs.  Goodrich — I  wish  you  would  refresh  my  memory. 

Mr.  Nehemkis.  Would  you,  in  the  interest  of  making  the  record 
complete  on  that,  Mr.  Sachs,  have  one  of  your  associates  prepare  a 
little  statement  about  that  and  let  us  have  it  at  the  earliest  con- 
venience ?       •  % 

Mr.  Sachs.  I  would  be  glad  to.2 

Mr.  Nehemkis.  Mr.  Hancock,  do  you  recall  any  instance  in  which 
Lehman  Brothers  afforded  Goldman,  Sachs  an  opportunity  for  oral 
argument,  so  to  speak,  before  a  corporation  covered  by  the  list  ? 

Mr.  Hancock.  I  believe  it  was  done  in  the  case  of  M?cy. 

Mr.  Nehemkis.  R.  H.  Macy? 

Mr.  Hancock.  Right. 

Mr.  Nehemkis.  Do  you  know  of  any  others? 

Mr.  Hancock.  I  don't  recall  any. 

Mr.  Nehemkis.  Are  you  sure? 

Mr.  Hancock.  I  am  sure  I  don't  recall;  I  am  not  sure  it  didn't 
nappen.  _  — 

Mr.  Nehemkis.  May  I  make  the  same  suggestion  to  you,  if  you 
will  let  us  have  a  memorandum  ? 

Mr.  Hancock.  I  will  be  glad  to.3 

Mr.  Miller.  Were  you  always  successful  when  you  went  to  the 
mat  for  the  other  fellow  ? 


^'Exhibit  No.  1783." 

2  Mr.  Sachs,  under  date  of  February  6,  1040,  submitted  the  information  requested.  It  is 
included  in  the  appendix  on  p.  13011. 

8  Mr.  Hancock,  under  date  of  Fubruary  16,  1940,  submitted  the  information  requested. 
It  Is  included  in  the  appendix  on  p.  13008,  paragraph  numbered  2, 
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Mr.  Sachs.  No,  sir. 

Mr.  Hancock.  I  make  the  same  answer. 

Mr.  Nehemkis.  Continuing  from  Paragraph  3,  this  clause  reads, 
[reading  from  "Exhibit  No.  1783"]  : 

but  if  the  corporation  in  question  still  maintains  its  refusal  the  other  firm  shall 
be  free  to  do  the  business  itself  either  alone  or  with  other  houses. 

Mr.  Sachs,  wasn't  either  Goldman,  Sachs  or  Lehman  Bros,  free 
to  do  business  with  the  company  that  objected  to  one  of  the  firms? 

Mr.  Sachs.  Well,  my  recollection  is  that  it  hadn't  come  up  prior  to 
this  time.  We  just  had  this  practice  of  doing  business  each  with 
the  other. 

Mr.  Nehemkis.  Isn't  it  also  true,  Mr.  Sachs,  that  in  the  years  prior 
to  the  time  we  are  discussing,  because  of  the  close  personal  friend- 
ship and  business  relationship  between  the  partners,  there  was  a 
general  feeling  that  if  something  wasn't  good  for  one  firm,  well,  it 
wasn't  good  for  the  other  firm  ? 

Mr.  Sachs.  Well,  there  was  a  feeling,  yes,  of  these  two  men  whom 
I  mentioned  before  who  were  intimate  associates.  I  presume  if  one 
didn't  like  the  business,  the  other  one  said,  "Let's  drop  it,"  that  kind 
of  relationship. 

Mr.  Nehemkis.  But  prior  to  the  memorandum  of  January  5,  1926, 
and  the  business  experience  of  the  two  firms  preceding  that  period, 
would  it  not  be  correct  to  say  that  such  a  situation  as  was  covered 
by  Article  3  would  never  have  arisen  ? 

Mr.  Sachs.  Very  likely  not.    I  will  admit  that. 

Mr.  Nehemkis.  I  think  I  have  one  other  point  in  article  3  to  call 
your  attention  to.  I  continue  reading  [reading  further  from  "Ex- 
hibit No.  1783"] : 

offering  to  the  other  firm  its  participation  in  the  profits  8.*.*  losses  provided  the 
company  in  question  does  not  object  to  such  offering. 

Now,  I  take  it,  Mr.  Sachs,  the  effect  of  this  provision  was  that  even 
if  one  firm  were  excluded  from  the  financing,  it  would  stiU  share  in 
the  underwriting  profits. 

Mr.  Sachs.  Yes ;  it  could  still  be  offered  its  share.  That  did  hap- 
pen in  some  instances. 

Mr.  Nehemkis.  Under  this  covenant,  it  was  not  necessary  to  ask 
the  company  for  permission  to  divide  such  profits,  was  it? 

Mr.  Sachs.  No  ;  unless  the  company  specifically  would  object  to  it. 
I  mean  they  might  inquire  into  it,  I  suppose. 

Mr.  Nehemkis.  Had  you  up  to  the  time  of  this  agreement  always 
asked  for  such  permission  in  such  cases? 

Mr.  Sachs.  I  think  not;  I  wouldn't  say  positively. 

Mr.  Nehemkis.  Had  you  ever  asked  for  permission?  Did  you 
usually  ask  for  permission? 

Mr.  Sachs.  No;  not  usually.  It  may  have  come  up  in  some  in- 
stances in  the  course  of  discussion  of  a  piece  of  business  with  one  of 
these  issuers. 

Mr.  Nehemkis.  Let  me  ask  you  to  turn  to  paragraph  5  of  the 
agreement  of  January  5,  1926.  I  read  from  that  clause  [reading 
from  "Exhibit  No.  1783"]  : 

If  the  future  financing  results  from,  or  pertains  to  a  corporation  resulting 
from,  a  consolidation  of  one  or  more  of  the  corporations  included  in  the  ac- 
company.  list,   and   such   corporation   or   corporations   or   its   or   their   stock 
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holders  receive  (including  a  proportional  re  of  what  the  Bankers  acquire) 

less  than  one-half  of  the  total  securities,  including  cash,  issued  in  connection 
with  the  consolidation,  then  the  firm  originating  the  consolidation  shall  en- 
deavor to  give  the  other  firm  an  interest  in  the  financing  substantially  equiva- 
lent to  the  proportion  which  such  other  firm's  interest  in  the  original  financing 
of  the  listed  corporation  in  question  bears  to  the  total  new  securities  issued 
on  the  consolidation. 

As  I  read  that,  as  I  have  read  that  clause  on  other  occasions,  I 
take  it  it  means  that  the  "proprietary  interest,"  to  use  the  phrase 
associated  with  A.  T.  &  T.  financing,  of  each  firm  in  a  company's 
financing,  was  recognized,  shall  we  say  through  thick  and  thin, 
through  merger,  consolidation,  absorption,  or  purchase.  Is  that  sub- 
stantially correct. 

Mr.  Sachs.  Yes;  except  that  "proprietary  interest5'  is  perhaps  a 
strong  term. 

Mr.  Nehemkis.  I  qualified  it  as  being  used  in  another  connection. 

Mr.  Henderson.  Well,  Mr.  Sachs,  is  it  too  strong  a  term  in  view 
of  the  historical  banking  relation?  Didn't  you  acquire  or  seem  to 
acquire  some  kind  of  a  continuing  interest  that  amounts  almost  to  a 
"proprietary  interest"  in  that  financing  ? 

Mr.  Sachs.  It  was  only  a  "proprietary  interest"  if  the,  business  was 
done,  if  the  issuer  agreed  to  do  the  business. 

Mr.  Henderson.  We  agreed  a  little  while  ago,  did  we  not,  that  the 
business  was  done?  That  is,  you  had  something  there  which  was  a 
valuable  interest,  did  you  not? 

Mr.  Saohs  If  the  interest  was  there  it  was  to  be  divided  in  certain 
ways,  that  is  perfectly  correct,  but  I  really  must  repeat  that  there  was 
no  contractual  relationship  with  the  issuer  which  would  indicate 
definitely"  that  the  interest  was  to  be  there. 

Mr.  Henderson.  If  you  had  reduced  it  to  a  contract  and  made  it 
binding  on  all  the  firms,  which  is  quite  logical  to  assume,  of  course, 
there  would  have  been  something  which  you  could  have  peddled 
around  and  divided  up  and  sold,  and  the  like;  in  other  words, 
you  could  have  obtained  a  considerable  financial  return  for  it.  But 
in  effect,  without  the  contractual  relationship,  without  anything  bind- 
ing on  the  issuer,  you  did  have  something  which  was  still  extremely 
valuable- 
Mr.  Sachs.  Yes.  I  also  must  repeat  what  Mr.  Hancock  indicated, 
that  was,  it  was  an  obligation  as  well  as  a  possible  piece  of  profitable 
business.    It  worked  both  ways. 

Mr.  Henderson.  I  didn't  presume  you  had  a  one-way  franchise 
or  a  one-way  vested  interest  here.  I  am  not  suggesting  that,  but  you 
took  issue  with  the  strength  of  the  term  "proprietary  interest".  Is 
that  it? 

Mr.  Sachs.  Yes.  Property  is  something  that  you  actually  own. 
We  didn't  actually  own  the  business  as  far  as  financing  was  con- 
cerned. 

Mr.  Henderson.  You  were  on  the  boards  of  directors  of  firms 
which  you  financed? 

Mr.  Sachs.  Yes ;  we  were  1  director  out  of  10  or  20,  whatever  the 
board  of  directors  was.  That  meant  nothing.  We  didn't  control 
these  boards  of  directors.  We  didn't  own  any  shares  of  stock  in 
these  companies,  except  perhaps  a  nominal  amount.  L  would  like 
to  make  that  point  while  we  are  discussing  it,,  that*  the  fact  that 
we  were  on  these  boards  of  directors  meant  in '-no  sense  of  the  word 
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that  we  or  our  firm  in  any  sense  of  the  word  controlled  these  com- 
panies or  these  businesses. 

Mr.  Henderson.  These  companies  followed  proprietary  interests  in 
financing;  I  didn't  assume  you  were  dominating  the  corporations. 

Mr.  Saohs.  No,  indeed. 

Acting  Chairman  King.  This  agreement  to  which  counsel  has 
called  your  attention  could  be  terminated  at  any  moment? 

Mr.  Sachs.  That  was  my  understanding  of  it ;  yes,  sir. 

Mr.  O'Connell.  Terminated  how,  by  mutual  consent? 

Mr.  Sachs.  By  either  party. 

Acting  Chairman  King.  It  wasn't  a  hard  and  fast  rule  that  bound 
you  for  1  year  or  10  years;  you  could  repudiate  it  the  next  day? 

Mr.  Sachs.  That  is  my  understanding. 

Acting  Chairman  King.  Either  one. 

Mr.  Sachs.  Yes,  sir. 

Acting  Chairman  King.  Without  the  consent  of  the  other. 

Mr.  Sachs.  Yes,  sir. 

Mr.  Nehemkis.  Mr.  Sachs,  the  interest  of  the  two  firms  in  the 
financing  of  a  merger  or  consolidated  company  under  the  covenant 
that  we  have  been  addressing  ourselves  to,  was  equal  to  an  interest, 
and  now  I  quote  from  paragraph  5  [reading  from  "Exhibit  No. 
1783"]  : 

substantially  equivalent  to  the  proportion  which  such  other  firm's  interest — 

That  is  to  say,  Goldman,  Sachs,  or  Lehman,  depending  upon  who 
had  originated  the  financing  of  the  consolidation — 

in  the  original  financing  of  the  listed  corporation  in  question  bears  to  the  total 
new  securities  issued  on  the  consolidation. 

I  take  it  that  the  merger  of  any  of  the  corporations  listed  in  the 
appendix  to  the  agreement  did  not  relieve  Goldman,  Sachs,  or  Leh- 
man Bros.,  of  their  partnership  obligations  to  each  other.  Is  that 
correct? 

Mr.  Sachs.  That  is  correct. 

Mr.  Nehemkis.  Now,  I  ask  you  to  turn  with  me,  if  you  will,  to 
clause  6  of  the  agreement  [reading  further]  : 

With  regard  to  any  financing  not  pertaining  to  any  of  the  listed  corporations 
either  firm  is  at  liberty  at  any  time  to  make  proposals  to  the  other  firm,  but 
neither  firm  is  under  any  commitment  to  the  other  excepting  to  the  extent 
voluntarily  made  in  each  case. 

I  take  it,  Mr.  Sachs,  this  article  meant  in  effect  that  the  relation- 
ships governing  the  60  corporations  was  fixed,  but  that  with  respect  to 
new  business,  each  firm  was  under  no  restriction  to  the  other. 

Mr.  Sachs.  That  is  correct. 

Mr.  Nehemkis.  Now,  prior  to  the  date  of  this  treaty,  if  I  may  so 
refer  to  it,  did  either  firm  have  any  commitment  to  the  other  with 
regard  to  new  financing  ? 

Mr.  Sachs.  Prior  to  this  date  ? 

Mr.  Nehemkis.  Yes. 

Mr.  Sachs.  No  ;  but  as  I  pointed  out,  in  those  early  years  it  seems 
to  have  been  jujst  practice  that  one  firm  went  to  the  other  in  case 
there  was  a  new  piece  of  business. 

Mr.  Nehemkis.  Now,  I  want  you,  if  you  will,  to  turn  to  the  last 
part  of  paragraph  6  [reading  further  from  "Exhibit  No.  1783"]  : 
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In  thus  relieving  each  firm  of  such  commitments,  banks,  or  security  houses 
committed  through  either  firm  were  similarly  relieved. 

Will  you  be  good  enough,  Mr.  Sachs,  to  explain  which  banks,  which 
investment  banking  firms,  were  also  joined  to  Goldman,  Sachs  and 
Lehman  Bros,  by  commitments? 

Mr.  Sachs.  Well,  I  haven't  a  list  in  mind.  There  were  a  number 
of  people  that  were  associated  at  one  time  or  another,  notably  Klein- 
wort,  Sons  &  Co.,  in  London,  and  in  a  number  of  instances  I  think 
some  business  was  done  with  Halsey  Stuart  in  the  traction  business, 
I  believe,  and  with  the  Bankers  Trust  Co.  and  the  Guaranty  Trust 
Co.  in  the  Goodrich  business.  There  may  have  been  some  other 
businesses. 

Mr.  Nehemkis.  If  I  correctly  understand  the  situation,  it  may  be 
explained  as  follows :  Where  one  firm  was  relieved  of  its  commitment, 
all  other  firms  or  banks  associated  with  that  firm  were  likewise  re- 
leased from  any  commitment. 

Mr.  Sachs.  Yes ;  I  think  that  is  a  correct  interpretation. 

Mr.  Nehemkis.  Is  that  your  understanding,  Mr.  Hancock? 

Mr.  Hancock.  Substantially  so.  I  think  you  have  given  a  little 
too  tangible  a  meaning  to  that,  because  there  are  commitments  that 
are  oral  in  character  that  survive,  with  reference  to  finder's  fees,  for 
example. 

Mr.  Nehemkis.  Are  you  generalizing  about  legal  draftsmanship,  or 
are  you  confining  yourself  to  the  meaning  of  the  last  part  of  clause  6  ? 

Mr.  Hancock.  I  am  confining  myself  to  the  last  three  lines  of 
clause  6. 

Mr.  Nehemkis.  Will  you  proceed,  sir? 

Mr.  Hancock.  The  effort  in  that  was  to  cover  that  kind  of  commit- 
ment. That  was  recognized  in  good  morals,  but  was -not  a  legal 
commitment. 

Mr.  Henderson.  Could  you  give  me  a  tangible  instance  that  comes 
to  your  mind  as  to  how  this  took  place  ? 

Mr.  Hancock.  I  don't  recall  instances;  I  can  recall  a  type.  For 
example,  a  piece  of  business  might  have  been  under  discussion  on  the 
part  of  Lehman  Bros,  with  a  certain  industrial  company,  and  there 
might  have  been  anyone  in  the  finder's  position  who  had  brought  that 
business  to  us.  We  might  have  talked  with  Goldman,  Sachs  about 
the  possibilities  of  doing  that  business  some  day  and  then  when  we 
change  our  relationship  as  to  that,  they  are  relieved  of  any  obligation 
to  that  firm.  We  carry  it  ourselves.  That  is  the  character  of  trans- 
action referred  to  here. 

Mr.  Henderson.  Does  that  pertain  only  to  a  finder's  fee? 

Mr.  Hancock.  It  might  be  any  other  kind  of  an  obligation. 

Mr.  Henderson.  Would  it  be  a  reciprocal  obligation  ? 

Mr.  Hancock.  There  was  no  reciprocal  obligation. 

Mr.  Henderson.  No;  but  if  you  had  gotten,  say,  a  piece  of  business 
through  bankers,  and  a  commitment  originated  there,  then  they  would 
have  a  participation  in  any  new  business  that  you  got.  Would  that 
be  the  kind  of  commitment  that  was  involved  ? 

Mr.  Hancock.  I  don't  know;  that  never  happened  in  our  firm,  so 
far  as  I  know. 

Mr.  Sachs.  You  say  "findings";  sometimes  a  security  house,  nat- 
urally  
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Mr.  Henderson.  I  wanted  to  find  out  whether  it  ran  further  than 
just  a  finder's  fee. 

Mr.  Nehemkis.  Mr.  Sachs  did  indicate,  Mr.  Commissioner,  I  think, 
in  part  in  answer  to  your  question  that  other  houses  associated  with, 
let  us  say,  the  Goldman,  Sachs  group  would  be  relieved  of  any  obli- 
gation to  continue  as  members  of  the  Goldman,  Sachs  group,  if  Gold- 
man, Sachs  pursuant  to  the  clause  in  question  were  relieved  of  its 
commitment.  It  follows  also  that  all  members  of  the  Lehman  group, 
including  any  number  of  houses,  I  take  it,  in  a  particular  piece  of 
financing,  previously  associated  with  the  Lehman  group,  would  a 
fortiori  be  likewise  relieved  of  their  commitments  to  Lehman  Bros. 
provided  Lehman  was  relieved  of  its  commitment  to  Goldman,  Sachs. 
Does  that  sum  it  up? 

Mr.  Hancock.  In  general  terms;  yes. 

PARAGRAPH  EIGHT  OF  MEMORANDUM  OF  192  6 

Mr.  Nehemkis.  Now,  I  ask  vou,  if  you  will,  to  turn  to  paragraph 
8  [reading  further  from  "Exhibit  No.  1783"]. 

Wherever  joint  financing  business  is  done  for  any  of  the  listed  corporations 
the  names  of  the  two  firms  shall  be  used. 

Mr.  Hancock,  in  the  matter  of  the  appearance  of  a  banking  house, 
advertising  is  purely  a  prestige  question,  is  it  not? 

Mr.  Hancock.  Correct. 

Mr.  Nehemkis.  Nevertheless,  under  paragraph  8  it  was  specifically 
covered. 

Mr.  Hancock.  Correct. 

PARAGRAPH  SEVEN  OF  THE  MEMORANDUM  OF  192  6 

Mr.  Nehemkis.  Now,  under  paragraph  7  of  the  agreement,  each 
firm  also  had  the  right  to  participate  in  trading  accounts  of  the  other 
with  respect  to  the  60  corporations  set  forth  in  the  appendix  to  the 
agreement.    Is  that  correct? 

Mr.  Hancock.  Eight. 

Mr.  Nehemkis.  Would  you  explain  briefly  to  the  committee,  Mr. 
Hancock,  what  is  meant  by  a  trading  account? 

Mr.  Hancock.  I  think  trading  accounts  were  of  several  types  but 
the  most  important  type  and  the  one  that  has  recurred  most  through 
the  history  of  our  firm  has  been  in  connection  with  a  distribution 
of  a  new  issue.  The  underwriters,  not  necessarily  all,  but  the 
leaders,  and  those  who  chose  to  join  in,  would  form  a  trading  ac- 
count for  the  purpose  of  insuring  a  good  distribution  of  the  stock, 
of  this  new  stock,  to  the  public.  I  suppose  its  major  purpose  was 
stabilization ;  it  was  hoped  of  course  that  it  would  be  profitable,  too. 
The  same  character  of  transaction  would  take  place  in  a  secondary 
distribution,  where  the  large  initial  block  had  to  be  distributed, 
where  some  large  holder  would  like  to  distribute  his  large  holding. 
The  trading  account  might  then  be  handled  and  those  securities 
would  be  sold  customarily  on  the  exchange,  occasionally  through 
dealers  if  that  seemed  to  be  the  need  of  the  situation.1 


1  Mr.    Hancock,   under  date  of   February   10,    1940,   supplemented  this  testimony.     See 
Appendix,  p.  ];<009,  reference  to  "Page  4S9,  first  column." 
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Mr.  Henderson.  Making  a  market,  or  stabilizing,  and  if  any  profit 
accrued,  it  was  to  be  jointly  divided. 

Mr.  Hancock.  By  the  ratio  set  up  in  the  account. 

Mr.  Henderson.  And  to  be  managed  by  the  two  houses? 

Mr.  Hancock.  Ordinarily  it  was  managed  by  one. 

Mr.  Henderson.  Stabilizing  operations  would  be  managed  by  one 
of  the  two  houses? 

Mr.  Hancock.  In  fact,  but  also  in  fact  the  men  in  the  two  firms 
would  be  talking  to  each  other  on  the  'phone  very  frequently  and 
seeing  each  other  very  frequently.  They  knew  each  day  what  they 
were  doing. 

Mr.  Nehemkis.  Mr.  Hancock,  will  you  follow  me  as  I  read  to  you 
paragraph  7  of  the  agreement  [reading  further  from  Exhibit  No. 
1783] : 

Any  trading  account  formed  by  either  firm  in  association  with  any  of  the 
listed  corporations  or  any  official  thereof  shall  be  managed  by  the  firm  specified 
on  the  accompanying  list  with  respect  to  such  corporations,  but  each  firm 
shall  be  free  to  determine  its  relative  participation  in  such  trading  account, 
having  the  option  to  participate  in  the  primary  profit  and  losses  thereof  up  to 
its  proportion  in  the  original  business  of  the  two  firms  with  respect  to  such 
corporation.  Except  as  herein  provided  each  firm  shall  be  free  to  form  and 
manage  trading  accounts  in  any  securities  of  the  listed  corporations. 

Is  it  not  a  fact,  Mr.  Hancock,  that  the  provisions  with  respect  to 
trading  accounts  apply  to  trading  in  outstanding  securities  of  the 
60  corporations  as  well  as  their  newly  issued  securities? 

Mr.  Hancock.  Yes,  sir. 

Mr.  Nehemkis.  And  under  paragraph  7,  is  it  not  a  fact  that 
officers  and  stockholders  of  the  60  companies  likewise  participated 
in  such  trading  accounts? 

Mr.  Hancock.  Sometimes ;  not  always. 

Mr.  Nehemkis.  They  had  that  privilege  if  you  so  elected. 

Mr.  Hancock.  If  they  so  requested  and  we  consented. 

Mr.  Nehemkis.  And  you  elected  to  permit  them  to  share. 

Mr.  Hancock.  Yes. 

Mr.  Henderson.  That  is,  in  connection  with  any  of  the  older  under- 
writings  which  you  undertook,  it  was  permissible  at  that  time  for  the 
corporation  itself,  or  for  the  officers  or  the  stockholders,  to  enter  into 
a  trading  account  with  either  of  you  people? 

Mr.  Hancock.  So  far  as  I  know  the  corporation  never  entered  the 
trading  account. 

Mr.  Henderson  (reading)  : 

*     *     *     any  of  the  listed  corporations    *     *     *. 

Mr.  Hancock.  It  is  conceivable ;  I  don't  think  it  happened ;  as  far 
as  I  recall  it  didn't.  It  happened  with  regard  to  large  stockholders 
of  the  corporation. 

Mr.  Henderson.  It  would  be  independent  of  the  underwriting 
agreement? 

Mr.  Hancock.  As  a  document  contract,  yes;  but  it  might  happen 
about  the  same  time. 

Mr.  Henderson.  It  would  be  almost  sure  to  happen  about  the  same 
time.  I  mean  that  in  connection  with  an  underwriting  thtere  was 
usually  a  stabilizing  operation,  was  there  not? 

Mr.  Hancock.  It  might  have  followed  thirty  days  afterwards. 
There  was  no  pattern;  it  would  depend  upon  the  needs  of  the 
situation. 
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Mr.  Nehemkis.  I  don't  think  you  quite  answered  Mr.  Henderson's 
question.  Under  clause  7  of  the  agreement,  theoretically  it  was  pos- 
sible for  a  trading  account  to  be  formed  with  any  of  the  listed 
corporations. 

Mr.  Hancock.  In  theory  that  is  correct. 

Mr.  Nehemkis.  Is  it  not  a  fact,  Mr.  Hancock,  that  Lehman  Bros* 
and  Goldman,  Sachs  each  had  a  one-third  interest  in  various  trading 
accounts  in  securities  of  Archer-Daniels-Midland  Co.  between  the 
years  1927  and  1933. 

Mr.  Hancock.  I  think  so,  but  I  can  verify  it. 

Mr.  Nehemkis.  Will  you  accept  that  subject  to  future  correction? 
I  merely  say  that  in  the  interest  of  time.1 

Mr.  Hancock.  Yes. 

Mr.  Nehemkis.  Mr.  Sachs,  did  not  Goldman,  Sachs  and  Lehman 
Bros,  each  have  various  trading  interests  in  the  accounts  of  Sears, 
Koebuck  &  Co.  ? 

Mr.  Sachs.  Yes,  sir. 

Mr.  Nehemkis.  And  many  others? 

Mr.  Sachs.  Yes,  sir. 

Mr.  Nehemkis.  Did  not  Goldman,  Sachs  and  Lehman  Bros,  act 
jointly  and  divide  commissions  in  trading  accounts  involving  out- 
standing securities  held  or  owned  by  officers  or  directors  covered  by 
the  agreement  of  January,  1926? 

Mr.  Sachs.  Yes. 

Mr.  Henderson.  Did  that  cover  commissions  from  such  trading 
operations? 

Mr.  Sachs.  Commissions — I  suppose  you  mean  commissions  in- 
volved in  connection  with  sales  of  securities  on  the  exchanges. 

Mr.  Henderson.  That  is  what  I  mean.  If  one  of  the  two  handled 
all  the  trading  operations  and  there  was  a  commission  derived,  it  was 
to  be  split. 

Mr.  Sachs.  Yes ;  in  these  particular  accounts  we  were  referring  to. 

Mr.  Nehemkis.  For  example,  Mr.  Sachs,  when  the  estate  of  Julius 
Rosenwald  attempted  to  dispose  of  50,000  shares  of  stock  in  1933,  did 
not  Goldman,  Sachs  and  Lehman  Bros,  act  jointly  in  arranging  for 
the  sale? 

Mr.  Sachs.  *I  don't  know  who  arranged  it  originally,  but  it  is  a 
fact  that  commissions  earned  from  the  sale  of  those  securities  were 
divided  between  the  two  firms. 

Mr.  Nehemkis.  Your  recollection  is  correct.  Do  you  happen  to 
recall  the  amount  of  the  commissions  you  divided  ? 

Mr.  Sachs.  I  don't. 

Mr.  Nehemkis.  May  I  refresh  your  recollection  by  telling  you  it 
was  $30,964? 

Mr.  Sachs.  I  will  accept  that. 

Acting  Chairman  King.  That  is  your  commission  for  disposing  of 
50,000  shares  amounted  to  $30,000. 

Mr.  Sachs.  Those  are  the  ordinary  Stock  Exchange  commissions,  I 
presume,  laid  down  by  the  Stock  Exchange.  There  was  an  addi- 
tional commission.  I  beg  your  pardon,  I  would  like  to  correct  that 
Statement.  Plus  some  additional  commission  which  was  arranged  be- 
tween the  estate  and  the  firms. 


1  Mr.    Hancock,    under  date   of  February   16,   1940,   confirmed   the  preceding  testimony. 
See  appendix,  p.  13008,  paragraph  numbered  3. 


CONCENTRATION  OF  ECONOMIC  POWER  12367 

Mr.  Nehemkis.  So  that  the  record  may  be  complete,  I  am  going  to 
ask  you  a  full  question  and  give  you  a  chance  to  respond  to  it.  Did 
you  not  jointly  share  commissions  with  Lehman  Bros,  in  connection 
with  an  additional  26,000  shares  of  Sears  for  the  Rosenwald  Fund 
later  in  the  same  year? 

Mr.  Sachs.  I  don't  recall  your  figures. 

Mr.  Nehemkis.  You  may  accept  them  subject  to  correction. 

Mr.  Sachs.  Right.1 

Mr.  Nehemkis.  I  want  to  ask  you,  Mr.  Sachs,  to  identify  for  me 
four  letters  pertaining  to  these  transactions,  if  you  will.  You  have 
before  you  a  letter  from  Goldman,  Sachs  to  Lehman  Bros,  dated 
June  26,  1933,  a  letter  from  the  Rosenwald  Fund  to  Goldman,  Sachs 
dated  June  27,  1933,  and  a  letter  from  Goldman,  Sachs  to  Lehman 
Bros,  dated  June  27,  1933,  and  another  one  dated  July  21,  1933.  Are 
those  letters  true  and  correct  copies  of  originals  in  your  custody? 

Mr.  Sachs.  Yes,  sir. 

Acting  Chairman  King.  There  is  no  controversy?  I  am  asking 
that  as  a  preliminary  to  the  question.  Do  you  think  it  is  necessary 
to  insert  the  letters  in  the  record  ? 

Mr.  Nehemkis.  If  you  wish,  they  need  not. 

Acting  Chairman  King.  You  may  summarize  them  later  if  you 
desire.     They  will  be  identified  and  filed  with  the  clerk. 

Mr.  Nehemkis.  Will  the  reporter  mark  the  letters  identified  for 
the  record  ? 

(The  documents  referred  to  were  marked  "Exhibits  Nos.  1784  to 
1787"  and  are  on  file  with  the  committee.) 

Mr.  Nehemkis.  Mr.  Sachs,  in  December  of  1933,  did  not  Goldman, 
Sachs  purchase  8,966  shares  of  Lehn  &  Fink  common  stock  for  the 
account  of  Lehn  &  Fink  Products  Co.  ? 

Mr.  Sachs.  I  will  have  to  ask  my  associate  about  that. 

Mr.  Nehemkis.  If  you  want  to  ask  any  one  of  your  associates 
to  join  you  on  this  I  think  it  might  be  helpful. 

Mr.  Sachs.  That  is  correct. 

Mr.  Nehemkis.  And  were  not  these  commissions  on  brokerage  trans- 
actions shared  with  Lehman  Bros.  ? 

Mr.  Sachs.  That  is  my  recollection ;  yes,  sir. 

SHARING  COMMISSIONS  ON  TRADING  AND  BROKERAGE  ACCOUNTS  • 

Mr.  Nehemkis.  Mr.  Hancock,  is  not  the  privilege  of  sharing  in 
trading  or  brokerage  accounts  generally  extended  to  the  underwriters 
who  are  regarded  as  the  bankers  for  a  company  ? 

Mr.  Hancock.  Generally  not,  so  far  as  I  know. 

Mr.  Nehemkis.  Usually? 

Mr.  Hancock.  No. 

Mr.  Nehemkis.  Sometimes? 

Mr.  Hancock.  Occasionally ;  yes. 

Mr.  Nehemkis.  And  in  the  case  of  Goldman,  Sachs  and  Lehman, 
usually  ? 

1  Mr.  Sachs,  under  date  of  February  6,  1940,  confirmed  these  figures.  See  appendix, 
pp.  13010-13011. 

Mr.  Robert  v.  Horton,  of  Goldman,  Sachs  &  Co.,  subsequently  stated  to  the  committee, 
by  way  of  clarification,  that  the  26,000  shares  of  capital  stock  of  Sears,  Roebuck  &  Co. 
were  sold  for  a  trio  account,  as  shown  by  "Exhibits  Nos.  1784  through  1787," 
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Mr.  Hancock.  With  regard  to  these  companies,  I  think  invariably. 

Mr.  Nehemkis.  Thank  you  very  much.  For  example,  did  not 
Lehman  Bros,  share  commissions  on  trades  for  the  account  of  the 
Aviation  Corporation  and  affiliates  during  1033  with  Brown  Brothers 
Harriman  &  Co.  ? 

Mr.  Hancock.  Yes,  sir. 

Mr.  Nehemkis.  And  also  with  respect  to  stock  of  Columbia  Broad- 
casting System  in  1934  ? 

Mr.  Hancock.  Yes,  sir. 

Mr.  Nehemkis.  And  did  not  Lehman  Bros,  share  commissions  with 
Kuhn,  Loeb  &  Co.  in  connection  with  purchases  of  the  3'Vfc  percent 
sinking  fund  debentures  of  1952  for  the  account  of  Tidewater  Asso- 
ciated Oil  Co.  ?    That  was  in  1938. 

Mr.  Hancock.  Correct. 

Mr.  Nehemkis.  And  this  sharing  of  commissions  resulted  from 
the  fact,  did  it  not,  that  Kuhn,  Loeb  and  Lehman  Bros,  were  joint 
managers  of  the  syndicate? 

Mr.  Hancock.  No  ;  I  wouldn't  say  entirely  that. 

Mr.  Nehemkis.  Did  any  other  members  of  the  syndicate  share  in 
the  commissions? 

Mr.  Hancock.  Not  so  far  as  I  know.  Maybe  I  can  explain  how 
it  happened.    There  is  no  mystery  about-  it. 

Mr.  Nehe:.:kis.  I  want  you  to  explain,  but  I  do  want  the  record 
to  show  what  your  answer  was,  if  you  can. give  me  an  answer  to  my 
question.  I  will  repeat  my  question  to  you.  This  sharing  of  com- 
missions resulted,  did  it  not,  from  the  fact  that  Kuhn,  Loeb  and  Leh- 
man Bros,  were  joint  managers  in  the  syndicate.  Can  you  answer 
that? 

Mr.  Hancock.  In  some  cases,  yes ;  in  some  cases,  no. 

Mr.  Nehemkis.  Now,  you  want  to  make  some  explanation..  Will 
you  proceed? 

Mr.  Hancock.  The  handling  of  the  case  would  depend  upon  the 
facts  in  the  individual  case.  It  would  be  perfectly  easy  in  the  case 
of  the  Kosenwald  estate,  which  you  have  referred  to,  to  give  us  orders 
to  sell,  and  we  would  have  the  commissions  on  the  one-half  which 
we  would  do  for  their  account.  They  could  then  turn  to  Goldman, 
Sachs  and  ask  them  to  handle  a  similar  amount  and  they  would  have 
had  their  own  commission  on  their  direct  share  of  it.  In  order  to 
simplify  the  operation  it  was  put  into  one  place,  one  man  handled  the 
whole  transaction  all  through,  and  being  a  fellow  member  of  the 
Stock  Exchange  we  were  allowed  to  share  commissions  and  we  did. 
That  is  the  usual  procedure,  and  that  is  usually  the  way  it  happens. 

Mr.  Nehemkis.  How  many  years  have  you  been  in  the  investment- 
banking  business? 

Mr.  Hancock.  About  15  plus. 

Mr.  Nehemkis.  15  plus.  In  your  vast  experience  do  you  know  of 
any  instance  where  members  of  a  syndicate,  other  than  the  manager 
or  managers,  have  ever  shared  in  the  commissions  derived  from  a 
trading  account  ? 

Mr.  Hancock.  I  haven't  thought  of  your  question  before,  and  I 
don't  think  of  a  case  at  the  moment,  but  please  leave  out  the  words 
"vast  experience,"  will  you  ? 
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Mr.  Nehemkis.  I  will  withdraw  that  phrase  if  it  makes  you  feel 
better.  Will  you  give  the  committee  the  benefit  of  your  advice  by  a 
memorandum  on  that  point?     Discuss  it  with  your  associates. 

Mr.  Hancock.  On  the  question  of  whether 

Mr.  Nehemkis.  Whether  you  know  of  any  case  where  a  member 
of  a  group  other  than  the  manager  or  comanager  has  shared  in  the 
commissions  derived  from  trading-account  operations. 

Mr.  Miller.  Mr.  Nehemkis,  aren't  we  talking  about  two  types  of 

commissions  ?     If  you  are  talking  about  Stock  Exchange  commissions 

you  would  be  precluded  under  the.rules  of  the  Stock  Exchange  would 

you  not,  from  sharing  with  anybody  but  a  member  of  the  Exchange  ? 

Mr.  Hancock.  Right.  ; 

Mr.  Miller.  If  you  are  talking  about  commissions  that  weren't 
Stock  Exchange  commissions,  then  you  might  be  free,  would  you  not, 
to  share  with  others  if  you  cared  to  do  so. 

Mr.  Nehemkis.  I  am  sorry  if  my  question  wasn't  clear,  Mr.  Miller. 
I  was  addressing  myself  to  the  latter. 

Mr.  Miller.  To  the  commissions  that  were  not  Stock  Exchange? 
You  were  addressing  yourself  to  commissions  which  were  not  Stock 
Exchange  commissions? 
Mr.  Nehemkis.  Yes. 

Mr.  Hancock.  I  misunderstood  your  line  of  questioning.  These 
things  we  were  talking  about  were  Stock  Exchange  commissions.  I 
will  be  very  glad  to  get  a  statement  of  the  kind  you  want.1 

Mr.  Nehemkis.  So  that  whenever  the  co-manager  of  an  issue,  Mr. 
Hancock,  buys  or  sells  that  security  for  the  account  of  the  issuing  com- 
pany or  directly  for  important  stockholders  of  the  issuer  he  is  under 
an  obligation  to  share  profits  on  such  transactions  with  the,  co- 
manager?  ':  : 
Mr.  Hancock.  No;  he  is  not.  In  the  case  of  our  two  firms;  yes. 
Mr.  Nehemkis.  But  in  the  case  of  other  such  transactions,  such  as 
you  have  just  testified  for  Kuhn,  Loeb,  Brown  Bros.  Harriman  trans- 
actions, how  did  it  happen  that  you  snared  in  those  commissions? 

Mr.  Hancock.  I  am  satisfied  in  the  case  of  the  Aviation  Corporation 
that  there  were  two  members  of  the  board,  one  partner  from  our  firm, 
one  from  Brown  Harriman  and  rather  than  divide  the  exchange  busi- 
ness and  let  two  men  handle  them  separately  they  put  them  in  the 
hands  of  one  and  the  two  men  agreed  to  divide  equally  when  they  got 
through. 

Mr.  Nehemkis.  Let  me  see.  if  I  follow  you  on  that.  Let's  take  the 
trades  for  the  account  of  Aviation  Corporation  and  affiliate.  In  whose 
hands  was  the  account  placed,  Brown  Brothers  Harriman  &  Co.  or 
yourself  ? 

Mr.  Hancock.  I  have  no  recollection.  The  memorandum  shows  it 
was  in  our  office. 

Mr.  Nehemkis.  On  what  basis  of  morality,  ethics,  or  obligation,  or 
however  you  want  to  characterize  it,  was  your  firm  constrained  to  share 
those  commissions  with  Brown  Brothers  Harriman  &  Co.?  Why 
didn't  you  share  any  of  the  others  with  someone  else  ?  Why  was  it  just 
Brown  Brothers  Harriman  &  Co.  ?  That  is  why  I  am  trying  to  get  you 
to  give  me  a  response. 

J  Mr.  Hancock,  under  date  of  February  16,  1940,  submitted  the  information  requested. 
See  appendix,  p.  13008,  paragraph  numbered  4. 
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Mr.  Hancock.  I  wasn't  the  man  who  made  the  arrangement,  but  I 
am  confident  beyond  any  question  that  Averell  Harriman,  of  the 
Brown  Harriman  firm,  and  Robert  Lehman,  of  our  firm,  were  asked  to 
do  a  piece  of  business,  and  this  was  merely  a  method,  a  convenient 
method,  of  handling  it.  There  was  no  question  of  ethics  or  anything 
else  involved — a  convenient  way  of  handling  a  simple  business  opera- 
tion. 

Mr.  Nehemkis.  I  am  merely  trying  to  explore  your  answer  to  see  if 
I  understand  it  and  the  committee  does. 

Mr.  Miller.  Were  these  Stock  Exchange  commissions  in  the  Avia- 
tion Corporation  case  or  were  they  other  commissions  ? 

Mr.  Nehemkis.  These  were  Stock  Exchange  commissions. 

Mr.  Miller.  I  think  that  is  what  you  have  got  to  make  clear. 

Mr.  Nehemkis.  These  were  Stock  Exchange  Commissions. 

You  have  also  testified,  Mr.  Hancock,  a  moment  ago  that  Lehman 
Bros,  shared  commissions  with  Kuhn,  Loeb  &  Co.  in  connection  with 
purchases  of  the  3V2  percent  sinking-fund  debentures  of  1952  for  the 
account  of  Tidewater  Oil.  How  did  it  happen  that  commissions  were 
shared  there?  This  is  a  Stock  Exchange  commission.  Let  me  ask 
you  a  preliminary  question ;  perhaps  this  will  aid  you.  Who  was  the 
leader  of  the  account,  Lehman  Bros,  or  Kuhn,  Loeb  ? 

Mr.  Hancock.  It  was  a  divided  management  and  they  led  the 
bonds  and  we  led  the  stock. 

Mr.  Nehemkis.  Right.  How  did  it  happen  you  both  shared  com- 
missions on  that  deal? 

Mr.  Hancock.  I  don't  pe  sonally  know.    I  can  do  some  surmising. 

Mr.  Nehemkis.  I  don't  w  nt  you  to  do  that.  You  wouldn't  want  to 
do  that  yourself.  Will  you  follow  our  usual  practice  and  let  us  have 
a  memorandum  on  that  point?  1  am  going  to  repeat  the  question 
which  caused  the  argument,  retracing  our  tracks,  and  see  if  now, 
having  tracked  and  double-tracked,  we  will  come  out  with  a  con- 
clusion. Wherever  the  co-manager  of  an  issue  buys  or  sells  that  se- 
curity for  the  account  of  the  issuer  or  directors  or  important  stock- 
holders of  the  issuer,  is  he  not  under  some  obligation  to  share  profits 
on  such  transactions  with  the  co-manager  of  the  account? 

Mr.  Hancock.  I  know  of  no  such  obligation  generally  prevailing, 
though  it  was  specifically  covered  with  regard  to  our  two  firms,  and 
the  reason  for  the  obligation  in  our  case  was  that  it  had  been  spe- 
cifically stated  in  the  argreement. 

Mr.  Nehemkis.  And  you  want  this  committee  to  understand  that 
in  several  instances  concerning  which  you  have  testified,  the  sharing 
of  commissions  was  just  a  pure  coincidence? 
Mr.  Hancock.  No,  I  didn't  say  that. 

Acting  Chairman  King.  Will  you  make  such  explanation  as  you 
care  to  make  ? 

Mr.  Hancock.  So  far  as  I  know,  the  relatively  few  cases  in  all  the 
activity  over  the  years  arose  because  of  the  set  of  facts  in  each  case. 
In  the  great  majority  of  cases  I  would  say  it  was  a  convenient  way 
of  handling  it  and  it  was  handled  that  way  for  no  other  reason  than 
that  it  was  convenient. 
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Mr.  Nehemkis.  I  accept  your  statement.  I  think  there  are  prob- 
ably other  factors  involved,  but  then  you  have  agreed  to  see  if  you 
can't  enlighten  the  committee  on  it.1 

(Mr.  Henderson  took  the  chair.) 

Mr.  Nehemkis.  May  I  ask  you  this  question.  May  not  this  sharing 
of  commissions  be  one  of  the  reasons  why  a  managership  of  an  ac- 
count is  so  attractive,  Mr.  Hancock?  I  will  repeat  the  question.  Is 
not  the  sharing  of  commissions  one  of  the  reasons  why  the  manager- 
ship of  an  account  is  considered  to  be  rather  attractive? 

Mr.  Hancock.  Do  you  mean  being  a  member  of  a  management  ? 

Mr.  Nehemkis.  No  ;  being  the  manager. 

Mr.  Hancock.  Is  attractive,  to  him  because  he  gives  something 
away  ? 

Mr.  Nehemkis.  Is  attractive  to .  him  because  he  has  the  right  to 
bring  someone  else  in  on  the  sharing  of  commissions  and  therefore 
may  place  that  other  party  under  a  reciprocal  obligation  to  him? 

Mr.  Hancock.  No.  He  cannot  give  a  sharing  except  for  services 
rendered,  or  with  the  consent  of  the  Exchange. 

Mr.  O'Connell.  What  were  the  services  rendered  by  Brown 
Harriman  &  Co.2  in  connection  with  this  Aviation  stock  handled  by 
your  company? 

Mr.  Hancock.  The  two  firms  had  originated  the  business.  The 
origination  of  it  and  the  developing  of  the  business  Was  the  im- 
portant part  of  it.  The  purely  mechanical  worth  of  handling  it  was 
the  minor  part. 

Mr.  O'Connell.  But  after  the  business  had  been  originated  and  the 
issue  floated,  the  trading  account  continued,  I  take  it,  or  was  set  up 
even  after  that  point,  and  the  trading  account  was  handed  by  Lehman 
Bros. 

Mr.  Hancock.  Yes,  sir. 

Mr.  O'Connell.  And  the  commissions  received  by  you  through  the 
operation  of  the-  trading  account  were  shared  with  Brown  Harriman 
&Co. 

Mr.  Hancock.  Right. 

Mr.  O'Connell.  Now,  at  that  rime  what  services  were  being  ren- 
dered by  Brown  Harriman  &  Co.  in  connection  with  the  operation  of 
the  trading  account  ? 

Mr.  Hancock.  There  was  undoubtedly  discussion  every  day  between 
the  man  in  our  firm  who  was  managing  the  account  and  the  man  in 
their  firm  who  was  supervising  it  for  them.  I  am  talking  usual  prac- 
tice; that  has  been  the  usual  practice,  done  without  exception,  so  far 
as  I  know. 

Mr.  O'Connell.  So  that  the  successful  operation  of  the  trading  ac- 
count by  Lehman  Bros,  was  dependent  upon  services  rendered  by 
Brown  Harriman  &  Co.  in  connection  with  the  operation  of  the  trad- 
ing account.    Is  that  what  you  mean  ? 

Mr.  Hancock.  No. 

Mr.  O'Connell.  What  services  were  rendered  ? 

Mr.  Hancock.  There  were  services  rendered  by  two  people  which 
were  merged  and  agreed  to  be  paid  for  in  the  division. 

1  Mr.  Hancock,  under  date  of  February  16,  1940,  submitted  the  information  requested. 
See  appendix,  p.  13008,  paragraph  numbered  4. 

2  The  reference  is  to  Brown  Brothers  Harriman  &  Co.     See  p.  12374,  infra. 
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Mr.  O'Connell.  You  are  talking  about  the  origination  of  the  busi- 
ness now. 

Mr.  Hancock.  No.  This  particular  business  with  Brown  Harri- 
man  *  involved  a  sharing  of  Stock  Exchange  commissions,  the  pur- 
chase of  securities  by  the  Aviation  Corporation  on  the  New  York 
Stock  Exchange 

Mr.  Nehemkis  (interposing).  Now,  that  was  Lehman  Bros.'  busi- 
ness.   How  did  Brown  Brothers  Harriman  &  Co.  figure  in  it? 

Mr.  Hancock.  That  wasn't  Lehman  Bros.'  business.  They  didn't 
think  so,  certainly.    Both  had  an  interest  in  the  original  interest. 

Mr.  Nehemkis.  Since  the  question  has  arisen,  how  did  you  receive 
your  instructions  to  enter  into  the  transaction ;  from  whom  ? 

Mr.  Hancock.  I  don't  know. 

Mr.  Nehemkis.  As  far  as  your  recollection  serves  at  the  present 
time,  precisely  what  did  Brown  Brothers  Harriman  &  Co.  do  in  con- 
nection with  this  transaction?  What  were  the  physical  labors  per- 
formed ;  the  mechanical  services  rendered  ?    Do  you  know  ? 

Mr.  Hancock.  I  can't  speak  with  certainty  on  this  particular  case. 
I  speak  only  of  the  general  practice,  the  general  procedure  that  ap- 
plied to  all  cases. 

Mr.  Nehemkis.  Does  Mr.  Gibbs,  your  associate,  know  ? 

Mr.  Edwin  Gibbs  (Lehman  Bros.).  No 

Mr.  Nehemkis.  Give  your  answer  to  Mr.  Hancock  and  off  the  record. 

Let  me  ask  you  a  formal  question.  Do  you  accept  as  being  your 
answer  the  answer  that  Mr.  Dean  has  furnished  you  and  Mr.  Gibbs? 

Mr.  Hancock.  I  haven't  given  you  the  answer  yet. 

Mr.  Nehemkis.  You  are  about  to  give  it. 

Mr.  Hancock.  I  am  not  going  to  give  you  the  answer  Mr.  Dean 
gave  me. 

Mr.  Nehemkis.  Fine.    It  will  be  your  own  information  ? 

Mr.  Hancock.  Yes,  sir. 

Mr.  Nehemkis.  Don't  take  offense. 

Mr.  Hancock:  I'm  not  taking  offense. 

Mr.  Nehemkis.  Proceed,  Mr.  Hancock. 

(The  question  was  read :  "Precisely  what  did  Brown  Brothers  Harri- 
man &  Co.  do  in  connection  with  this  transaction?  What  were  the 
physical  labors  performed,  the  mechanical  services  rendered  ?  Do  you 
know?") 

Mr.  Hancock.  I  don't  know.    I'll  be  glad  to  get  all  the  facts  about  it. 

Mr.  Nehemkis.  And  submit  it  later  ? 

Mr.  Hancock.  I  can  answer  in  a  general  line,  however,  that  will 
cover  all  this  kind  of  cases. 

Mr.  Nehemkis.  I  would  like  to  proceed  to  the  particulars  and  then 
give  you  an  opportunity,  if  you  will,  to  send  the  committee  a  memoran- 
dum on  the  general  practice.  Let  me  go  over  once  again  certain  testi- 
mony you  have  given.  You  have  testified  that  Lehman  Brothers  shared 
commissions  with  Kuhn,  Loeb  &  Co.  in  connection  with  the  purchases 
of  3^2  percent  sinking  fund  debentures  of  1952  for  the  account  of 
Tidewater  Associated  Oil  Co.  That  was  a  transaction  which  took 
place  in  1938.  Was  that  a  joint  account  between  Lehman  Brothers 
and  Kuhn,  Loeb  or  was  Kuhn,  Loeb  the  manager  alone  ?  I  am  refer- 
ring to  the  original  offering. 

Mr.  Hancock.  In  the  original  offering  we  were 

Mr.  Nehemkis  (interposing).  Joint  managers ? 

1  See  footnote  ?,  preceding  page. 
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Mr.  Hancock.  Joint  managers.  As  I  explained,  however,  they  were 
on  the  bonds  and  we  on  the  stock. 

Mr.  Nehemkis.  Right.  Now,  what  work  in  connection  with  the 
purchases  of  those  debentures  did  Kuhn,  Loeb  do?    Do  you  know? 

Mr.  Hancock.  I  don't  as  a  matter  of  fact;  no.  It  is  a  general 
practice,  though,  that 

Mr.  Nehemkis  (interposing).  Let  me  just — excuse  me,  sir;  I  want 
to  afford  you  every  opportunity  to  complete  your  testimony,  but  it  is 
necessary  for  my  purposes  that  this  record  be  complete  in  all  respects, 
and  so,  if  I  interrupt,  it  is  only  because  I  want  the  record  to  show  a 
logical  sequence.  Now,  what  did  Lehman  Brothers  do  in  connection 
with  this  transaction? 

Mr.  Hancock.  I  don't  know. 

Mr.  Nehemkis.  And  you  will  furnish  the  answer  to  that  question  ? 

Mr.  Hancock.  Yes,  sir. 

Mr.  Nehemkis.  And  you  also  have  very  graciously  agreed  to  make 
available  a  memorandum  to  the  committee  on  the  general  practice. 

Mr.  Hancock.  Yes,  sir. 

Mr.  Nehemkis.  Very  well.1 

LIFE  OF  MEMORANDUM  OF  192  6 

Mr.  Nehemkis.  Now,  Mr.  Sachs,  may  I  turn  to  you  for  a  moment? 
This  document,2  the  agreement  of  January  5,  1926,  which  we  have 
been  discussing,  which  Mr.  Hancock  has  been  giving  testimony  about 
likewise,  was  considered  so  vital  to  the  interests  of  your  respective 
firms  that  you  requested  advice  of  counsel  as  to  its  form,  did  you  not  ? 

Mr.  Sachs.  I  have  no  doubt  it  was  submitted  to  counsel ;  yes. 

Mr.  Nehemkis.  Do  you  know  the  name  of  counsel  ? 

Mr.  Sachs.  Our  counsel' was  Sullivan  and  Cromwell. 

Mr.  Nehemkis.  Did  not  this  agreement  remain  operative  until 
February  6,  1936? 

Mr.  Sachs.  Well,  I  should  say  that  on  February  6,  1936,  or  there- 
abouts, there  was  an  exchange  of  letters  between  Lehman  Brothers 
and  Goldman  Sachs  &  Co.  which  certainly  put  into  the  discard  this 
memorandum;  there  had  been  differences  of  opinion  that  had  arisen 
before  that  date  of  February  6. 

Mr.  Nehemkis.  But  actually  the  treaty  was  operative  up  until 
that  date,  in  terms  of  identifying  it. 

Mr.  Sachs.  Right. 

Mr.  Nehemkis.  During  this  decade,  am  I  correct  in  understanding 
that  only  one  provision  was  modified ;  namely,  clause  7  dealing  with 
trading  accounts? 

Mr.  Sachs.  Yes;  there  was  a  letter,  an  exchange  of  letters. 

Mr.  Nehemkis.  I  show  you  a  letter  which  purports  to  have  been 
written  by  Mr.  Waddill  Catchings  to  Mr.  Philip  Lehman,  dated 
January  26,  1927,  and  ask  you  to  examine  this  document  and  tell  me 
whether  or  not  it  is  a  true  and  correct  copy  of  an  original  in  your 
possession  and  custody. 

Mr.  Sachs.  Yes;  it  is. 

1  Mr.  Hancock,  under  date  of  February  16,  1940,  submitted  the  Information  requested. 
See  appendix,  p.  13008,  paragraphs  numbered  4  and  5. 
»  "Exhibit  No.  1783." 
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Mr.  Nehemkis.  Will  you  examine  it,  Mr.  Hancock,  and  tell  me 
whether  you  find  that  to  be  a  true  and  correct  copy  of  an  original 
in  your  possession  and  custody? 

Mr.  Hancock.  Yes,  sir. 

Mr.  Hehemkis.  The  document,  Mr.  Chairman,  is  offered  in 
evidence. 

Acting  Chairman  Henderson.  The  document,  having  been  identi- 
fied, may  be  received. 

(The  letter  referred  to  was  marked  "Exhibit  No.  1788"  and  is 
included  in  the  appendix  on  p.  12720.) 

HANDLING  FINANCING  UNDER  THE  MEMORANDUM  OF  19  2  6 

Mr.  Nehemkis.  Mr.  Sachs,  I  now  show  you  letters  on  four  cases 
which  illustrate  the  manner  in  which  the  two  firms  handled  specific 
pieces  of  financing  under  the  agreement.  Will  you  examine  the  fol- 
lowing exhibits,  which  I  propose  to  offer  in  evidence,  and  tell  me 
whether  you  recognize  them  to  be  true  and  correct  copies  of  originals 
in  your  possession  and  custody?  One  refers  to  Gimbel  Brothers, 
another  to  May  Department  Stores,  a  third  to  B.  F.  Goodrich  Co., 
and  the  last  to  Pillsburv  Flour  Mills. 

Will  the  record  show  that  these  are  but  seven  exhibits,  referring  to 
four  cases,  of  a  number  of  other  letters  which  are  not  being  offered? 

Mr.  Sachs.  Yes,  sir ;  I  recognize  those  letters. 

Mr.  Nehemkis.  Thank  you,  sir.  Mr.  Chairman,  may  I  offer  in  evi- 
dence the  documents  just  identified  by  ti. y  witness? 

Acting  Chairman  Henderson.  Do  you  -vish  them  inserted  in  the 
record  ? 

Mr.  Nehemkis.  I  would  like  them  printed,  sir. 

Acting  Chairman  Henderson.  The  documents,  having  been  identi- 
fied, may  be  received  and  printed  in  the  record. 

(The 'letters  referred  to  were  marked  "Exhibits  Nos.  1789  to  1795" 
and  are  included  in  the  appendix  on  pp.  12720-12724.) 

Acting  Chairman  Henderson.  We  will  recess  until  2 :30. 

(Whereupon,  at  12 :15  p.  m.  the  committee  recessed  until  2 :30  p.  m. 
of  the  same  day.) 

AFTERNOON   SESSION 

The  hearing  was  resumed  at  2 :30  p.  m.  upon  the  expiration  of  the 
recess. 
Acting  Chairman  Henderson.  The  committee  will  be  in  order. 

TESTIMONY  OF  WALTER  E.  SACHS,  GOLDMAN,  SACHS  &  CO.,  NEW 
YORK  CITY;  JOHN  M.  HANCOCK,  LEHMAN  BROS,  NEW  YORK 
CITY— Resumed 

Mr.  Nehemkis.  Mr.  Hancock,  I  wonder  if  you  wouldn't  care  to  cor- 
rect the  record.  In  the  course  of  your  testimony  this  morning  you 
referred  to  Brown  Brothers  Harriman  &  Co.  as  Brown  Harriman  & 
Co.1  Would  you  like  to  indicate  that  you  had  in  mind  Brown 
Brothers  Harriman  &  Co.? 

Mr.  Hancock.  Right,  I  would. 

1  Supra,  pp.  12371-12372. 
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STOCKHOLDER  AND  OFFICER  PARTICIPATION  IN  TRADING  ACCOUNTS 

Mr.  Nehemkis.  Mr.  Sachs,  you  recall  this  morning  that  we  were 
speaking  of  trading  accounts.  Under  article  7  of  the  agreement 1  it 
is  possible,  is  it  not,  for  a  trading  account  to  be  formed  in  association 
with  any  of  the  listed  corporations,  or  any  official  of  such  corporations. 
That  is  correct,  is  it  not,  sir  ? 

Mr.  Sachs.  That  is  correct. 

Mr.  Nehemkis.  Do  you  recall  whether  or  not  such  trading  accounts 
have  been  formed  with  officials  of  any  of  the  listed  corporations  in  the 
past? 

Mr.  Sachs.  Yes ;  I  do.  I  can  specifically  recall  in  connection  with, 
for  instance,  the  May  Department  Stores  Co ;  I  think  that  is  one. 

Mr.  Nehemkis.  Do  you  recall  who  the  individuals  were? 

Mr.  Sachs.  My  recollection  is  they  were  the  wives  of  some  of  the 
principals.    I  am  not  certain  of  that. 

Mr.  Nehemkis.  Does  this  refresh  you :  Mrs.  Rosa  May  and  Mrs. 
Florence  G.  May,  each  of  whom  had  a  25-percent  participation  ? 

Mr.  Sachs.  Right. 

Mr.  Nehemkis.  Is  it  not  a  fact  that  in  connection  with  trading 
accounts  of  Cluett,  Peabody  &  Co.,  E.  H..  Benson  and  associates  had  a 
50-percent  participation  and  D.  G.  Cluett  and  associates  also  had  a 
50-percent  participation  ? 

Mr.  Sachs.  That  is  correct. 

Mr.  Nehemkis.  And  in  connection  with  a  trading  account  of  Con- 
tinental Can  Co.,  Carle  Conway,  Charles  Rich,  and  J.  Horace  Harding 
each  had  a  20-percent  participation. 

Mr.  Sachs.  Yes;  but  J.  Horace  Harding  was  not  an  official  of  the 
company.    He  was  a  partner  of  C.  D.  Barney  &  Co. 

Mr.  Nehemkis.  But  Carle  Conway  and  Mr.  Rich  were  officials. 

Mr.  Sachs.  Carle  Conway  was.  I  don't  think  Rich  was.  Carle 
Conway  definitely  was. 

Mr.  Nehemkis.  And  in  the  case  of  the  May  Department  Stores  Co., 
as  you  have  indicated,  the  two  individuals  previously  mentioned  had 
participations.  Do  you  recall  whether  in  the  Munsing  Wear,  Inc.,  any 
individuals  had  participations  in  the  trading  account  ? 

Mr.  Sachs.  I  don't  recall. 

Mr.  Nehemkis.  Would  this  refresh  your  memory^a  Mr.  F.  M. 
Stowell  ? 

Mr.  Sachs.  Yes ;  he  was  the  president  of  the  company. 

Mr.  Nehemkis.  His  participation  was  equal,  was  it  not,  to  25  per- 
cent ? 

Mr.  Sachs.  Well,  I  don't  recall;  but  I  accept  your  figure. 

Mr.  Nehemkis.  Now,  in  the  case  of  Sears,  Roebuck  &  Co.  do  you 
recall  whether  or  not  the  Employees'  Profit  Sharing  Fund  of  Sears. 
Roebuck  had  a  33^-percent  participation? 

Mr.  Sachs.  I  do  recall  they  had  a  participation  and  I  accept  that 
percent. 

Mr.  Nehemkis.  And  in  the  case  of  Spear  &  Co.,  is  it  not  a  fact 
that  Nathaniel  Spear  had  a  25-percent  participation? 

1  "Exhibit  No.  1783,"  appendix,  p.  12718. 
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Mr.  Sachs.  I  don't  recall  that. 

Mr.  Nehemkis.  By  the  way  who  is  Nathaniel  Spear? 

Mr.  Hancock.  He  was  the  head,  principal  stockholder,  and  the 
president. 

Mr.  Nehemkis.  Do  you  have  any  information  that  would  confirm 
that  statement? 

Mr.  Hancock.  It  was  a  trading  account,  No.  2,  so-called  in  our 
books,  March  21,  1935. 

Mr.  Nehemkis.  What  was  the  percentage  of  participation?  The 
same  as  that  which  I  mentioned,  25  percent. 

Mr.  Hancock.  Twenty-five  percent. 

Mr.  Nehemkis.  And  in  the  case  of  the  Studebaker  Corporation, 
Mr.  Sachs,  do  you.  recall  whether  Mr.  Erskine,  Mr.  F.  S.  Fiske,  and 
Mr.  James  Studebaker,  3d?  had  participations  in  the  trading  account? 

Mr.  Sachs.  Mr.  Frederick  Fish — I  recall  that  was  subject  to  con- 
firmation; I  don't  know  that  specifically. 

stockholder  and  officer  participation  in  underwriting  syndicate 

Mr.  Nehemkis.  Now,  is  it  not  also  true,  Mr.  Sachs,  that  individ- 
uals from  time  to  time  have  been  given  positions  in  the  purchase 
group  of  originations  brought  out  by  Goldman,  Sachs  and  Lehman 
Bros.,  pursuant  to  the  terms  of  the  treaty  ? 

Mr.  Sachs.  Well,  there  have  been  instances  of  that  sort :  yes. 

Mr.  Nehemkis.  And  would  not  one  of  the  purposes  of  giving  an 
individual  who  might  perhaps  have  been  an  officer  of  the  company 
whose  security  was  being  brought  out  an  opportunity  to  participate 
in  the  purchase  group — would  not  the  purpose  have  been  to  cement 
relationships  between  the  firms  and  such  company  ? 

Mr.  Sachs.  Well,  not  necessarily.  These  very  individuals  were,  of 
course,  selling  their  own — a  portion  of  their  own — interest  in  these 
companies,  and  then  if  they  wanted  to  participate 

Mr.  Nehemkis.  Isn't  it  rather  unusual  to  have  an  officer  of  a  com- 
pany take  a  position  in  a  purchase  group? 

Mr.  Sachs.  Well,  in  those  days  it  occurred  from  time  to  time;  it 
wasn't  universal  at  all ;  it  wasn't,  perhaps,  frequent,  but  it  did  occur. 

Mr.  Nehemkis.  Did  you  in  conjunction  with  Lehman  Bros,  bring 
out  an  issue  for  the  Cuyamel  Fruit  Co.  in  1920? 

Mr.  Sachs.  Yes. 

Mr.  Nehemkis.  And  was  not  Mr.  S.  Zemurray  given  the  largest 
single  participation  in  the  purchase  group? 

Mr.  Sachs.  Well,  I  don't  recall. 

Mr.  Nehemkis.  I  show  you  a  letter  from  Lehman  Brothers,  ad- 
dressed to  your  firm,  among  others,  containing  the  statement  I  just 
made.  I  ask  you  to  examine  this  letter  and  tell  me  whether  or  not 
it  doesn't  refresh  your  recollection.  Does  that  refresh  your  recollec- 
tion, Mr.  Sachs? 

Mr.  Sachs.  Yes.  Of  course,  this  company  at  t,he  time  was  a 
privately  owned  company  and  I  take  it  Mr.  Zemurray  was  by  far 
the  chief  stockholder.    That  is  my  recollection  of  it. 

Mr.  Nehemkis.  Now,  will  you,  while  you  have  the  letter  in  your 
hand,  tell  me  the  amount  of  the  participation  taken  by  Mr.  Zemurray  ? 

Mr.  Sachs.  $1,000,000  out  of  the  $5,000,000. 
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Mr.  Nehemkis.  And  that  was  the  largest  individual  participation 
of  any  taken  by  the  group  ? 

Mr.  Sachs.  Yes,  sir. 

Mr.  Nehemkis.  Now,  who  was  Mr.  Zemurray  and  what-was  his 
official  position? 

Mr.  Sachs.  He  was  the  president  and  chief  stockholder  of  the 
Cuyamel  Fruit  Co. 

Mr.  Nehemkis.  As  a  matter  of  fact  that  participation  offered  to 
Mr.  Zemurray  at  that  time  involved  Mr.  Zemurray  in  no  risk  what- 
soever; is  not  that  correct? 

Mr.  Sachs.  As  to  that  I  would  have  to  refresh  my  memory  on  the 
terms  of  the — I  should  think  he  took  his  share  of  the  risks  involved 
in  the  business. 

Mr.  Nehemkis.  How  could  he  when  he  was  a  member  of  the  pur- 
chase group  and  you  had  subsequent  groups  organized  thereunder 
who  were  going  to  take  on  the  various  commitments  ? 

Mr.  Sachs.  Well,  we  might  not  have  been  able  to  form  those  selling 
groups;  it  might  have  been  incumbent  on  this  group  of  two,  four, 
six,  eight  people  to  take  up  their  share  of  the  bonds,  all  or  such 
part  as  was  not  syndicated. 

Mr.  Nehemkis.  Do  you  recall  in  this  particular  case  that  the  deal 
was  syndicated  ? 

Mr.  Sachs.  I  believe  it  was. 

Mr.  Nehemkis.  Therefore,  do  you  care  to  withdraw  your  previous 
statement  that  Mr.  Zemurray  did  not  assume  any  risk  whatsoever  ? 

Mr.  Sachs.  Well,  I  should  suppose  that  the  purchase  group  was 
formed  first  and  the  selling  group  afterwards. 

Mr.  Nehemkis.  Right;  and  the  purchase  group  received  a  profit 
on  the  transaction  when  it  passed  the  deal  on  to  the  banking  group, 
did  it  not? 

Mr.  Sachs.  Yes ;  but  I  say  it  might  not  have  been  able  to  form  the 
banking  group. 

Mr.  Nehemkis.  But  in  this  case  it  did  ? 

Mr.  Sachs.  It  was  successful;  yes. 

Mr.  Nehemkis.  Now,  what  is  the  relation  between  the  Cuyamel 
Company  and  the  United  Fruit  Co.? 

Mr.  Sachs.  Oh,  subsequently  the  United  Fruit  Co.  purchased  the 
Cuyamel  Fruit  Co.     That  was  sometime  after. 

Mr.  Nehemkis.  And  is  it  not  a  fact  that  one  of  the  benefits  to  be 
derived  by  a  banking  house  in  permitting  an  officer  of  the  company 
for  whose  securities  underwriting  is  being  done  to  share  in  the  pur- 
chase group,  as  Mr.  Zemurray  did,  is  to  solidify  and  cement  good  rela- 
tions with  that  company? 

Mr.  Sachs.  There  might  have  been  various  reasons.     I  mean  it 
might  have  been  a  question  of  the  distribution  of  the  risks.     That  is 
possible. 
,  (Representative  Williams  assumed  the  Chair.) 

Mr.  Nehemkis.  You  identify  this  letter  as  a  true  and  correct  copv  ? 

Mr.  Sachs.  Yes;  I  do. 

Mr.  Nehemkis.  The  letter  is  offered  in  evidence. 

(The  letter  referred  to  was  marked  "Exhibit  1796"  and  is  included 
in  appendix  on  p.  12724.) 
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Mr.  Nehemkis.  Mr.  Sachs,  do  you  recall  bringing  out  an  offering 
for  the  Pet  Milk  Co.  in  1928  in  which  your  firm  and  Lehman  Brothers 
each  had  equal  interest? 

Mr.  Sachs.  Yes. 

Mr.  Nehemkis.  And  do  you  recall  who  your  other  associates  in  the 
purchase  group  were? 

Mr.  Sachs.  I  don't  recollect  of  my  own  memory,  but  my  memory 
has  been  refreshed  that  Mr.  J.  S.  Alexander  and  associates  were. 

Mr.  Nehemkis.  Will  you  tell  me  who  J.  S.  Alexander  and  associ- 
ates are,  or  were  ? 

Mr.  Sachs.  J.  S.  Alexander  at  that  time  was  president  of  the  Na- 
tional Bank  of  Commerce,  and  the  associates  I  suppose  were  some 
of  the  other  officials  in  that  bank.  My  recollection,  I  now  remember, 
is  that  that  business  was  brought  to  us  through  one  of  the  vice 
presidents  of  the  bank,  Mr.  Rovensky. 

Mr.  Nehemkis.  And  was  not  Mr.  John  Kovensky  also  a  member 
of  the  purchase  group  ? 

Mr.  Sachs.  I  believe  he  was ;  I  think  through  one  of  the  associates. 
He  may  have  been  independent. 

Mr.  Nehemkis.  He  acted  as  an  independent. 

Mr.  Sachs.  So  he  did. 

Mr.  Nehemkis.  So  that  the  participations  in  that  group  were 
Goldman,  Sachs,  33%;  Lehman  Brothers,  331/3r;  J.  S.  Alexander  and 
associates,  16% ;  and  John  Rovensky,  16%.  Now,  may  I  ask  you  with 
reference  to  John  Rovensky,  will  you  tell  me  once  again  who  he 
was? 

Mr.  Sachs.  He  was  at  that  time  a  vice  president  of  the  National 
Bank  of  Commerce. 

Mr.  Nehemkis.  Did  Mr.  Rovensky  take  that  16%  percent  partici- 
pation for  himself  or  was  he  acting  for  the  bank? 

Mr.  Sachs.  That  I  can't  say ;  I  don't  know. 

Mr.  Nehemkis.  You  have  no  knowledge  at  all? 

Mr.  Sachs.  I  certainly  don't  recall. 

Mr.  Nehemkis.  "Would  it  be  fair  for  me  to  assume  that  it  is  most 
unlikely  that  Mr.  John  Rovensky  could  have  taken  16%-percent  par- 
ticipation in  an  underwriting  syndicate? 

Mr.  Sachs.  I  don't  know  what  his  question  of  wealth  was  at  that 
time. 

Mr.  Nehemkis.  So  you  would  not  care  to  say. 

Mr.  Sachs.  I  believe  that  Mr.  Alexander  was  reputed  to  be  a 
wealthy  man.    I  don't  recall,  that  is  so  many  years  ago. 

Mr.  Nehemkis.  You  don't  think  I  would  be  justified  in  stating  at 
this  time  that  Mr.  John  Rovensky  could  not  conceivably  have  taken 
that  16%  participation  for  himself  individually  and  that  he  must 
have  been  acting  for  the  bank  ? 

Mr.  Sachs.  Well,  I  can't  say  positively  of  my  own  knowledge.  I 
wish  I  could,  I  would  be  glad  to  answer  it. 

Mr.  Miller.  Mr.  Nehemkis,  what  was  the  nature  of  the  underwrit- 
ing, was  it  bonds  or  stocks?. 
a  Mr.  Nehemkis.  I  think  probably  we  had  better  ask  Mr.  Sachs. 

Mr.  Sachs.  It  was  a  common-stock  issue. 

Mr.  Miller.  Would  a  bank  be  apt  to  underwrite  a  common  stock  ? 

Mr.  Sachs.  This  was  done  by  the  individuals. 
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Mr.  Miller.  What  was  the  dollar  value  involved  in  the  16%  per- 
cent ? 

Mr.  Sachs.  Not  very  large.    It  was  a  relatively  small  issue. 

Mr.  H  vncock.  Roughly  a  million  and  half. 

Mr.  Nehemkis.  There  were  55,161  shares  without  par  value,  $33 
share. 

Mr.  Sachs.  Sixteen  percent  was  about  $300,000. 

Mr.  Nehemkis.  About  that. 

Mr.  Sacks.  Sixteen  percent  was  about  $300,000. 

Mr.  Nehemkis.  Were  you  through,  Mr.  Miller? 

Mr.  Miller.  Yes. 

Mr.  Nehemkis.  Will  you  examine  this  letter  and  tell  me  whether 
you  recognize  it  is  to  be  a  true  and  correct  copy  of  the  original  in 
your  possession  ? 

Mr.  Sachs.  1  don't  see  the  final  page  of  the  letter. 

Mr.  Nehemkis.  You  see  the  caption,  Goldman,  Sachs  &  Co. 

Mr.  Sachs.  Oh,  yes;  it  is  our  letterhead,  and  I  have  no  question 
about  it. 

Mr.  Nehemkis.  I  think  the  legend  we  used  probably  has  fallen  off. 

Mr.  Sachs.  That  is  correct. 

Mr.  Nehemkis.  The  letter,  Mr.  Chairman,  is  offered  in  evidence. 

Acting  Chairman  Williams.  It  may  be  received. 

(The  letter  referred  to  was  marked  "Exhibit  1797"  and  is  included 
in  the  appendix  on  p.  12725.) 

(Discussion  off  the  record  between  Mr.  Hancock  and  Mr. 
Nehemkis.) 

Mr.  Nehemkis.  I  would  like  Mr.  Hancock  to  make  a  statement 
for  the  record. 

Mr.  Hancock.  I  think  it  might  help  to  an  understanding  of  the 
whole  facts  in  connection  with  the  Cuyamel  Fruit  Co.  testimony  and 
the  interest  of  Mr.  Zemurray  of  $1,000,000  in  the  largest  single 
participation  in  the  account.  1  think  it  would  help  if  it  were  under- 
stood that  Mr.  Zemurray  took  no  profits  out  of  that;  that  he 
showed  his  good  faith  in  the  value  of  the  securities  underwritten 
by  him  without  expectation  of  profit.  It  was  done  on  his  part,  as 
I  believe,  to  convince  the  banking  firm  that  the  security  was  good 
and  in  fact  had  his  personal  guaranty  of  a  million  dollars  expressed 
in  that  form. 

Mr.  Nehemkis.  Do  I  understand  correctly,  Mr.  Hancock,  that  Mr. 
Zemurray  took  no  profit  comparable  to  that  taken  by  the  other 
bankers? 

Mr.  Hancock.  He  took  no  profit  in  the  group;  the  1%  percent  on 
his  share  was  divided  among  the  remainder  of  the  group. 

Mr.  Nehemkis.  Was  your  statement  predicated  upon  some  docu- 
mentation that  you  have  in  your  possession? 

Mr.  Hancock.  Yes,  sir;  and  memory,  too. 

ABROGATION   OF    MEMORANDUM    OF    1926    IN    1936 

Mr.  Nehemkis.  Mr.  Sachs,  you  have  previously  testified  *  before 
the  recess  that  the  treaty  of  January  5,  1926,  remained  operative 
until  February  1936. 

Mr.  Sachs.  Yes. 
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Mr.  Nehemkis.  Now,  on  February  6,  1936,  did  not  Lehman 
Brothers  declare  the  treaty  of  1926  without  force  and  effect  and  no 
longer  binding  upon  the  signatories  thereto. 

Mr.  Sachs.  That  is  correct;  they  wrote  us  a  letter. 

Mr.  Nehemkis.  I  show  you  a  letter  from  Lehman  Brothers  to 
Goldman,  Sachs  dated  February  6,  1936,  and  ask  you  to  tell  me 
whether  or  not  that  is  a  true  and  correct  copy  of  the  original  in  your 
possession. 

Mr.  Sachs.  Yes;  that  is.    It  is  a  true  copy  of  a  copy  of  a  letter. 

Mr.  Nehemkis.  Subject  to  that  correction. 

Mr.  Hancock,  will  you  examine  that  letter  and  tell  me  whether  you 
recognize  that  to  be  a  true  and  correct  copy  of  an  original  in  the 
files  of  Lehman  Brothers? 

Mr.  Hancock.  This  is  a  true  and  correct  copy  of  a  carbon  copy 
in  the  files  of  Lehman  Brothers.  I  am  sorry  to  be  captious ;  I  hope 
it  didn't  appear  so. 

Mr.  Nehemkis.  I  might  ask  what  happened  to  the  original. 

Mr.  Sachs.  We  have  it. 

(The  letter  referred  to  was  marked  "Exhibit  No.  1798"  and  is 
included  in  the  appendix  on  p.  12726.) 

Mr.  Nehemkis.  Mr.  Hancock,  was  not  the  reason  for  Lehman  Bros.' 
abrogation  of  the  treaty  the  fact  that  Lehman  Bros,  regarded  Gold- 
man, Sachs  had  breached  the  spirit  of  the  terms  of  the  treaty? 

Mr.  Hancock.  Yes,  sir. 

Mr.  Nehemkis.  The  particular  instances  of  the  violation  of  the 
terms  of  the  treaty,  according  to  Lehman  Bros.,  were  the  financing 

Slans  of  Goldman,  Sachs  with  respect  to  Brown  Shoe  Co.,  National 
>airy  Products  Corporation,  and  Endicott  Johnson  Corporation.     Is 
that  correct? 

Mr.  Hancock.  That  is  correct,  as  I  recall  them. 
Mr.  Nehemkis.  Now,  I  want  to  read  to  you,  Mr.  Hancock,  from 
the  letter  of  February  6,  1936,  now  in  evidence  [reading  from  "Ex- 
hibit No.  1798"]  : 

As  of  October  26,  1925,  and  January  5,  1926,  you  and  we  agreed  to  memo- 
randa setting  forth  a  mutual  understanding  that  appeared  to  both  of  us  equi- 
table and  satisfactory.  Briefly  and  generally  stated,  these  memoranda  outlined 
the  arrangements  as  they  related  to  both  of  us  and  our  equal  participation  in 
future  financing  for  a  list  of  corporations.  The  list  embraced  those  corpora- 
tions with  which  our  two  firms  had  a  relationship  over  a  great  many  years. 

We  believe  we  have  proceeded  completely  in  accordance  with  these  memo- 
randa and  their  spirit.  The  recent  instances  of  the  financing  plans  for  Brown 
Shoe,  National  Dairy,  and  Endicott  Johnson  indicate  clearly  that  you  have  not 
felt  bound  by  your  agreement  with  us,  in  spite  of  the  fact  that  no  notice  has 
as  yet  been  given  us  of  the  termination  of  the  arrangement  to  which  both  firms 
were  parties. 

In  view  of  the  situation,  we  see  no  alternative  for  us  but  to  inform  you  that 
inasmuch  as  the  arrangement  has  not  been  controlling  upon  you  for  some  time, 
we  cannot  accept  any  longer  any  commitments  inherent  within  our  written 
arrangements  which  we  have  always  assumed  as  controlling  upon  us. 

Mr.  Hancock,  just  what  had  Goldman,  Sachs  proposed  in  these 
financing  plans  which  caused  Lehman  Bros,  to  accuse  Goldman,  Sachs 
of  having  breached  the  arrangement? 

Mr.  Hancock.  I  suppose  an  unequal  division  of  a  new  factor  iri 
security  underwriting  called  the  management  fee. 

Mr.  Nehemkis.  In  other  words,  Goldman,  Sachs  wanted  to  charge 
a  management  fee. 
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Mr.  Hancock.  It  was  determined- 


Mr.  Nehemkis  (interposing).  Also,  Goldman,  Sachs  in  a  number 
of  issues  wanted  to  act  as  sole  manager. 

Mr.  Hancock.  Correct. 

Mr.  Nehemkis.  Goldman,  Sachs  wanted  the  real  privilege  of  han- 
dling the  syndicate  books. 

Mr.  Hancock.  Yes. 

Mr.  Nehemkis.  And  Goldman,  Sachs  wanted  a  relatively  larger 
underwriting  for  themselves.  Does  that  summarize  the  casus  belli, 
shall  I  say? 

Mr.  Hancock.  I  think  so.  They  might  not  all  have  been  perti- 
nent to  any  one  case,  but  they  were  the  kind  of  difficulties  that  were 
arising  in  the  situation. 

Mr.  Nehemkis.  Just  like  sovereign  powers,  there  is  never  one 
specific  incident,  but  a  concatenation  of  events  ? 

Mr.  Hancock.  That  is  right. 

Mr.  Nehemkis.  Lehman  Bros,  was  opposed  to  the  idea  of  the 
management  fee  on  the  grounds  that  there  was  neither  principle 
nor  precedent  for  such  a  fee  in  the  past  relations  between  the  two 
houses  ? 

Mr.  Hancock.  Eight. 

ORIGIN  OF  THE  MANAGEMENT  FEE 

Mr.  Henderson.  Could  I  ask  a  question  there?  This  is  for  my 
own  information.  Do  you  know  when  the  management  fee  first 
got  into  the  underwriting? 

Mr.  Hancock.  Yes,  sir ;  it  came  in  with  the  law  of  1933,  the  Securi- 
ties Act  of  1933. 

Mr.  Henderson.  There  had  been  management  fees  charged  before 
that.    What  I  am  trying  to  get  is  the  historical  background. 

Mr.  Hancock.  No,  not  quite;  it  was  conceivable  that  there  were, 
but  it  was  a  different  kind  of  situation.  I  would  like  to  have  counsel 
state  the  question,  and  maybe  I  can  explain  it  in  laymen's  terms. 

That  provision  came  into  the  law  in  an  effort  to  safeguard  the 
provision  to  prevent  an  underwriting  firm  with  capital  from  creat- 
ing a  dummy  corporation  to  do  the  underwriting  under  which  the 
real  corporation,  the  real  firm,  would  be  getting  all  the  profits  and 
the  liabilities  would  be  put,  under  the  Securities  Act,  upon  the 
dummy.  The  management  fee  came  in  as  a  part  of  that  protective 
device. 

Mr.  Henderson.  I  am  talking  historically.  What  underwriting 
house  first  instituted  it?  It  was  before  1933  because  last  week  or 
the  week  before  last  the  question  of  management  fee  came  up  in 
connection  with  A.  T.  &  T.  financing,  and  Morgan  instituted  it 
somewhere  in  the  twenties,  1928,  wasn't  it?  I  am  wondering,  to 
the  best  of  your  knowledge,  if  it  antedated  that.     Do  you  recall? 

Mr.  Hancock.  I  have  no  doubt  there  were  cases,  but  it  wasn't  a 
general  practice. 

Mr.  Nehemkis.  In  those  days,  Mr.  Hancock,  there  used  to  be 
something  that  was  called  by  the  business  "over-writing  fee"  that 
occasionally  made  itself  known.  i 

Mr.  Hancock.  Yes. 
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Mr.  Nehemkis.  But  it  would  perhaps  be  correct  to  say  that  the 
term  as  we  now  use  it,  "management  fee,"  is  perhaps  more  clearly 
associated  with  contemporaneous  financing  than  with  financings  that 
took  place  in  an  earlier  period,  and  that  is  largely  due  to  the  change 
in  the  nature  of  syndication  which  has  arisen  as  a  result  of  the 
1933  act. 

Mr.  Hancock.  That  is  right. 

(Senator  King  assumed  the  Chair.) 

Mr.  Nehemkis.  It  was  Goldman,  Sachs'  position,  was  it  not,  Mr. 
Sachs,  that  in  essence,  since  the  Goldman,  Sachs  accounts  were  at  that 
time  the  only  ones  which  were  very  active,  your  firm  had  the  right  to 
charge  a  management  fee  for  itself  and  not  share  this  with  Lehman 
Bros.  ? 

Mr.  Sachs.  Well,  our  theory  of  charging  a  management  fee  was 
just  this,  that  under  the  Securities  Act  the  nature  of  doing  business 
was  changed,  the  amount  of  preliminary  work  that  had  to  be  done  in 
connection  with  being  helpful  in  the  preparation  of  registration, 
statements,  and  these  long  prospectuses  and  what  not,  was  such  that 
that  required  a  special  amount  of  work  that  under  ordinary  instances 
it  was  simpler  and  more  effective  for  one  house  to  do,  and  therefore 
we  felt  that  if  that  work  was  done  it  ought  to  be  compensated.  My 
recollection  is  quite  clear  that  that  question  of  management  fee 
and  this  question  of  compensation  because  of  the  Securities  Act  came 
up  first  in  the  instance  with  Brown  Shoe  Co.  financing  that  you  men- 
tioned, and  that  was  in  1935,  and  if  I  might  answer  Mr.  Henderson's 
question,  according  to  my  best  recollection  the  whole  question  of  the 
management  fee  had  become  alive  and  active  just  prior  to  1935,  back 
in  1934,  perhaps  early  in  1934,  I  don't  remember  exactly. 

Mr.  Nehemkis.  Mr.  Sachs,  I  should  like  to  show  you  five  letters 
which  I  ask  you  to  examine  and  identify  and  tell  me  whether  they  are 
true  and  correct  copies  of  originals.  I  don't  intend  to  examine  you 
on  the  contents  of  those  letters,  Mr.  Sachs,  but  I  want  to  offer  them 
for  the  record. 

Mr.  Sachs.  Yes,  sir:  T  recognize  them. 

Mr.  Nehemkis.  Mr.  Chairman,  I  ask  that  these  letters  be  admitted 
in  evidence  and  that  they  be  spread  on  the  records  of  the  committee. 

Acting  Chairman  King.  What  is  the  object? 

Mr.  Nehemkis.  The  relevancy  of  the  letters?  They  show  various 
discussions  that  were  taking  place  on  the  questions  that  I.  have  put 
to  the  witnesses  and  are  the  foundation  for  subsequent  testimony  that 
I  will  elicit  and  tie  up  at  a  later  time. 

Acting  Chairman  King.  I  suppose  they  are  offered  for  the  purpose 
of  showing  the  character  of  business  conducted,  and  the  conclusions 
to  be  drawn  therefrom  would  be  for  the  committee. 

Mr.  Nehfmkts.  Correct,  sir. 

Acting  Chairman  KrNG.  And  you  are  making  no  contention  that 
these  transactions  to  which  you  refer  are  violations  of  the  Sherman 
antitrust  law  or  Securities  Act? 

Mr.  Nehemkis.  Mr.  Chairman,  you  know  me  better  than  that.  I 
never  make  allegations  of  that.  sort. 

Acting  Chairman  King.  I  just  wanted  to  probe  a  little  and  ascer- 
tain what  the  relevancy  of  this  testimony  was.  Of  course,  as  a  mere 
fishing  expedition  it  is  unimportant,  but  if  it  has  some  relation  to  the 
transaction 
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Mr.  Nehemkis  (interposing).  You  have  my  word  for  it  that  the 
evidence  will  be  tied  up  before  this  hearing  is  concluded. 

Acting  Chairman  King.  Proceed.     The  letters  may  be  received. 

(The  letters  referred  to  were  marked  "Exhibit  Nos.  1799  to  1803," 
and  are  included  in  the  appendix  on  pp. .) 

Mr.  Nehemkis.  Mr.  Sachs,  turning  to  the  financing  of  Endicott- 
Johnson  Corporation,  did  you  not  proceed  and  form  a  syndicate 
without  Lehman  Bros,  after  they  had  declined  to  participate  in  the 
underwriting? 

Mr.  Sachs.  That  is  correct. 

Mr.  Nehemkis.  I  show  you  a  letter  from  H.  S.  Bowers  to  Mr.  George 
W.  Johnson,  dated  January  31,  1936.  Will  you  tell  me  whether  this 
is  a  true  and  correct  copy  of  an  original  in  your  possession  ? 

Mr.  Sachs.  We  have  the  copy  of  this  letter  in  our  possession ;  yes. 
This  is  a  photostat  of  the  copy  of  the  letter  that  was  sent. 

Mr.  Nehemkis.  I  should  like  to  read  the  first  sentence  of  the  second 
paragraph  of  this  letter  [reading  from  "Exhibit  No.  1804"]  : 

It  is  the  custom  for  the  house  leading  such  a  business  privately  to  sound  out 
by  word  of  mouth  important  possible  underwriters  well  ahead  of  the  actual  sign- 
ing of  the  contract. 

By  "contract"  was  meant  here,  I  take,  the  contract  between  the 
underwriters  and  the  company? 
Mr.  Sachs.  Yes. 

ATTITUDE  TOWARD  MORGAN  STANLEY  &  CO. 

Mr.  Nehemkis.  Now,  I  continue  with  that  letter: 

We  therefore  approached  Morgan,  Stanley  &  Co. — this  is  the  investment  security 
end  of  J.  P..  Morgan  &  Co.  .  .  . 

Acting  Chairman  King.  What  is  the  date  of  that  ? 

Mr.  Nehemkis.  January  31,  1938.    T  offer  the  letter  in  evidence. 

(The  lettt.  referred  to  was  marked  "Exhibit  No.  1804"  and  is 
included  in  the  appendix  on  p.  12729.) 

Mr.  Nehemkis.  i  should  say  that  Mr.  Bowers,  in  accordance  with 
the  previous  testimon}'  before  this  committee,  was  not  alone  in  that 
understanding. 

Mr.  Sachs.  I  would  not,  if  I  may  be  permitted  to  say  so,  take  that 
remark,  which  was  in  a  conversational  letter,  too  seriously.  I  'don't 
think  Mr.  Bowers  would  write  that  today.  Morgan  Stanley  had  been 
formed,  it  was  the  same  name,  and  in  writing  to  Mr.  Johnson  in  a  very 
informal  manner  he  may  have  made  that  remark,  and  I  feel  confident 
he  wouldn't  say  that  today. 

Mr.  Henderson.  Does  that  mean  you  would  not  say  it  ? 

Mr.  Sachs.  I  don't  believe  it,  and  I  don't  believe  Mr.  Bowers  be- 
lieves it. 

Mr.  Henderson.  You  don't  believe  Morgan  Stanley  is  the  invest- 
ment end  of  the  Morgan  business? 

Mr.  Sachs.  No,  sir ;  I  do  not. 

Mr.  Henderson.  How  about  you,  Mr.  Hancock?  Do  you  want  to 
be  heard? 

Mr.  Hancock.  I  have  no  desire  to  be  heard. 

Acting  Chairman  King.  They  can  hardly  be  called  upon  as  char- 
acter witnesses  as  to  which  is  the  better  of  the  members  of  that  firm 
or  any  other  firm. 
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Mr.  Henderson.  No  ;  but,  Mr.  Chairman,  last  week,  or  the  week 
before,  the  evidence  at  this  hearing  showed  that  at  one  time  there 
were  certain  partners  and  certain  capital  in  the  firm  of  J.  P.  Morgan 
&  Co.  Following  the  formation  of  Morgan  Stanley  &  Co.,  what 
seemed  to  have  happened  was  a  division  between  partners  and 
capital,  and  running  throughout  the  various  items  of  evidence  that 
the  part  of  people  in  the  same  business  that  Morgan  Stanley  &  Co. 
is — perhaps  not  in  a  legal,  contractual  relationship — the  investment 
end  of  the  Morgan  business. 

Mr.  Sachs.  I  think  the  "Street"  felt  at  the  time,  and  feels  today, 
that  certain  individuals  decided  to  go  into  the  investment  banking 
business,  certain  individuals  who  had  been  connected  with  J.  P.  Mor- 
gan, rather  than  to  remain  with  them,  but  that  the  two  things  were 
entirely  separated.  It  followed  perfectly  naturally  that  some  of  these 
individuals  had  certain  personal  contacts  and  were  able  to  build  up  a 
business  for  Morgan  Stanley  &  Co.  as  members  of  that  organization. 

Acting  Chairman  King.  My  observation  was  directed  to  the  ques- 
tion of  whether  this  committee  should  determine  or  ask  you  to  pass 
upon  the  qualifications  or  the  moral  turpitude  of  one  firm  or  another. 

Mr.  Sachs.  I  have  no  definite 

Acting  Chairman  King  (interposing) .  It  wasn't  our  business  to  do 
that. 

Mr.  Henderson.  I  wasn'f  asking  a  moral  question.  Mr.  Sachs  and 
Mr.  Hancock  are  still  in  the  same  business  of  people  similarly  situated, 
and  partners  in  other  great  houses  have  chosen  in  their  private  and 
public  expressions  to  indicate  that,  and  I  was  just  giving  them  an  op- 
portunity to  comment  if  they  wanted  to.  It  is  evident  Mr.  Hancock 
doesn't  want  to. 

Mr.  Hancock.  I  don't  want  to  be  dragged  into  the  conversation.  I 
didn't  write  the  letter. 

Mr.  Sachs.  The  point  I  want  to  make,  Mr.  Chairman,  is  this  remark 
in  this  letter  written  many  years  ago  was  a  conversational  letter  and 
was  not  considered  a  particularly  important  or  well-thought-out  re- 
mark, nor  was  it  intended  to  be  a  statement  of  fact. 

Mr.  Nehemkis.  I  think  we  will  assume  all  of  this,  Mr.  Sachs,  and 
had  Mr.  Bowers  known  that  in  1939  this  letter  was  to  be  used  for  this 
purpose  he  wouldn't  have  written  it. 

I  want  to  show  you  a  letter  dated  February  7,  1936,  from  Goldman, 
Sachs  &  Co.,  to  Messrs.  Lehman  Bros.,  in  reply  to  the  notice  of  termina- 
tion of  the  treaty.  Would  you  be  good  enough  to  examine  this  and 
identify  it  for  me  so  I  may  offer  it  in  evidence  ? 

Mr.  Sachs.  Mr.  Nehemkis,  may  I  make  one  observation  in  regard 
to  a  letter  that  was  put  into  the  record  a  little  while  ago  ?  There  was 
a  letter *  put  into  the  record  which  I  wrote  to  our  manager  in  St.  Louis 
regarding  the  Brown  Shoe  Co.  business,  in  which  I  said  Mr.  Horton, 
who  was  associated  with  us,  was  spending  a  day  or  a  day  and  a  half 
in  St.  Louis.  I  didn't  want  to  create  the  impression  that  that  was  all 
the  work  that  was  involved  in  connection  with  the  preparation  of 
registration  statements,  and  so  forth,  and  therefore  the  earning  of  the 
management  fee.  There  was  a  great  deal  more  than  the  spending  of  a 
day  or  two  in  a  foreign  city. 

1  "Exhibit  No.  1801." 
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Mr.  Nehemkis.  Having  once  had  the  pleasure  of  being  an  associate 
of  Mr.  Horton,  I  know  that  is  impossible. 

Mr.  Sachs  (examining  letter).  Yes;  this  is  correct. 

Mr.  Nehemkis.  Mr.  Chairman,  may  I  offer  in  evidence  the  letter 
identified  by  the  witness  ? 

Acting  Chairman  King.  You  want  it  printed  in  the  record  ? 

Mr.  Nehemkis.  Yes,  sir. 

Acting  Chairman  King.  It  may  be  received. 

(The  letter  referred  to  was  marked  "Exhibit  No.  1805"  and  is  in- 
cluded in  the  appendix  on  p.  12730.) 

RELATIONS  AFTER  THE  ABROGATION  IN  19  36 

Mr.  Nehemkis.  Mr.  Sachs,  did  not  some  of  the  companies  covered 
by  the  agreement  in  1926  issue  securities  after  the  agreement  had  been 
abrogated  in  1936? 

Mr.  Sachs.  Yes,  sir. 

Mr.  Nehemkis.  For  example,  there  were  security  flotations  by  Conti- 
nental Can  Co.  in  1936  and  1937. 

Mr.  Sachs.  That  is  correct. 

Mr.  Nehemkis.  And  by  the  B.  F.  Goodrich  Co.  in  1936. 

Mr.  Sachs.  That  is  correct. 

Mr.  Nehemkis.  And  by  Sears,  Roebuck  &  Co.  in  1937. 

Mr.  Sachs.  Yes,  sir. 

Mr.  Nehemkis.  By  Cluett,  Peabody  in  1937. 

Mr.  Sachs.  Yes,  sir. 

Mr.  Nehemkis.  By  General  Foods  Corporation  in  1937. 

Mr.  Sachs.  Yes,  sir. 

Mr.  Nehemkis.  And  by  R.  H.  Macy  in  1937.? 

Mr.  Sachs.  Well,  I  can't 

Mr.  Nehemkis  (interposing).  Mr.  Hancock? 

Mr.  Hancock.  That  is  correct. 

Mr.  Nehemkis.  Did  not  Goldman,  Sachs  manage  the  issues  of  Con- 
tinental Can? 

Mr.  Sachs.  They  did. 

Mr.  Nehemkis.  Goodrich? 

Mr.  Sachs.  Yes,  sir. 

Mr.  Nehemkis.  Sears,  Roebuck? 

Mr.  Sachs.  Yes,  sir. 

Mr.  Nehemkis.  And  Cluett,  Peabody  ? 

Mr.  Sachs.  Yes,  sir. 

Mr.  Nehemkis.  Did  not  Lehman  Bros,  manage  the  issue  of  R.  H. 
Macy  &  Co.  ? 

Mr.  Hancock.  Yes,  sir. 

Mr.  Nehemkis.  May  I  summarize,  subject  to  your  correction,  the 
situation  with  regard  to  the  financing  of  Continental  Can  Co.? 
In  the  five  pieces  of  financing  involving  common  and  preferred  stock 
between  1912  and  1936,  Goldman,  Sachs  and  Lehman  Bros,  shared 
equally  in  the  leadership  and  in  the  public  offerings.  In  May  of 
1936  Continental  Can  Co.  offered  $10,000,000  of  common  stock  to 
its  stockholders  and  the  offering  was  underwritten  by  a  syndicate 
headed  by  Goldman,  Sachs  &  Co.  Goldman,  Sachs  were  managers 
of  this  issue,  but  Lehman  Bros,  did  not  have  a  position  as  co-man- 
agers, is  that  substantially  correct,  sir? 
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Mr.  Sachs.  You  made  the  statement  there  was  an  equal  participa- 
tion in  five  pieces  of  business.  I  don't  think  that  is  correct.  There 
was  an  equal  participation  in  probably  the  first  three,  and  then  sub- 
sequently we  managed  the  business  and  received  a  management  fee. 

Mr.  Nehemkis.  On  the  last  two  pieces  of  business? 

Mr.  Sachs.  On  the  latter  two,  according  to  my  recollection. 

Mr.  Nehemkis.  Mr.  Hancock,  when  Continental  Can  Corporation 
issued  20,000,000  of  cumulative  preferred  stock  in  1937,  did  not  Leh- 
man Bros,  refuse  to  accept  the  participation  offered  by  Goldman, 
Sachs? 

Mr.  Hancock.  Yes,  sir. 

Mr.  Nehemkis.  This  was  because  Lehman  Bros,  had  not  been 
offered  co-managership  and  a  participation  equal  to  that  taken  by 
Goldman,  Sachs? 

Mr.  Hancock.  Correct,  largely  that.  I  wouldn't  say  that  tells  the 
whole  story. 

Mr.  Nehemkis.  So  that  for  the  first  time  in  a  quarter  of  a  century 
of  close  personal  relationship  with  this  company,  Lehman  Bros, 
was  no  longer  able  to  participate  in  its  financing.  That  is  a  simple 
statement. 

Mr.  Hancock.  No,  your  last  two  or  three  words — "was  no  longer 
able  to."  We  did  not  participate,  I  agree.  I  don't  want  to  get  in  an 
argument  about  the  wording. 

Mr.  Nehemkis.  I  will  correct  that :  so  that  for  the  first  time  in  a 
quarter  of  a  century  Lehman  Bros,  did  not  participate  in  that 
financing. 

Mr.  Hancock.  Correct,  so  far  as  I  know. 

Mr.  Nehemkis.  Mr.  Hancock,  I  show  you  three  letters  dated  Sep- 
tember 20,  1937,  September  29,  1937.  and  October  4,  1937,  corre- 
spondence between  yourself  and  Mr.  Huffman,  and  Mr.  Philip  Leh- 
man and  Mr.  Huffman.  Will  you  be  good  enough  to  examine  these 
letters  and  tell  me  whether  they  are  true  and  correct  copies  of  origin- 
als in  your  possession  ? 

THE  NATIONAL  SCOPE  OF  INVESTMENT  BANKING 

Acting  Chairman  King.  While  the  witness  is  examining  those  pro- 
posed exhibits,  I  would  like  to  ask  Mr.  Sachs  a  question,  whether  by 
and  large  during  the  past  quarter  of  a  century  there  have  been  differ- 
ent houses  or  corporations  or  partnerships  or  organizations  to  whom 
persons  seeking  capital  have  gone,  in  Chicago,  New  York,  San  Fran- 
cisco, or  other  important  industrial  or  financial  sections,  for  the  sale 
of  their  securities  or  for  the  obtaining  of  capital  with  which  to 
expand  their  business  activities  or  to  launch  new  activities? 

Mr.  Sachs.  Certainly;  many.  I  might  point  out  that  although  (I 
am  sure  Mr.  Hancock  would  agree)  both  Goldman,  Sachs  &  Co.  and 
Lehman  Brothers  were  important  banking  houses  and  are  important 
banking  houses  of  large  capital,  nevertheless  their  combined  capital 
was  only  a  small  part  of  the  underwriting  capital  available  in  the 
country,  not  only  in  New  York  City  but  in  Chicago  and  Boston  and 
some  other  centers.     Does  that  answer  your  question? 

Acting  Chairman  King.  I  think  so.  And  if  they  accepted  as  a 
client  a  man  who  was  trying  to  obtain  finances  to  launch  a  mining 
company  in  Utah  or  Nevada  or  ;n  the  West,  or  a  manufacturing 
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company  in  St.  Louis,  they  would  then  have  to  unload — I  don't  use 
that  term  opprobriously — but  they  would  have  to  find  markets  for  the 
securities  in  various  parts  of  the  United  States. 

Mr.  Sachs.  They  would  have  to  go  to — or  would  go  to — some  in- 
vestment banking  house  whom  they  knew  as  people  of  standing  and 
who  were  accustomed  to  make  original  issues  of  securities.  They  were 
perfectly  free,  of  course,  to  go  to  any  one  of  a  number  of  people. 

Acting  Chairman  King.  Those  investment  houses,  whether  Lehman 
or  Goldman,  Sachs,  would  open  up  channels  through  which  they 
might  dispose  of  securities  to  various  persons  throughout  the  United 
States  who  had  money  to  invest  in  securities  or  reputable  organi- 
zations. 

Mr.  Sachs.  Yes,  sir;  we  were  essentially  merchants  of  securities; 
in  other  words,  according  to  the  nature  of  the  particular  security  that 
we  underwrite,  we  have  the  channels,  which  may  be  partly  through 
private  investors,  partly  through  what  are  known  as  investment  deal- 
ers throughout  the  country,  institutional  buyers — we  have  the  chan- 
nels through  whom  we  can  market  these  securities  we  originate. 

Acting  Chairman  King.  I  have  in  mind  the  fact  that  years  ago, 
when  I  was  a  lawyer,  I  represented  an  organization  that  wanted  funds 
with  which  to  develop  a  property.  Funds  were  not  available  in  the 
immediate  vicinity,  and  representatives  of  the  corporation  came  East 
because  it  was  believed  there  were  in  New  York  or  Chicago  banking 
or  investment  companies  who  would,  through  the  channels  that  were 
open  to  them,  find  markets  for  those  securities.  Now,  has  that  been 
the  custom  for  many  years  for  organizations,  new  organizations,  or 
those  which  have  been  in  existence  for  some  time  and  desired  to  expand 
their  business,  to  approach  these  various  business  houses  and  banking 
houses  and  investment  companies  for  the  purpose  of  obtaining  capital 
with  which  to  prosecute  their  activities? 

Mr.  Sachs.  Yes,  sir;  I  just  believe  that  in  any  country  there  must 
of  necessity  be  money  centers;  one,  or  two,  or  perhaps  three.  That  is 
true  all  over  the  world ;  it  is  the  natural  place  where  these  investment 
bankers  make  their  headquarters.  If  they  are  to  do  national  busi- 
ness— and  we  know  it  to  be  a  fact  -that  while  very  small  pieces  of 
financing  maybe  done  locally  in  some  smaller  cities,  pieces  of  financ- 
ing that  are  of  national  size,  of  national  importance — they  naturally 
drift  to  the  money  centers  like  Chicago  and  New  York,  and  that  is 
where  the  investment  banker  establishes  his  main  office. 

Acting  Chairman  King.  Have  you  discovered  in  your  business 
activities  that  from  various  parts  of  the  United  States,  from  the 
Pacific  to  the  Atlantic,  from  the  Canadian  border  to  the  Gulf,  per- 
sons who  would  have  some  surplus  funds  in  remote  parts  of  the  United 
States  would  send  those  funds  or  make  them  available  to  the  banking 
and  investment  houses  in  Chicago  or  Denver — I  repember  in  Denver 
we  had  an  investment  company,  Rollins  &  Co.,  that  took  many  of  our 
securities  from  Utah — hoping  or  expecting  to  obtain  from  those  invest- 
ment and  banking  houses  funds  with  which  to  prosecute  their  busi- 
ness and  find  the  market  for  the  surplus  funds  which  they  who  had 
them  desired  ? 

Mr.  Sachs.  Except  the  business  is  done,  perhaps,  just  a  little  dif- 
ferently. The  funds  that  are  available  for  investment  in  Denver  or 
Kansas  City  or  Sioux  City,  or  wherever  it  may  be,  are  made  avail- 
able through  the  local  investment  dealer,  and  the  New  York  or  the 
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Chicago  house  forms  these  large  selling  groups.  We  sometimes  have 
as  many  as  three  or  four,  perhaps  five  or  six  or  seven  hundred  dealers 
who  become  members  of  this  selling  group  and  who  then  sell  to  their 
individual  customers  in  their  particular  territory. 

Acting  Chairman  King.  All  parts  of  the  United  States  ? 

Mr.  Sachs.  Yes,  sir. 

Mr.  Henderson.  I  think  the  last  two  big  issues  in  the  S.  E.  C.  have 
had  anywhere  from  60  to  100  different  distributors.  The  last  one  had 
upwards  of  90,  if  I  recall. 

Acting  Chairman  King.  The  point   I  am  trying  to  make  is  that 

Mr.  Sachs.  May  I  just  reply  "to  -that  ?     Are  you  referring,  Mr.  Hen- 
derson, to  underwriters? 
1  Mr.  Henderson.  Yes. 

Mr.  Sachs.  I  was  speaking  of  underwriters,  but  underneath  that 
this  selling  group  which  is  a  very  much  larger  group  ordinarily. 

Mr.  Henderson.  Yes. 

Acting  Chairman  King.  Proceed. 

UNDERWRITING  GROUP  FOR  CONTINENTAL  CAN  CO.  FINANCING 

Mr.  Nehemkis.  These  documents  identified  by  Mr.  Hancock  are, 
offered. 

(The  documents  referred  to  were  marked  "Exhibit  Nos.  1806  to 
1808"  and  are  included  in  the  appendix  on  pp.  12730-12732.) 

Mr.  Nehemkis.  Mr.  Sachs,  at  the  time  of  the  offering  of  Continen- 
tal Can's  securities  to  which  reference  has  been  made,  in  1936  and 
1937  was  not  your  partner,  Mr.  Weinberg,  a  director  of  Continental 
Can  Co.?      . 

Mr.  Sachs.  Yes;  he  was. 

Mr.  Nehemkis.  Among  other  things  Mr.  Weinberg  was  a  director 
of  the  company  by  virtue  of  Goldman,  Sachs'  long  public  sponsorship 
of  the  issues  of  that  company,  was  he  not  ? 

Mr.  Sachs.  Yes. 

Mr.  Nehemkis.  Now  when  Mr.  Weinberg  became  a  director  of  Con- 
tinental Can  Co.  it  was  presumably  intended  that  he  would  take  an 
active  interest  in  the  affairs  of  that  company  ? 

Mr.  Sachs.  Yes,  sir. 

Mr.  Nehemkis.  And  that  his  interest  would  attach  to  all  matters  of 
corporate  policy  and  not  merely  to  matters  of  prospective  financing? 

Mr.  Sachs.  Yes. 

Mr.  Nehemkis.  Now  shortly  before  the  time  this  issue  was  offered 
do  you  recall,  Mr.  Sachs,  whether  or  not  Goldman  Sachs  &  Co.  was 
interested  in  the  possible  financing  by  Jones  &  Laughlin  Steel  Cor- 
poration of  an  offering  which  was  managed  subsequently  by  the 
Mellon  Securities  Corporation? 

Mr.  Sachs.  We  were  associate  underwriters ;  we  were  offered  a  par- 
ticipation as  an  associate  underwriter  in  that  business;  yes. 

Mr.  Nehemkis.  Mr.  Sachs,  is  it  not  a  fact  that  Mr.  Weinberg  used 
his  position  as  a  director  of  Continental  Can  Co.  to  bring  pressure  on 
Jones  &  Laughlin  to  have  Goldman,  Sachs  included  in  that  financing? 

.  Mr.  Sachs.  He  may  very  likely  have  said  to  Carle  Conway,  "You 
know  the  Jones  &  Laughlin  people,  and  we  will  see  whether  we 
can't  have  a  participation  in  that  attractive  business."  I  don't  recall 
the  exact  circumstances,  but  that  may  have  very  likely  occurred. 
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Mr.  Nehemkis.  Mr.  Chairman,  I  should  like  to  offer  in  evidence  a 
letter  from  Mr.  C.  L.  Austin,  Vice  President  of  the  Mellon  Securities 
Corporation,  Pittsburgh,  Pa.,  and  then  when  you  have  admitted  it,  if 
you  will,  may  I  read  from  it? 

Acting  Chairman  King.  Who  is  Austin? 

Mr.  Nehemkis.  Vice  President  of  the  Mellon  Securities  Co. 

Acting  Chairman  King.  It  may  be  received. 

(The  document  referred  to  was  marked  "Exhibit  No.  1809"  and  is 
included  in  the  appendix  on  p.  12733.) 

Mr.  Nehemkis.  I  now  read  to  you,  Mr.  Sachs,  from  a  diary  entry 
made  by  Mr.  C.  L.  Austin,  dated  January  11, 1936. 
1  Mr.  Sachs.  Who  is  Mr.  Austin  ? 

Mr.  Nehemkis.  Vice  President  of  the  Mellon  Securities  Corporation. 
He  used  to  be  with  E.  B.  Smith. 

Mr.  Sachs.  I  know  him  personally. 

Mr.  Nehemkis  [reading  from  "Exhibit  No.  1809"]  : 

Mr.  Hackett  spoke  to  me  yesterday  about  pressure  being  exerted  on  tbem  on 
tbe  part  of  Continental  Can  on  tbe  inclusion  of  Goldman,  Sachs  &  Co.  Gold- 
man, Sachs  &  Co.  has  a  director  on  the  Board  of  Continental  Can.  Continental 
Can,  of  course,  is  an  important  customer  of  Jones  and  Laughlin. 

Now  was  not  Goldman,  Sachs  included  in  the  Jones  &  Laughlin 
1936  offering  of  $30,000,000  4^s  of  '61? 
Mr.  Sachs.  Yes,  sir. 

FINANCING  BY  GENERAL  FOODS  CORPORATION,  1.9  38 

Mr.  Nehemkis.  On  May  4,  of  1938,  did  not  General  Foods  Corpora- 
tion issue  $15,150,000,  $4.50  cumulative  preferred  stock? 

Mr.  Sachs.  That  is  correct. 

Mr.  Nehemkis.  During" the  latter  part  of  1937.  did  not  Goldman, 
Sachs  discuss  possible  financing  with  Mr.  C.  M.  Chester,  chairman  of 
the  board  ?     Do  you  recall  that  ? 

Mr.  -Sachs.  Yes. 

Mr.  Nehemkis.  And  had  you  not  requested  the  managership  for 
the  proposed  offering  ? 

Mr.  Sachs.  Oh,  yes. 

Mr.  Nehemkis.  Mr.  Hancock,  is  it  not  a  fact  that  Lehman  Bros, 
also  wanted  the  position  of  co-managership? 

Mr.  Hancock.  Yes,  sir. 

Mr.  Nehemkis.  I  show  you  a  letter  from  Mr.  Robert  Lehman  to 
Mr.  C.  M.  Chester  dated  December  22,  1937.  Be  good  enough  to 
examine  this  and  tell  me  whether  this  is  a  true  and  correct  copy  of 
an  original  in  your  possession  ? 

Mr.  Hancock.  It  is. 

Mr.  Nehemkis.  This  is  a  letter  1  from  Mr.  Robert  Lehman,  whose 
place  Mr.  Hancock  is  taking  this  afternoon,  to  Mr.  C.  M.  Chester: 

Dear  Clare:  I  want  to  tell  you  that  I  deeply  appreciate  the  very  fair  way 
in  which  you  handled  the  matter  we  discussed  today.  As  I  told  you,  I  feel 
that  the  suggestion  which  you  made  is  thoroughly  satisfactory  to  me  and  my 
firm. 


1  Included  in  the  appendix,  p.  13014. 
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In  order  that  there  may  be  no  misunderstanding  as  to  what  should  be  con- 
sidered "an  equal  basis,"  I  am  giving  you  the  following  notes  which  cover  the 
more  important  points  so  that  you  may  have  them  before  you. 

Your  suggestion  that  G.  S.  &  Co.  should  handle  the  business  in  their  office 
is  entirely  satisfactory  to  me,  although,  of  course,  I  consider  that  that  is  a  real 
privilege. 

And  now  Mr.  Lehman  lists  the  points  as  follows : 

1.  Both  firms  to  share  equally  in  the  profits  and  to  take  the  same  commit- 
ment.    Any  step-up  to  be  shared  equally  by  both  firms. 

2.  Both  firms  to  be  syndicate  managers  and  both  signatures  to  appear  on  all 
syndicate  and  selling  group  letters  and  letters  of  confirmation. 

3.  Both  names  to  appear  on  the  same  line  in  all  newspaper  advertising  and 
any  syndicate,  selling  groups  and  other  letters.  Both  names  to  be  included  on 
a  parity  basis  in  newspaper  publicity  as  jointly  heading  the  business. 

4.  Syndicate  and  selling  groups  to  be  formed  jointly  as  to  who  should  be 
included  therein. 

Now  on  or  about  January  27,  1938,  Mr.  Hancock,  did  not  the 
board  of  directors  of  General  Foods  Corporation  offer  to  create  a 
joint  managership  for  the  proposed  security  issue? 

Mr.  Hancock.  I  understood  so. 

Mr.  Nehemkis.  Mr.  Sachs,  was  not  this  decision  transmitted  to 
Goldman,  Sachs  and  to  Lehman  Bros,  on  or  about  February  1,  1938? 

Mr.  Sachs.  I  so  understood. 

Mr.  Nehemkis.  Do  you  understand,  Mr.  Sachs,  that  you,  too,  re- 
ceived such  a  proposal^ 

Mr.  Sachs.  Yes,  sir.1 

Mr.  Nehemkis.  Now,  the  board  of  directors,  Mr.  Hancock,  of 
General  Foods  had  decided  that  Goldman,  Sachs  and  Lehman  Bros 
were  to  be  joint  managers,  but  that  either  firm  might  do  the  actual 
.work  without,  however,  getting  a  management  fee,  and  furthermore 
that  if  neither  firm  accepted  this  offer,  "then  neither  of  said  firms 
shall  be  selected  as  syndicate  manager  or  as  joint  syndicate  man- 
ager."   Do  you  recall  that? 

Mr.  Sachs.  Yes,  sir. 

Mr.  Nehemkis.  Now,  both  firms  refused  this  proposal,  did  they 
not,  Mr.  Sachs? 

Mr.  Sachs.  Well,  in  the  first  instance,  I  think. 

Mr.  Nehemkis.  Mr.  Hancock,  your  firm  refused  that? 

Mr.  Hancock.  I  don't  recall  that. 

Mr.  Nehemkis.  Suppose  you  consult  with  Mr.  Gibbs. 

Mr.  Hancock.  What  was  the  date  on  that  last  one? 

Mr.  Nehemkis.  That  was  February  1,  1938. 
Mr.  Hancock.  I  will  have  to  verify;  my  recollection  is  not  clear.2 

Mr.  Nehemkis.  Well,  we  will  put  it  in  later.  When  the  issue  was 
finally  offered  on  May  4,  1938,  Goldman,  Sachs  and  Lehman  Bros. 
were  joint  managers  with  equal  participations,  were  they  not? 

Mr.  Sachs.  That  is  correct. 

Mr.  Nehemkis  [to  Mr.  Hancock].  Is  that  your  understanding,  sir? 

Mr.  Hancock.  Yes. 

Mr.  Nehemkis.  Mr.  Sachs,  may  I  now  call  your  attention  to  cer- 
tain letters  written  by  Mr.  Weinberg  to  Mr.  Chester,  chairman  of  the 
board  of  General  Foods  Corporation,  on  February  11,  1938.     My 

1  See  letters,  February  1,  1938,  C.  M.  Chester  to  Robert  Lehman  and  to  Goldman, 
Sachs  &  Co.,  appendix,  p.  12390. 

1  Mr.  Hancock,  under  date  of  February  16,  1940,  submitted  additional  information  on 
this  point.      See  appendix,  p.  13009,  paragraph  numbered  6. 
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associate  will  show  you  these  two  letters.  Be  good  enough,  please, 
to  examine  them  and  tell  me  whether  you  recognize  them  as  true  and 
correct  copies  of  original  letters  in  your  possession  and  custody?  I 
believe  the  legend  there  carries  your  firm's  name. 

Mr.  Sachs.  Yes ;  that  is  correct. 

Mr.  Nehemkis.  May  I  have  them,  please.    These  two  letters,  Mr 
Chairman,  may  it  please  the  committee,  are  offered  in  evidence. 
-  Acting  Chairman  King.  You  desire  them  inserted  in  the  record? 

Mr.  Nehemkis.  If  you  will ;  sir. 

(The  letters  referred  to  were  marked  "Exhibits  Nos.  1810  and 
1811"  and  are  included  in  the  appendix  on  pp.  12733-12734.) 

Mr.  Nehemkis.  I  want  to  read,  if  I  may,  Mr.  Sachs,  a  paragraph 
from  one  of  these  letters  from  Mr.  Sidney  J.  Weinberg,  your  partner, 
to  Mr.  Chester  [Reading  from  "Exhibit  No.  1810"]  : 

First,  the  resolution  contemplates  that  the  transaction  should  be  handled  by 
two  firms  jointly,  and  this  I  believe  to  be  fundamentally  unsound  and  ineffi- 
cient. Under  present  day  conditions,  an  offering  of  this  kind  covers  a  wide 
field.  There  is  the  negotiation  with  the  company  and  the  determination  of  the 
characteristics  of  the  security.  There  is  the  registration  with  the  S.  E.  C,  a 
complex  matter.  Also,  there  is  the  problem  of  syndication,  which  calls  for 
expert  handling.  Experience  confirms  that  this  is  done  best  if  responsibility 
and  the  making  of  decisions  are  centered  in  one  firm.  The  company  should  be 
called  upon  to  deal  with  only  one  firm  in  the  negotiations ;  one  firm  should 
make  the  primary  and  detailed  investigation  and  supervise  the  preparation  of 
the  registration  statement  and  the  handling  of  it  with  the  S.  E.  C,  and  one 
firm  can  best  deal  with  the  intricacies  of  syndication.  The  centralization  of 
responsibility  is  desirable  and  productive  of  the  best  results.  If  inefficiency 
and  delay,  and  all  the  other  evils^pf  divided  authority  and  responsibility  are  to 
be  avoided,  joint  management  must  develop  into  formalism,  with  one  party 
the  real  manager;  and  for  many  reasons  that  usually  is  undesirable. 

Now  at  the  time  of  this  financing,  Mr.  Sachs,  was  not  Mr.  Wein- 
berg, a  director  of  General  Foods  Corporation? 

Mr.  Sachs.  Yes,  sir. 

Mr.  Nehemkis.  As  a  director  was  he  not  under  a  duty  to  see  that 
the  General  Foods  Corporation  made  the  best  possible  arrangements 
with  respect  to  financing? 

Mr.  Sachs.  Yes,  sir. 

Mr.  Nehemkis.  Now,  despite  the  low  opinion  held  by  Mr.  Wein- 
berg of  joint  managerships,  Goldman,  Sachs  accepted  a  joint  man- 
agership, did  it  not? 

Mr.  Sachs.  Yes. 

Mr.  Nehemkis.  Therefore  did  not  Goldman,  Sachs  consent  to  a 
method  of  security  flotation  which  Mr.  Weinberg  was  on  record  as 
not  being  in  the  best  interests  of  the  General  Foods  Corporation  ? 

Mr.  Sachs.  Well,  my  answer  to  that  is  perfectly  simple,  Mr. 
Nehemkis. 

Mr.  Nehemkis.  I  will  take  it  any  way  you  want  to  give  it  to  me, 
Mr.  Sachs. 

Mr.  Sachs.  Mr.  Weinberg  believed  then,  and  he  still  believes 
today,  I  am  sure,  as  I  certainly  believe,  that  the  statements  made  as 
to  efficiency  of  management  are  best  handled  by  one  firm.  In  other 
words,  that  was  our  theory  then;  that  is  cur  theory  today.  In  spite 
of  that,  in  life,  as  in  business,  compromises  have  to  be  made ;  General 
Foods  Company  apparently  didn't—  or  the  officials  of  the  General 
Foods  Co.  didn't — agree  with  that  "theory.  They  insisted  that  tne 
matter  be  handled  in  the  other  way,  and  if  was  just  a  question,  there- 
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fore,  of  trying  to  make  some  division  of  the  work  and  dividing  the 
fee,  and  we  sometimes  do  things,  even  if  we  don't  think  they  are  the 
best  way  of  doing  it,  even  if  there  is  no  alternative,  and  that  was 
the  basis  of  our  whole  theory  of  why  we  believed  the  management 
fee  should  not  be  divided  and  should  go  to  one  house. 

Now  we  had  to  in  this  instance,  on  the  insistence  of  the  General 
Foods  officials,  make  that  compromise. 

Acting  Chairman  King.  Let  me  ask  a  question  there,  for  my  own 
information.  Where  an  investment  or  banking  company  underwrites 
or  floats  a  considerable  number  of  issues,  there  must  come  a  time, 
it  would  seem  to  me,  if  they  did  not  have  cooperation  with  or  collabora- 
tion with  other  investment  or  banking  houses,  they  might  have  ob- 
ligations which  might  be  a  little  too  great  for  them  and  therefore 
they  would  seek  cooperation  or  collaboration  of  organization  with 
some  other  investment  or  banking  house? 

Mr.  Sachs.  You  mean  obligations  in  underwriting? 

Acting  Chairman  King.  In  underwriting. 

Mr.  Sachs.  Well,  we  always  are  Seeking  associates  in  the  under- 
writing; what  I  was  referring  to  was  the  actual  work  undertaken 
in  preparing  an  issue  for  the  market.  Now,  all  of  us  maintain  large 
and  expensive  organizations  for  conducting  just  that  work.  Unfor- 
tunately in  the  last  few  years  those  organizations  haven't  had  as 
much  to  do  as  we  would  like  them  to  have  to  do;  we  have,  never- 
theless, had  to  maintain  them  at  great  expense  to  ourselves.  I  think 
that  is  true  of  most  investment-banking  houses  in  recent  years. 

Acting  Chairman  King.  It  has  organizations  to  prepare  the  neces- 
sary papers  to  present  to  the  S.  E.  C.  ? 

Mr.  Sachs.  Yes ;  and  prepare  the  whole  issue — the  registration,  the 
prospectuses,  the  working  with  lawyers,  the  preparation  of  trust  in- 
dentures, and  all  the  many  things  that  have  to  be  done  to  prepare 
an  issue  for  the  market.  As  I  say,  I  can  only  hope  that  the  day 
will  come,  Senator,  where  we  will  find  ourselves  short-handed;  that 
there  would  be  too  many  burdens  of  that  sort,  but  I  think  we  would 
be  very  quick  then — of  course  quite  seriously — to  increase  our  organi- 
zation in  order  to  handle  it. 

Acting  Chairman  King.  But  it  isn't  ar  uncommon  thing — indeed, 
experience  has  justified  it,  has  it  not — the  c<_  "^Deration  of  two  or  three 
or  four  investment  or' banking  houses  to  handle  very  large  issues  of 
corporate  securities? 

Mr.  Sachs.  In  the  way  of  finding  underwriting  associates  to  spread 
the  financial  responsibility,  and  that,  of  course,  was  true  in  all  these 
instances.  In  all  these  instances  in  which  we  said  that  we  thought 
the  management  fee  should  be  given  to  one  house  we  were  ready  to 
associate  with  ourselves  other  underwriters,  and  certainty  Messrs. 
Lehman  Brothers  had  equal  underwriting  participations  with  our 
own.  I  mean  there  was  no  question  about  that,  and  that  is  quite  a 
different  thing  from  the  actual  working  of  managing  and  preparing 
the  issue  for  sale. 

Acting  Chairman  King.  I  didn't  refer  to  the  managing  and  pre- 
paring of  the  issue  for  sale,  but  generally  the  distribution  of  the 
Securities  throughout  the  United  States,  or  wherever  there  was  a 
field  ;n  which  they  would  absorb  those  issues. 
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Mr.  Sachs.  Certainly;  because  any  conservative  house  would  nat- 
urally limit  the  amount  of  its  underwriting  obligation  at  any  one 
time  in  accordance  with  its  own  capital. 

Dr.  Lubin.  May  I  ask  a  question  ?  This  has  a  little  different  bear- 
ing but  I  might  for  my  own  enlightenment  ask  this  question :  Has  it 
always  been  customary  in  the  industry  for  one  house  to  compete  one 
against  the  other  for  the  right  to  have  its  name  on  the  first  line  ? 

Mr.  Sachs.  Well,  it  is  the  recognized  custom  that  the  leader  in  the 
business  appears  either  on  the  first  line  alone  or  on  the  left  side  of  the 
first  line.  That  is  more  or  less  traditional.  I  can  recall,  however,  if 
I  may  just  add,  that  curiously  enough  back  in  1906  and  1907,  when 
we  first  did  this  business,  it  was  the  leading  house  who  had  its  name 
on  the  right-hand  side  on  the  first  line,  but  that  custom  changed  in 
subsequent  years. 

Dr.  Lubin.  Evidently  the  movie  stars  have  good  precedent  for 
competing  one  against  the  other  for  their  names  in  the  footlights. 

Mr.  Nehemkis.  In  the  case  of  the  General  Foods  Corporation,  Mr. 
Sachs,  being  a  director  of  the  corporation  and  at  the  same  time  a 
partner  in  an  underwriting  firm  might  have  resulted  in  conflicts  of 
interest,  as  we  have  been  speaking  earlier? 

Mr.  Sachs.  Well,  I  can't  follow  you. 

Mr.  Nehemkis.  But  if  there  had  been  any  conflict  of  interest  in  this 
situation  it  would  appear,  would  it  not,  that  Mr.  Weinberg  resolved 
them  in  favor  of  Goldman,  Sachs  &  Co.? 

Mr.  Sachs.  No;  I  think  the  facts  show  that  he  was  of  necessity 
negotiating  at  arm's  length  with  General  Foods  Co.  and  General 
Foods  Co.'s  decision  prevailed  in  the  matter.  He  may  have  thought 
that  the  other  course  was  the  wiser  course,  but  they  made  the 
decision. 

Mr.  Henderson.  Mr.  Hancock,  may  I  ask  you  a  question  ?  In  this 
particular  piece  of  financing,  did  your  house  ever  consider  the  possi- 
bility of  competing  on  terms  for  business  and  getting  it  for  yourself? 

Mr.  Hancock.  You  mean  and  breaking  the  partnership  agreement, 
so-called  partnership  agreement,  or  treaties  referred  to?  Not  as  far 
as  I  know;  not  during  the  life  of  the  agreement. 

Mr.  Henderson.  Did  you  try  in  this  particular  case  to  get  the 
exclusive  managership  ? 

Mr.  Hancock.  So  far  as  I  know  we  did  not;  never  intimated  it,  so 
far  as  I  know. 

Mr.  Henderson.  In  other  words,  you  suggested  if  you  couldn't  get 
it  on  a  proper  basis  you  would  withdraw  ? 

Mr.  Hancock.  I  don't  know;  that  question  never  arose  in  that 
form  in  the  case  of  General  Foods;  as  far  as  I  recall  it  did  not.  It 
did  arise  in  other  cases. 

FINANCING  BY  NATIONAL  DAIRY   PRODUCTS  CORP.,    193  6 

Mr.  Nehemkis.  Which  we  will  come  to  in  a  moment. 

Mr.  Hancock,  on  or  about  April  10,  1936,  do  you  recall  whether 
National  Dairy  Products  Corporation  floated  $63,000,000  of  deben- 
tures ? 

Mr.  Ha>«cock.  Yea,  sir ;  it  Aid. 
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Mr.  Nehemkis.  Was  not  Goldman,  Sachs  the  manager  of  this  offer- 
ing, Mr.  Sachs? 

Mr.  Sach.  Yes. 

Mr.  Nehemkis.  Lehman  Brothers  was  not  given  the  joint  man- 
agership or  a  position  equal  to  that  of  Goldman,  Sachs? 

Mr.  Sachs.  They  did1*  not  participate  in  the  management  fee,  that 
is  correct.1 

Mr.  Nehemkis.  And  this  was  true  despite  the  fact  that  Lehman 
Brothers  had  been  associated  along  with  Goldman,  Sachs  as  the  com- 
pany's bankers  for  over  a  decade? 

Mr.  Sachs.  Yes;  I  suppose  about  10  years. 

Mr.  Nehemkis.  As  a  matter  of  fact  the  two  firms  were  the  original 
bankers  responsible  for  the  organization  of  the  company? 

Mr.  Sachs.  Yes. 

Mr.  Nehemkis.  Now  prior  to  this  offering  had  not  Mr.  Lehman 
been  a  director  of  the  National  Dairy  Products  Corporation,  Mr. 
Hancock  ? 

Mr.  Hancock.  Yes,  sir ;  he  had  been  a  director. 

Mr.  Nehemkis.  Did  he  not  resign  as  a  director  in  February  of 
1936? 

Mr.  Hancock.  I  know  he  resigned ;  I  am  ready  to  accept  that  date ; 
I  have  forgotten  about  the  time. 

Mr.  Nehemkis.  This  was  some  3  months  prior  to  the  public  offer- 
ing of  the  company's  securities,  I  believe? 

Mr.  Hancock.  I  think  there  was  delay  on  the  issue  for  some  rea- 
sons I  have  now  forgotten.2 

Mr.  Nehemkis.  Now  was  not  the  motivating  reason  for  Mr.  Leh- 
man's resignation  from  the  board  of  directors  the  fact  that  he  be- 
lieved that  Goldman,  Sachs  had  violated  the  agreement  of  January 
5,  1926? 

Mr.  Hancock.  That  was  one  of  the  reasons  stated,  yes,  sir. 

Mr.  Nehemkis.  I  show  you  two  letters  dated  respectively  February 
18,  1936,  and  February  21,  1936,  which  purport  to  come  from  the 
files  of  Lehman  Brothers.  Will  you  be  good  enough  to  examine 
them  and  tell  me  whether  you  recognize  them  as  true  copies? 

Mr.  Hancock.  That  is  correct. 

Mr.  Nehemkis.  Mr.  Chairman,  I  ask  that  these  be  admitted  into 
evidence  and  spread  on  the  records  of  the  committee. 

(The  letters  referred  to  were  marked  "Exhibits  No.  1812  and  1813" 
and  are  included  in  the  appendix  on  pp.  12735  and  12736.) 

Mr.  Nehemkis.  I  now  read  you,  Mr.  Hancock,  from  a  letter  dated 
February  18,  1936,  by  Mr.  Robert  Lehman  to  Mr.  Thomas  H.  Mc- 
Innerney,  president  of  the  National  Dairy  Products  Corporation 
(reading  from  "Exhibit  No.  1812")  : 

About  January  9,  1936,  Goldman  Sachs  &  Co.  advised  us  that  they  had 
arranged  with  National  Dairy  Products  Corporation  that  they  should  receive 
an  overwriting  fee — 


1  Mr.  Robert  V.  Horton,  of  Goldman,  Sacns  &  Co.,  subsequently  offered  supplemental 
information  in  regard  to  this  point,  to  the  effect  that  not  only  did  Lehman  Brothers  not 
share  in  the  joint  managership  nor  bave  a  position  equal  to  Goldman,  Sachs  &  Co.  in  the 
National  Dairy  tinancing  of  1936,  but  they  did  not  have  any  interest  at  all  in  that 
financing. 

2  Mr.  .'xthur  H.  Dean,  of  Sullivan  &  Cromwell,  counsel  to  Mr.  Hancock,  subsequently 
informed  the  committee  that  the  convertible  debentures  of  National  Dairy  Products  Cor- 
poration were  offered  in  April,  1936  according  to  schedule  and  that  there  was  no  delay 
in  tbj^off ering.    , 
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That  is  another  expression  for  management  fee,  is  it  not? 
Mr,  Hancock.  That  is  right. 
Mr.  Nehemkis  (reading  further)  : 

of  %%  (about  $240,000.)  upon  the  proposed  financing,  and  that  we  would 
receive  no  share  in  such  overwriting  fee,  but  that  we  would  be  permitted  to 
participate  in  the  underwriting  upon  identically  the  same  basis  as  other  invest- 
ment bankers  would  be  offered  participations  (except  that  our  name  would 
appear  with  theirs  on  the  top  line  of  any  prospectus  and  that  we  would  be  joint 
syndicate  managers  with  them).  We  protested  to  them  that  this  proposal  not 
only  was  a  clear  violation  of  a  written  agreement  dated  January  5,  1926,  which 
existed  between  Goldman  Sachs  &  Co.  and  ourselves,  but  wholly  apart  from 
that  was  an  unwarranted  attempt  to  deprive  us  of  the  position  which  we  had 
had  over  mafly  years  as  one  of  the  two  bankers  of  the  Corporation  on  a  parity 
with  Goldman  Sachs  &  Co. 

The  agreement  provided  generally  for  equal  participation,  but  there  was  an 
exception  as  to  National  Dairy,  in  which  case  my  firm  was  entitled  to  an 
interest  smaller  in  amount  than  Goldman  Sachs  &  Co.'s  interest  but  on  the 
identical  basis.  In  discussing  the  agreement  with  Mr.  Weinberg  on  September 
13,  1935,  Mr.  Hancock  was  told  that  "the  interests  will  be  equal"  in  any 
National  Dairy  financing  (though  it  must  be  pointed  out  that  this  discussion 
was  not  embodied  in  a  modification  of  the  agreement,  as  a  general  modification 
was  under  discussion). 

I  continue : 

We  believe  that  your  Corporation  will  not  wish  to  take  the  position  that  the 
sole  question  involved  is  a  dispute  between  Goldman  Sachs  &  Co.  and  ourselves  « 
and  a  violation  by  them  of  their  agreement  with  us,  to  which  National  Dairy 
Products  Coi'poration  is  not  a  party. 

Now,  was  not  the  motivating  reason  for  Mr.  Lehman's  resignation 
from  the  board  of  directors  the  fact  that  he  believed  that  Goldman, 
Sachs  had  violated  the  agreement  of  January  5,  1926? 

Mr.  Hancock.  Yes,  sir. 

FINANCING   BY   CLUETT,   PEABODT  &   CO.,    1937 

Mr.  Nehemkis.  Mr.  Hancock,  did  not  a  similar  situation  arise  in 
connection  with  the  proposed  financing  of  $2,500,000  of  common  stock 
in  1937  by  Cluett,  Peabody  &  Company?  Jn  that  case,  you  recall, 
Goldman,  Sachs  won  the  sole  managership. 

Mr.  Hancock.  Slightly  different  set  of  facts,  slightly  different 
conditions,  but  essentially  the  same  main  problem. 

Mr.  Nehemkis.  In  view  of  the  fact  that  Lehman  Brothers  had, 
along  with  Goldman,  Sachs  been  instrumental  in  organizing  the  com- 
pany, your  firm  felt  that  such  treatment  wasn't  justified? 

Mr.  Hancock,  will  vou  examine  a  letter  which  is  now  shown  you 
from  Mr.  R.  O.  Kennedy  to  Sanford  L.  Cluett,  dated  May  19,  1937, 
and  tell  me  whether  you  recognize  that  as  having  come  from  your 
files? 

Mr.  Hancock.  Yes,  I  do;  it  has  some  of  my  own  handwriting  on 
the  margin. 

Mr.  Nehemkis.  I  am  going  to  ask  you  to  hold  that  for  a  moment 
because  I  would  like  you  to  explain  those  notations.  First,  if  I  may, 
Mr.  Chairman,  I  would  like  to  read  the  letter  to  the  committee.  This 
is  a  letter,  you  recall,  from  Mr.  R.  O.  Kennedy.  Who  is  Mr.  Ken- 
nedy, by  the  way? 

Mr.  Hancock.  Vice  President  of  Cluett.  Peabody. 

Mr.  Nehemkis.  Who  is  Mr.  Sanford  L.  Cluett?  Will  you  identify 
him? 


12396       CONCENTRATION  OF  ECONOMIC  POWER 

Mr.  Hancock.  He  was  a  director — I  am  not  sure  he  was  an  officer 
at  that  time — of  Cluett,  Peabody  Company. 

Acting  Chairman  King.  That  is  addressed  to  whom? 

Mr.  Nehemkis.  The  letter  is  from  Mr.  Kennedy  to  Mr.  Sanford 
Cluett  and  is  dated  May  19,  1937.1 

Thank  you  a  lot  for  telling  me  about  Mr.  G.  A.  Cluett's  letter.  I  can  under- 
stand exactly  Mr.  Cluett's  reaction.  I  feel  sure  that  he  does  not  understand 
the  situation,  just  as  we  did  not  in  the  very  beginning. 

What  did  hurt  me  about  his  letter,  though,  was  the  implication  that  some- 
thing is  being  done  that  would  mar  the  long  record  of  fair  and  honorable 
dealings.  As  you  know,  the  Board  faced  a  situation  that  was  not  only  embar- 
rassing, but  most  upsetting.  Naturally  our  inclination  was  to  have  both  of 
these  houses  work  together  as  they  always  have.  We  have  always  felt  very 
close  to  each  one,  and  particularly  so  to  the  representatives  on  our  Board. 
But  there  has  grown  up  between  the  two  houses  an  antagonism  that  we  simply 
could  not  break  through.  As  you  know,  I  had  dinner  twice  with  Mr.  Hancock 
and  met  with  Sidney — 

Mr.  Sidney  Weinberg? 

Mr.  Sachs.  That  is  right. 

Mr.  Nehemkis   (reading  further)  : 

two  or  three  times.  We  told  them  how  we  felt,  what  we  wanted,  but  we  just 
could  not  get  it.  Goldman,  Sachs  just  would  not  work  with  Lehman  Brothers, 
for  reasons  which  to  them  seemed  sound,  although  to  an  outsider  may  seem 
just  a  little  childish,  and  Mr.  Weinberg  admitted  that  they  might  be  so. 

The  feeling  is  so  intense,  however,  that  in  all  recent  financing  they  have  not 
shared,  even  though  it  be  for  companies  in  which  they  are  both  represented. 

Sears,  Roebuck  would  not  have  Lehman  Brothers.  National  Dairy  gave  all 
of  the  work  to  Goldman,  Sachs.  Endicott-Johnson  had  Goldman,  Sachs  do  it 
alone.  Continental  Can  was  recently  refinanced  with  Goldman,  Sachs  cooper- 
ation. 

We  pleaded  and  put  all  the  pressure  we  could,  requesting  that  they  overlook 
their  differences,  but  those  differences  were  too  fundamental  and  we  could  do 
nothing  about  it.  As  late  as  last  Friday  night,  Mr.  Weinberg  said  he  would 
think  it  over  again  and  see  if  they  could  not  make  an  exception.  As  you  know, 
he  has  already  offered  Lehman  Brothers  full  participation  as  to  the  amount 
that  each  is  to  have,  but  he  called  me  up  yesterday  and  said  that  he  could 
not  consent  to  go  along  with  Lehman  Brothers'  name  appearing  along  with 
theirs. 

Mr.  Weinberg  did  suggest  that  we  drop  Goldman,  Sachs  altogether  and  give 
it  all  to  Lehman  Brothers.  He  promised  he  would  do  everything  he  could  to 
help  if  we  did.  Lehman  Brothers  gave  us  no  e'  'h  assurance  and  have  not 
today.  Lehman.  Brothers  feel  that  Goldman,  Sacl  "  tVe  taken  the  position  that 
they  would  have  it  all  or  would  not  play.  T*"1  s  not  the  case,  whereas  I 
do  believe  that  Lehman  Brothers  up  to  no  are  iKing  the  position  that  they 
will  not  go  along  if  not  offered  all  that  t  ey  want — half  of  the  participation 
and  the  prestige  of  being  a  joint  principal. 

As  you  know,  the  Board  felt  that  Goldman,  Sachs  were  in  a  position  to  do 
a  better  job  in  this  particular  instance  than  Lehman  Erothers  could-  alone. 
We  have  been  supported  in  this  by  the  examples  of  other  companies  who  have 
had  similar  work  to  do.  Also  it  is  true  that  Lehman  Brothers  have  been  helpful 
to  us,  but  it  is  quite  as  true  that  Goldman.  Sachs  have.  Goldman,  Sachs' 
interest  has  been  a  warm  and  very  cordial  one  during  the  last  few  years,  and 
particularly  during  the  dark  y?ars  of  1932  and  1933.  where,  on  the  other  hand, 
I  have  an  impression  that  Lehman  Brothers  were  willing  to  drop  us  altogether 
back  in  1932  and  1933. 

It  is  most  unfortunate  that  this  has  happened.  I  know  that  it  has  bothered 
Mr.  Palmer,  as  it  has  bothered  all  of  us,  all  out  of  proportion  to  its  importance. 
But  what  can  we  do?  Goldman,  Sachs  will  give  Lehman  Brothers  much  of 
which  they  ask,  but  will  not  accept  their  name  as  cooperator.  No  one  could 
have  tried  harder  to  bring  about  the  cooperation  than  have  we.  If  Mr.  G.  A. 
Cluett  would  talk   to  Mr.   Weinberg  for  just  a   few  minutes,   I   am  sure  he 


1  Included  in  "appendix,  p.  13015. 
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would  appreciate  that  our  situation  is  a  difficult  one,  and  that  our  decision  has 
not  been  an  altogether  unwise  or  unfair  one. 

Acting  Chairman  King  [to  Mr.  Nehemkis].  That  controversy  seems 
to  have  been  as  to  which  would  be  the  prima  donna,  but  that  didn't 
compel  Cluett,  Peabody  to  accept  either  as  prima  donna,  they  could 
go  some  other  place  if  they  desired. 

Mr.  Nehemkis.  I  suppose  so.  As  a  result  of  further  discussions 
with  the  Cluett  people,  Mr.  Hancock,  was  it  not  generally  understood 
that  the  financing  would  be  handled  on  a  basis  of  equality  between 
Goldman,  Sachs  and  Lehman  Brothers? 

Mr.  Hancock.  There  was  at  one  time,  but  there  was  confusion  of 
thinking. 

Mr.  Nehemkis.  But  the  board  of  directors  subsequently  altered 
that  decision,  did  they  not? 

Mr.  Hancock.  Yes,  sir. 

Mr.  Nehemkis.  I  show  you  a  letter  from  yourself  to  Mr.  Palmer 
dated  May  18,  1937.  Will  you  be  good  enough  to  examine  this  letter 
and  tell  me  whether  you  recognize  it  as  a  true  copy  of  an  original  in 
your  possession  and  custody? 

Acting  Chairman  King.  Apparently  there  was  some  disagreement 
between  these  two  companies.  What  effect  would  that  disagreement 
have  upon  the  ethical,  the  moral,  or  the  legal  status? 

Mr.  Henderson.  I  think  that  the  chairman  asks  a  very  pertinent 
question.  This  testimony  shows  a  long  line  of  joint  managership, 
a  rather  unusual  one,  I  think,  in  the  history  of  American  financing. 

Acting  Chairman  King.  Based  upon  the  friendship  between  Philip 
Lehman  and  the  founder  of  Goldman  Sachs. 

Mr.  Henderson.  Philip  Lehman  and  others,  and  shows  an  intro- 
duction of  new  conditions  and  new  concepts.  While  it  may  be  per- 
sonally painful  for  some  of  these  expressions  and  these  conversa- 
tions to  be  brought  forth,  I  think  there  is  nothing  more  revealing 
than  the  explicit  and  implicit  connotations  of  some  of  these  letters. 
Certainly  if  you  studied  the  whole  prospectuses  that  come  to  S.  E.  C. 
you  would  never  get  really  to  understand  what  is  going  on  in  this 
kind  of  group  financing.  I  think  it  is  very  germane  to  have  these 
introduced. 

Acting  Chairman  King.  I  express  no  opinion  as  to  whether  it  is 
relevant  or  germane.  It  only  shows  that  human  nature  exists  among 
bankers  and  among  investment  people  as  well  as  among  lawyers 
and  representatives  of  this  committee.  We  differ  in  our  views  and 
our  concepts  in  various  policies  and  I  can  understand  that  business 
people  disagree. 

Mr.  Henderson.  If  it  served  no  purpose  other  than  showing  that 
bankers  are  human  it  is  very  pertinent.  [Laughter.]  I  think  ours 
will  stand  out  as  one  congressional  inquiry  that  undertook  to  show 
that. 

Acting  Chairman  King.  Well,  I  discovered  they  were  human  when 
I  tried  to  borrow  money.     [Laughter.] 

Mr.  Nehemkis.  I  offer  these  three  letters. 

Acting  Chairman  King.  They  may  be  received. 

(The  letters  referred  to  were  marked  respectively  "Exhibits  Nos. 
1814,  1815  and  1816"  and  are  included  in  the  appendix  on  pp.  12736- 
12739.) 
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Mr.  Nehemkis.  One  of  the  letters  which  you  have  just  been  good 
enough  to  identify  is  a  copy  of  a  letter  to  Mr.  Sanford  L.  Cluett  from 
his  father,  G.  A.  Cluett. 

Mr.  Hancock.  Not  his  father. 

Mr.  Nehemkis.  Who  is  Mr.  G.  A.  Cluett? 

Mr.  Hancock.  A  cousin,  I  believe. 

Mr.  Nehemkis.  Who  had  at  the  time  been  retired  from  the  busi- 
ness? 

Mr.  Hancock.  Yes — son  of  the  original  owner,  I  believe,  and  re- 
tired. 

Mr.  Nehemkis  [reading  from  "Exhibit  No.  1815"]  : 

I  hesitated  for  some  time  the  other  day  before  calling  you  on  the  telephone 
regarding  the  proposed  new  financing  and  I  did  so  finally  only  because  Mr. 
John  Hancock  of  Lehman  Brothers  had  urged  me  to  do  so.  Since  my  retire- 
ment from  business  some  ten  years  ago,  I  have  endeavored  scrupulously  to 
avoid  offering  advice  or  making  suggestions  to  those  who  are  now  directing 
the  affairs  of  the  company.  In  this  particular  instance,  I  thought  best  to  call 
you,  as  it  often  happens  that  the  active  directors  of  a  company  are  not 
familiar  with  arrangements  or  commitments  entered  into  by  their  predecessors. 

I  call  your  attention,  Mr.  Chairman,  to  the  next  paragraph  par- 
ticularly : 

At  the  time  the  present  company  was  organized  through  the  joint  efforts  of 
Lehman  Brothers  and  Goldman,  Sachs  and  Co.,  a  representative  of  each  bank- 
ing firm  was  elected  to  the  board.  It  was  clearly  understood  at  the  time  that 
each  firm  would  have  a  voice  in  the  financial  affairs  of  the  company  and  that 
any  new  financing  that  the  company  might  be  called  upon  to  do  in  the  future 
would  be  handled  by  both  firms. 

Mr.  Henderson.  Mr.  Nehemkis,  did  you  say  that  this  firm  was 
organized  jointly? 

Mr.  Nehemkis.  By  both  of  the  houses. 

Mr.  Henderson.  Mr.  Hancock,  is  that  correct? 

Mr.  Hancock.  He  used  an  unfortunate  word  when  he  said  "organ- 
ized."   I  think  he  referred  only  to  the  sale  of  the  securities. 

Mr.  Nehemkis.  To  use  banking  language,  Lehman  Brothers  and 
Goldman,  Sachs  sponsored  the  first  issue  of  Cluett,  Peabody. 

Mr.  Hancock.  There  might  have  been  a  change  of  name  at  that 
time  and  therefore  a  new  incorporation. 

Mr.  Nehemkis.  In  connection  with  another  letter  which  you  were 
good  enough  to  identify  for  me  and  which  is  now  in  evidence,  Mr. 
Hancock,  I  want  to  read  this  to  3'ou,  if  I  may.  This,  you  will  recall, 
is  a  letter  which  you  wrote  to  Mr.  C.  R.  Palmer. 

Mr.  Hancock.  President  of  the  company. 

Mr.  Nehemkis.  This  letter  which  I  just  read,  Senator,  was  from 
the  first  president,  who  had  been  retired  for  some  years.  This  is  Mr. 
Hancock  now  writing  to  the  present  president  [reading  from  "Ex- 
hibit No.  1814"]  : 

If  the  board  at  its  last  meeting  did  carefully  consider  and  decide  that  the 
stock  split-up  and  offering  of  rights  was  best,  then  it  should  have  considered 
its  relations  to  its  bankers  and  how  best  to  use  them  for  Cluett's  benefit. 

After  three  men,  you,  G.  A.  Cluett,  and  E.  H.  Cluett,  all  separately  told  me 
that  none  ki-'-w  a  reason  why  the  financing  should  not  be  handled  on  a  basis  of 
equality  of  the  two  banking  firms  represented  on  the  board,  and  after  R.  O. 
told  me  on  Tuesday  afternoon  that  the  board  would  drop  the  financing  unless 
it  were  so  workea  out,  and  after  Green  and  I  both  advised  that  there  was  no 
interference  to  the  company  plans  in  a  week's  delay  in  which  this  equal  basis 
could  be  agreed  upon,  I  was  confronted  on  'Wednesday,  May  12,  with  a  state- 
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ment  that  the  board  had  changed  its  mind  and  had  decided  to  go  ahead  on  its 
original  plan  which  subordinated  us  to  the  other  firm. 

I  am  ready  to  accept  the  opinion  of  the  Cluett  board  as  to  what  is  best  for 
Cluett  in  connection  with  its  relations  with  bankers,  if  the  facts  are  examined 
before  a  decision  is  reached.  In  this  case  I  doubt  that  the  facts  were  looked 
into,  and  sometime  I  want  you  to  learn  more  about  them. 

In  the  course  of  the  discussions  some  matters  have  arisen  which  I  think  are 
worth  further  consideration  so  I  am  going  to  present  one.  R.  O.  referred  to  the 
fact  that  our  difference  with  Goldman  Sachs  put  Cluett  in  a  squeeze.  I  told  him 
that  I  was  sorry  Cluett  was  in  that  position  but  that  I  had  not  put  it  there,  but 
rather  Cluett  had  put  itself  there  by  not  consulting  with  me  or  the  board  at  an 
early  date  and  before  it  made  any  commitment  to  Goldman  Sachs.  I  think  you 
will  find  R.  O.  agrees  with  my  position  on  this.  I  did  not  say  to  him  at  the 
time  but  it  is  obvious  that  Goldman  Sachs  is  using  Cluett  in  its  dispute  with  us. 
It  is  also  obvious  that  Cluett  chose  to  squeeze  me  and  be  itself  squeezed  by  sub- 
mitting to  an  unfair  demand  rather  than  squeeze  the  man  making  the  unfair 
demand.  If  he  threatened  to  resign  in  case  Cluett  did  not  give  him  undisputed 
leadership  in  its  financing,  did  he  not  control  the  Cluett  financing  by  the  threat 
which  the  Board  undoubtedly  felt  would,  if  carried  out,  harm  the  company. 
After  the  Board  took  its  position  Tuesday  and  when  it  reversed  its  position 
Wednesday  in  the  face  of  that  threat,  Cluett  surrendered  its  judgment  to  a  man 
who  was  willing  to  harm  Cluett  for  his  own  purposes.  Instead  of  threatening  to 
resign  as  I  too  might  have  done/ 1  made  no  demands  and  it  now  seems  that  I  get 
the  rough  end  of  the  stick  because  I  was  reasonable  in  my  request  for  an  equal 
position.  The  man  who  would  not  work  on  this  basis  does  not  claim  to  me  that 
my  suggestion  of  a  fair  plan  was  not  fair.  He  only  asserts  that  he  owes  no 
consideration  to  Lehman  Bros,  and  that  he  will  not  do  what  I  proposed.  If  my 
suggestion  was  not  fair,  in  fact,  then  he  should  object  to  it  on  that  ground.  I  did 
not  feel  that  I  was  asking  him  to  do  me  or  my  firm  a  favor.  I  felt  I  was  asking 
him  to  do  what  Cluett  wanted  done. 

Mr.  Hancock,  who  is  this  mysterious  "he"  and.  "him"  referred  to  in 
your  letter? 
Mr.  Hancock.  The  only  one  that  I  reca1!  is  Mr.  Weinberg. 
Mr.  Nehemkis  (reading  further  from  "Exhibit  No.  1814")  : 

I  have  been  given  no  reason  and  I  know  of  none  why  my  position  is  not  fair. 
The  net  fact  is  that  one  man  will  not  accept  my  suggestion,  regardless  of  its  fair- 
ness, and  he  governs  the  action  of  the  Cluett  Board.  When  the  Board  reversed 
its  former  position  and  accepted  his  demand,  it  made  a  decision  in  effect  that  my 
suggestion  was  not  in  the  best  interest  of  Cluett  to  accept.  It  may  have  con- 
cluded that  my  suggestion  was  not  a  fair  one.  I  do  not  accept  either  conclusion 
as  sound  or  soundly  arrived  at. 

Now,  as  to  the  purely  personal  aspects  of  the  situation,  it  was  personally 
embarrassing  to  be  left  out  of  the  discussions,  but  that  is  a  very  minor  point. 
The  main  point  is  whether  the  action  taken  by  Cluett  is  wise  and  sound  and  in 
Cluett's  best  interests. 

Acting  Chairman  King.  From  this  letter  it  appears  there  is  some 
controversy  between  your  company  and  Goldman,  Sachs,  and  you  com- 
plained because  Cluett  didn't'  accept  your  view,  and  you  blame,  as  I 
understand  your  letter,  "Weinberg  for  insinuating  himself  too  much 
into  the  activities  of  the  control  of  Cluett  Bros,  and  to  the  disadvantage 
of  your  company. 

Mr.  Hancock.  That  is  a  partial  summary ;  insofar  as  it  goes,  it  is 
accurate ;  it  isn't  the  whole  story. 

Acting  Chairman  Kino.  You  are  complaining  because  Cluett  Co. 
didn't  avail  themselves  of  your  organization  to  facilitate  the  disposi- 
tion of  their  funds,  of  their  issue. 

Mr.  Hancock.  In  the  first  place,  they  didn't  discuss  the  matter  until 
after  the  issue  had  arisen.  They  had  made  a  decision  without  dis- 
cussion. 

Acting  Chairman  King.  Didn't  they  have  the  right  to  do  that? 

Mr.  Hancock.  I  think  a  legal  right ;  yes. 
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Mr.  Henderson.  Were  you  on  the  board  at  the  time? 

Mr.  Hancock.  Yes,  sir. 

Mr.  Henderson.  But  you  were  not  present  at  any  discussions  of  the 
board  ? 

Mr.  Hancock.  No,  sir. 

Mr.  Henderson.  And  was  it  the  board,  the  management,  that  made 
the  decision  ? 

Mr.  Hancock.  I  think,  from  information  I  have  gathered  since,  that 
the  management  in  the  form  of  an  executive  committee  made  the 
decision. 

Mr.  Henderson.  And  from  that  statement  you  understood  that 
the  board  would  drop  the  financing  if  it  could  not  be  arranged  for  a 
joint  managership  ? 

Mr.  Hancock.  Came  to  me  from  a  vice  president  and  the  president 
of  the  company  at  the  time. . 

Mr.  Henderson.  Well,  now,  as  I  understand,  to  go  further,  you  said 
that  Senator  King  gave  a  partial  summary.  Included  would  be  two 
other  things  that  you  were  relying  on.  One  was  this  understanding 
that  had  been  reduced  to  a  pretty  clear  agreement,  and  the  other  was 
mentioned  not  in  your  letter,  but  in  another  which  has  been  read  into 
.He  record,1  that  it  was  clearly  understood  at  the  time  the  company  was 
or^inized  that  Sachs  and  Lehman  were  to  have  membership  on  the 
board,  and  they  were  very  clearly  to  have  quite  a  bit  to  say  about  the 
financing.    Were  you  relying  on  the  letter,  also  ? 

Mr.  Hancock.  I  didn't  know  of  .Mr.  Cluett's  statement  at  that  time, 
and  so  far  as  I  know,  there  was  no  such  agreement.  The  traditional 
practice  of  the  firm  had  been  that  they  would  ask  for  representation 
on  the  board  for  1  year,  or  the  shortest  term  for  which  directors  were 
elected,  and  then  during  that  year  the  management  or  control  was 
satisfied  with  the  representative  of  our  firm,  or  they  were  not.  If  they 
were  satisfied,  they  continued ;  if  they  were  not,  they  were  dropped. 

Mr.  Henderson.  You  are  putting  your  complaint  mainly  ?  then,  on 
the  agreement  and  on  the  lack  of  consideration  of  the  financing  on  its 
merits. 

Mr.  Hancock.  And  the  fact  that  I  had  worked  on  that  board  for  a 
longer  time  that  Mr.  Weinberg  had,  and  had  done  as  much  work,  I 
thought,  as  he  had  done.    Opinions  in  that  might  naturally  differ. 

Acting  Chairman  King.  There  is  no  question  as  to  the  right,  the 
legal  right  of  the  Cluett  board  to  give  greater  consideration  to  Gold- 
man, Sachs  than  to  your  organization. 

Mr.  Hancock.  None  whatever,  sir. 

Acting  Chairman  King.  And  there  was  no  legal  agreement  which 
would  compel  Cluett  Co.  to  accept  your  organization  as  an  underwriter 
or  as  a  coequal  partner,  if  that  is  the  proper  term,  with  Sachs  Bros,  in 
handling  their  securities. 

Mr.  Hancock.  Not  so  far  as  I  know,  sir. 

Acting  Chairman  King.  You  just  felt  there  was  a  breach  of  con- 
tract, a  breach  of  understanding  the  terms  of  which 

Mr.  Hancock  (interposing).  A  breach  of  precedent,  too,  over  the 
years. 

^'Exhibit  No.  1815." 
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Acting  Chairman  King.  But  there  was  no  agreement  under  the 
ten  <as  of  which  that  precedent  was  to  be  perpetuated  indefinitely. 

i     -Hancock.  That  is  correct. 

Mr.  O'Connell.  Mr.  Hancock,  as  I  understood  that  letter,  though, 
there  apparently  was  some  question  in  your  mind  as  to  the  propriety 
of  Mr.  Weinberg,  as  a  member  of  the  board  of  directors  of  Cluett, 
Peabody,  in  taking  the  position  he  did  as  regards  that  financing.  Did 
you  not  have  in  your  mind  the  fact  that  Mr.  Weinberg  was  in  a  dual 
position  in  that  he  was  a  member  of  the  board  of  directors  of  Cluett, 
Peabody  and  also  a  member  of  the  banking  firm  interested  in  the 
financing  of  Cluett,  Peabody? 

Mr.  Hancock.  I  don't  recall  that  I  did.  I  would  assume  in  that 
case,  as  in  every  case  where  I  am  working — I  assume  Mr.  Weinberg 
would  be  governed  by  the  same  ethics  and  standards — that  he  would 
not  have  taken  part  m  any  decision.  I  have  no  reason  to  assume, he 
did. 

Mr.  Henderson.  You  did  say,  however,  if  I  recall,  that  he  was  using 
the  Cluett  case  in  the  fight  with  you  and  putting  the  squeeze  on  you. 

Mr.  Hancock.  That  is  right. 

Mr.  Henderson.  You  did  raise  a  question  of  propriety  in  that,  did 
you  not? 

Mr.  Hancock.  I  wasn't  raising  the  question  of  propriety  as  affect- 
ing any  counter  interests  of  him  as  a  director  against  him  as  a  mem- 
ber of  the  firm  of  Goldman,  Sachs. 

Mr.  Henderson.  But  it  would  be  very  clear  in  your  mind,  would  it 
not,  that  there  would  be  a  conflict? 

Mr.  O'Connell.  There  is  one  portion  of  that  letter  that  I  would 
like  to  have  reread  that  would  illustrate  the  point  I  had  in  mind. 

ROLE  OF  DIRECTORS  WHO  ARE  INVESTMENT  BANKERS 

Acting  Chairman  King.  The  primary  obligation  of  Mr.  Weinberg 
would  be,  would  it  not,  to  Cluett  Co.  rather  than  to  Goldman,  Sachs, 
the  same  as  if  you  had  been  on  that  board;  your  primary  interest, 
duty,  would  be  to  serve  the  Cluett  Co.  rather  than  to  serve  Lehman 
Bros.? 

Mr.  Hancock.  I  wouldn't  take  a  position  in  an  individual  transac- 
tion where  I  was  on  the  two  sides. 

Mr.  Nehemkis.  You  mean  to  say  you  would  not  vote  or  participate  ? 

Mr.  Hancock.  I  would  not  participate  in  any  discussions. 

Mr.  Nehemkis.  Is  that  a  fixed  policy  of  the  House  of  Lehman,  for 
directors  to  adhere  to  that  position? 

Mr.  Hancock.  I  can't  govern  other  partners;  I  know  it  is  a  fixed 
policy  on  my  part. 

Mr.  Nehemkis.  You  are  speaking,  then,  for  Mr.  John  Hancock. 

Mr.  Hancock.  I  believe  it  is  true  for  every  other  partner,  but  I 
can't  vouch  for  it. 

Mr.  Nehemkis.  Would  you  say,  Mr.  Sachs,  that  was  the  policy  of 
the  House  of  Goldman,  Sachs,  that  partners  who  serve  as  directors 
never  participate  in  discussions  of  financing  matters  on  the  boards 
of  which  they  serve  on  the  part  of  Goldman,  Sachs? 

Mr.  Sachs.  It  seems  to  me  that  is  absolutely  a,  b,  c. 

Mr.  Nehemkis.  Are  you  sure  about  that  ?    You  are  testifying,  now. 
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Mr.  Sachs.  Yes ;  I  understand.  Certainly  I  should  think  that  when 
the  decision  came  as  to  the  accepting  of  terms  of  a  proposal  a  banking 
firm  made  that  the  director  or  partner  of  that  banking  firm  who  was 
a  director  would  be  absent  himself,  or  would  not  vote  on  that  actual 
decision. 

Mr.  Nehemkis.  You  mean  he  leaves  the  room? 

Mr.  Sachs.  In  many  instances ;  yes.  In  some  of  these  very  discus- 
sions he  wasn't  there,  he  didn't  come  to  the  board  of  directors'  meet- 
ing. 

Acting  Chairman  King.  It  seems  to  me,  even  under  the  highest 
form  of  ethics  that  if  you  or  Mr.  Hancock  were  a  director  in  Cluett 
Co.  and  a  bond  issue  were  necessary,  and  funds  were  to  be  secured,  I 
can't  see  any  impropriety  in  his  participating  with  the  board  in 
discussing  as  to  the  best  means  of  obtaining  the  funds  at  the  lowest 
price  or  the  best  price  in  the  interest  of  the  company,  but  if  a  con- 
troversy arose  as  between  determining  what  organization  should  be 
the  vendor  of  the  securities  and  the  underwriter  of  the  securities,  then 
another  question  would  arise,  but  it  would  seem  to  me  that  it  would 
be  his  duty  as  a  director,  notwithstanding  his  affiliation  with  Lehman 
Bros.,  if  he  were  on  the  board  to  give  his  best  judgment  as  to  what 
would  be  the  best  interest  of  Cluett  Co.,  and  what  course  should  be 
pursued  in  order  that  the  company  might  reap  the  highest  rewards 
and  the  best  terms  in  the  disposition  of  the  security. 

Mr.  Hancock.  Clearly  so,  Senator;  no  question. 

Mr.  Sachs.  He  would  do  that  -in  the  discussions  that  led  to  the 
final  proposal,  the  fact  that  he  made  a  proposal  to  purchase  such  and 
such  securities  he  would  participate  in  those  discussions. 

Acting  Chairman  King.  He  wouldn't  be  muzzled  in  discussing  the 
question  of  issuing  securities  in  the  best  interest  of  the  company. 

Mr.  O'Connell.  May  I  read  to  you  from  your  letter?  [Reading 
from  "Exhibit  No.  1814"] : 

If  he  threatened  to  resign  in  case  Cluett  did  not  give  him  undisputed  leader- 
ship in  its  financing,  did  he  not  control  the  Cluett  financing  by  the  threat  which 
the  Board  undoubtedly  felt  would,  if  carried  out,  harm  the  company.  After 
the  Board  took  its  position  Tuesday  and  when  it  reversed  its  position  Wednes- 
day in  the  face  of  that  threat,  Cluett  surrendered  its  judgment  to  a  man  who 
was  willing  to  harm  Cluett  for  his  own  purposes.1 

Reading  that  in  connection  with  your  testimony,  is  it  not  fair  for 
me  to  assume  that  this  conduct  described  here  is  conduct  which  you 
have  indicated  you  would  not  think  proper  for  a  member  of  the  board 
of  directors  of  your  company? 

Mr.  Hancock.  You  have  forgotten  the  first  word.  I  said  "If"  he 
did  so-and-so. 

Mr.  O'Connell.  Did  you  understand  he  did  not? 

Mr.  Hancock.  I  have  been  told  he  did  not. 

Mr.  O'Connell.  At  the  time  you  wrote  this  letter,  did  you  know 
that  he  had? 

Mr.  Hancock.  I  did  understand  at  that  time  he  had. 

Mr.  O'Connell.  If  these  facts,  as  stated,  are  correct,  it  indicates 
a  course  of  conduct  on  the  part  of  a  director  which  you  would  not 
think  proper? 

Mr.  Hancock.  Correct. 


1  For  additional  information  on  this  point,  see  letter  of  January  22,  1940,  from  Arthur 
H.  Dean  to  Peter  R.  Nehemkis,  Jr.,  enclosing  letter  of  May  25,  1937,  from  C  R.  Palmer, 
president,  Cluett,  Peabody  &  Co.  to  John  M.  Hancock,  appendix,  p.  13012. 
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Mr.  Henderson.  Mr.  Sachs,  an  underwriting  contract  is  a  contract 
to  purchase  an  issue,  is  it  not? 

Mr.  Sachs.  Yes. 

Mr.  Henderson.  An  underwriter  buys  an  issue  from  the  issuer. 
Now,  in  the  negotiations  leading  up  to  the  dealing  with  the  under- 
writer, a  man  who  is  on  the  board  of  directors  of  the  issuer  and  is  a 
partner  in  the  banking  house  does  have  a  very  serious  conflict,  does 
he  not? 

Mr.  Sachs.  Well,  in  a  sense  I  can  see  what  you  mean,  that  he  is 
a  buyer  as  a  member  of  the  banking  house  and  a  seller  as  a  director 
of  the  company;  yes,  sir. 

Mr.  Henderson.  He  does  have  a  distinct  conflict  of  interests  there? 

Mr.  Sachs.  I  know  of  no  relationship  in  life  or  in  business  in  which 
occasionally  conflicts  of  interest  don't  arise.  I  know  that  subject 
has  been  up  many  times.  You  just  can't  go  through  life,  certainly 
not  through  business  life,  without  occasional  conflicts  of  interest. 

Mr.  Henderson. 'I  agree  with  you  there.  We  occasionally  have 
them  in  government.  We  have  conflicts,  but  this  type  of  conflict 
I  am  instancing  here  is  bound  to  arise,  is  it  not,  every  time  there  is  a 
question  of  financing  when  a  member  of  an  underwriting  house  is  on 
the  board? 

COMPETITION  WITH  MARKET  CONDITIONS 

Mr.  Sachs.  Except  for  this,  and  I  think  this  is  as  good  a  place, 
if  I  may  be  permitted  to  say  it,  as  any,  that  in  these,  dealings  with 
companies  for  the  purpose  of  buying  and  then  marketing  the  securi- 
ties, we  are  always  in  competition  with  market  conditions.  We 
couldn't  attempt  for  a  moment  to  buy  an  issue  of  securities  from 
Cluett  Peabody  &  Co.  or  Sears,  Roebuck  &  Co.,  or  any  other  industrial 
or  mercantile  concern  without  being  faced  with  the  problem  that  if 
we  don't  make  the  proper  price  in  accordance  with  market  conditions, 
that  that  company  won't  accept  it  and  that  they  have  got  a  dozen  or 
25  other  investment  banking  houses  who  will  make  the  proper  price. 
In  other  words,  do  ail  the  discussion  about  competitive  bidding  that 
you  like,  these  relationships  that  we-  are  talking  of  have  always  got 
the  competition  of  the  market,  and  I  have,  if  I  may  be  permitted  to  say 
so,  followed  these  hearings  before  the  committee  for  the  last  week  or 
two,  and  I  haven't  seen  that  point  properly  brought  out.  In  25  years 
of  experience,  I  find  that  we  are  continually,  even  though  we  have 
done  business  with  Sears,  Roebuck  &  Co.  for  25  years,  in  competition 
with  the  market. 

Mr.  Nehemkis.  Mr.  Commissioner,  would  you  permit  me  to  break 
m  for  a  moment? 

Mr.  Henderson.  Yes,  sir. 

Mr.  Nehemkis.  Mr.  Sachs,  I  think  it  is  probably  fair  for  me  to 
say  that  during  the  numerous  weeks1  that  we  have  plagued  you,  you 
have  turned  over  everything  in  your  files,  have  you  not,  to  us? 

Mr.  Sachs.  As  far  as  we  have  been  requested. 

Mr.  Nehemkis.  And  I  think  it  is  also  fair  to  say,  Mr.  Hancock, 
that  your  firm,  too,  has  very  graciously  given  us  full  data  and  infor- 
mation of  everything  in  your  files  pertaining  to  this  treaty  that  we 
have  been  discussing  today.    Is  that  correct  ? 

Mr.  Hancock.  It  is  correct,  so  far  as  I  know ;  it  was  certainly  our 
intention. 

.     124491— 40— pt.  24 7 
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Mr.  Nehemkis.  We  lived  there  for  many  weeks.  Now,  I  am  liter- 
ally amazed — I  have  studied  this  correspondence  with  great  care — 
that  I  find  nowhere  in  any  of  this  correspondence  anything  that  bears 
out  the  statement  that  you  just  made,  Mr.  Sachs,  that  your  respective 
firms  were  at  any  time  concerned  with  competition  from  any  other 
house  with  reference  to  the  60  corporations  covered  by  the  appendix 
to  the  agreement. 

Mr.  Sachs.  I  can  answer  that  very  simply,  that  the  memoranda  in 
our  files,  or  the  letters,  are  just  a  fraction  of  what  goes  on  in  the 
discussions  or  in  the  placing  of  an  issue.  In  other  words,  nine-tenths 
of  it,  or  99  percent  is  done  by  word-of -mouth  discussion,  and  in  these 
discussions,  certainly  in  any  of  the  negotiations  that  I  have  had  to  do 
with  in  the  last  twenty-odd  years  of  experience,  questions  have  always 
come  up  of  price,  conditions  underlying  the  issues,  and  what  others 
would  do.  We  are  constantly  meeting  the  competition  of  the  market. 
That  hasn't  found  its  way,  it  is  quite  true,  into  the  files  because  into 
the  files  come  your  final  documents  of  agreement,  your  final  con- 
tracts, and  so  forth.  But  we  have  days  and  weeks  and  months  of 
discussion  before  we  make  an  issue. 

Acting  Chairman  King.  Let  me  ask  a  question  there.  Did  you  con- 
sider that  those  corporations  or  companies  that  have  been  referred 
to  were  bound  hook,  line,  and  sinker  to  take  their  securities,  or  rather 
to  have  you,  or  Lehman  Bros.,  handle  all  their  securities? 

Mr.  Sachs.  Most  certainly  not.  I  stated  earlier  in  the  day  that 
there  was  never  any  contractual  arrangement,  any  contract  or  con- 
tractual arrangement  between  these  companies  and  ourselves,  and  I 
presume  I  can  speak  for  Lehman  Bros,  when  I  say  that. 

Acting  Chairman  King.  Is  that  your  understanding,  Mr.  Hancock  ? 

Mr.  Hancock.  That  is  my  understanding. 

Acting  Chairman  King.  Then  each  of  those  companies  had  a  right 
to  seek  underwriters  or  investment  houses  for  the  purpose  of  handling 
their  securities  as  they  pleased. 

Mr.  Sachs.  Exactly. 

Mr.  Hancock.  Eight. 

Acting  Chairman  King.  And  was  there  competition  in  the  mar- 
kets? Did  you  encounter  prospective  or  active  competition  from 
other  investment  or  banking  houses  for  the  securities  or  underwrit- 
ings  of  issues  of  these  ? 

Mr.  Sachs.  There  were  sometimes  threat  of  competition  on  price, 
because  time  and  again  those  questions  came  up.  We  sometimes  had 
verbal  agreements  with  companies  that  we  thought  such-and-such 
would  be  the  price,  but  if  market  conditions  improved  between  the 
time  that  we  were  having  our  preliminary  discussions  and  the  final 
period  of  issue,  we  would  give  that  company  the  benefit  of  price 
simply  because  our  spread,  so-called,  was  to  be  so-and-so  much  and 
not  more. 

May  I  enlarge  on  one  other  thing? 

Acting  Chairman  King.  Proceed. 

^Mr.  Sachs.  My  associate  reminds  me  of  it.  In  connection  with  this 
Brown  Shoe  issue,  we.  bought  $4,000,000  of  394-percent  bonds.  The 
first  I  knew  that  the  Brown  Shoe  Co.,  which  company  I  was  a  directoi 
of,  was  contemplating  any  business  was  that  I  received  a  letter  from 
them  one  day  saying  that  they  had  received  an  offer  from  a  certain 
investment  banking  house  in  St.  Louis,  such-and-such  an  offer,  and 
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as  an  active  and  energetic  banker,  the  first  thing  I  did  was  to  jump  on 
the  very  next  train  and  go  to  St.  Louis.  I  certainly  had  competition 
to  get  that  business  in  that  particular  instance.  I  got  the  business; 
and  probably  would  have  gotten  it  becaase  of  the  past,  I  will  say 
frankly ;  on  equal  terms  I  probably  would  have  been  given  the  pref- 
erence, but  I  certainly  wouldn't  have  been  the  preference  on  unequal 
terms. 

Mr.  Henderson.  Leaving  out  any  discussion  of  competition,  Mr. 
Sachs — I  can  clearly  see  you  and  I  would  have  quite  a  violent  dis- 
agreement as  to  where  competition  actually  takes  place — if  I  thought 
that  over  that  period  of  years  in  those  60  firms  any  large  part  of 
business  actually  passed  on  competition,  I  would  feel  more  sympa- 
thetic to  your  present  sentiments. 

But,  getting;  away  from  that,  was  Mr.  G.  A.  Cluett  the  firstpresident 
of  the  Cluett  Peabody  Co.? 

Mr.  Sachs.  I  think  not. 

Mr.  Hancock.  An  interim  president,  after  the  original  organiza- 
tion and  before  Palmer  went  in. 

Mr.  Henderson.  He  says  in  that  letter  of  May  13,  1937,  to  Sanford 
Cluett  [reading  from  "Exhibit  No.  1815"]  : 

it  was  clearly  understood  at  the  time  each  firm  would  have  a  voice  in  the  finan- 
cial affairs  of  the  company  and  any  new  financing  that  the  company  might  be 
called  upon  to  do  in  the  future  would  be  handled  by  both  firms. 

Mr.  Sachs.  All  right;  that  was  their  general  intention,  but  there 
was  no  obligation  on  their  part. 

Mr.  Henderson.  You  mean  no  legal  obligation? 

Mr.  Sachs.  Certainly  not ;  and  if  we  hadn't  proved  satisfactory  as 
investment  bankers  and  a  satisfactory,  relationship  they  would  have 
immediately  gone  elsewhere.  Any  businessman  would  have  done  that. 
We  maintained  our  relationship  simply  by  reason  of  the  fact  that  we 
gave  good  and  efficient  service,  and  we  couldn't  have  maintained  it  for 
one  moment — Goldman,  Sachs  &  Co.  have  had  clients  in  other  depart- 
ments of  their  business  for  50  or  60  years,  and  they  couldn't  maintain 
those  relationships  if  they  didn't  perform  service. 

Mr.  Henderson.  I  am  prepared  to^accept  that. 

CONFLICTS  OF  INTEREST 

Mr.  Henderson.  I  go  on  to  this  question  of  the  conflicts  of  interest 
With  this  situation  here,  partially  foreclosed,  shall  we  say,  doesn't  a 
director  have  a  difficult  job  in  connection  with  any  new  financing? 

Mr.  Sachs.  I  am  sorry  to  disagree.    I  don't  want  to  be  controversial. 

Mr.  Henderson.  I  see  no  reason  why  you  shouldn't  be  controversial. 
This  is  an  arena  of  controversy  here. 

Acting  Chairman  King.  We  are  not  presumed  to  be  judges. 

Mr.  Sachs.  I  consider  that  the  investment-banking  business  is  a  pro- 
fession of  the  highest  professional  type.  It  has  high  standards;  it 
takes  long  experience ;  it  takes  a  lot  of  qualities  that  we  hope  some  of 
us  have.  Now,  I  don't  think  due  consideration  is  given  to  that,  and  I 
think  that  where  investment  bankers  have  attained  a  high  position  in 
their  profession  that  that  is  recognized  by  their  clients,  just  as  if  we 
have  an  attorney — we  have  no  contract  with  him;  there  are  lots  of 
other  good  attorneys ;  but  we  go  back  to  the  man  whom  we  know  and 
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the  man  that  knows  us;  the  same  thing  is  true  in  the  investment- 
banking  business. 

Acting  Chairman  King.  The  attorneys  do  not  have  a  partner  on 
your  board  ? 

Mr.  Sachs.  Attorneys  sometimes  are  on  boards. 

Mr.  Henderson.  We  are  seeking  an  analogue  here  that  he  has  used 
himself,  Mr.  Chairman.  A  legal  firm  would  have  to  have  a  partner 
on  the  board  of  Goldman,  Sachs.  I  am  just  pointing  out— is  Mr. 
Dean  [of  Sullivan  and  Cromwell]  on  your  board? 

Mr.  Sachs.  No. 

Mr.  Hancock.  But,  Mr.  Dean  has  partners  on  the  boards  of  indus- 
trial companies. 

Mr.  Henderson.  Of  what? 

Mr.  Hancock.  It  has  been  true  at  some  time 

Mr.  Henderson.  Oh,  the  partners. 

Mr.  Hancock.  On  the  boards  of  industrial  companies  for  which  his 
firm  is  general  counsel. 

Mr.  Nehemkis.  That  would  create  in  itself  a  conflict  of  interest, 
but  that  is  another  field  of  discourse. 

Mr.  Miller.  Is  Mr.  Dean  counsel  for  both  of  your  firms  ? 

Mr.  Sachs.  He  is. 

Mr.  Hancock.  At  times. 

Mr.  Sachs.  I  think  we  should  modify  that  by  saying  usually  the 
firm  of  Sullivan  and  Cromwell  are  counsel  for  both  firms;  different 
partners  in  those  firms  usually  represent  our  two  banking  houses. 

Mr.  Lubin.  Mr.  Sachs,  how  many  members  were  there  on  the  board 
ofCluettCo.? 

Mr.  Hancock.  Thirteen  or  fourteen.  I  would  like  to  make  just  one 
point  clear,  that  you  may  have  overlooked,  and  I  am  presuming  you 
can  straighten  it  out  quickly.  How  does  this  question  of  relation- 
ship or  counter-interest  arise?  The  first  time  a  piece  of  business  is 
done  ?  The  first  time  that  Cluett,  Peabody,  came  tc.  Goldman,  Sachs 
and  Lehman  Bros.,  isn't  it  a  fair  assumption  that  at  that  time,  having 
an  important  piece  of  financing  to  be  done,  that  they  had  satisfied 
themselves  and  that  these  two  firms  could  probably,  in  their  opinion 
at  least,  do  the  best  job  that  could  be  done  in  this  country  at  that  time. 

Mr.  Henderson.  I  will  accept  that. 

Mr.  Lubin.  I  don't  think  anybody  would  deny  that  fact,  but  does 
that  necessarily  mean  that  if  they  shopped  around  in  an  open  market 
that  they  may  not  have  found  somebody  who  could  have  done  it  still 
better  than  you  two? 

Mr.  Hancock.  No  ;  I  wouldn't  say  it  necessarily  meant  that,  no ;  but 
It  meant  an  independent  judgment  by  men  certainly  at  arm's  length 
at  that  stage  of  the  transaction. 

COMPETITIVE  BIDDING 

Mr.  Lubin.  I  think  that  raises  the  whole  question  of  responsibility 
of  management,  if  a  corporation  where  the  stock  is  owned  by  stock- 
holders spread  throughout  the  country,  whether  or  not  a  group  of 
that  sort  doesn't  have  a  moral,  if  not  legal,  responsibility  to  see  to  it 
that  they  are  sure  after  actual  competitive  bidding  that  they  are 
getting  the  best  returns  for  their  stockholders  and  their  organization 
that  it  is  possible  to  be  gotten. 
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Mr.  Hancock.  If  I  may  comment,  that  question  splits  itself  in  two. 
These  cases  we  are  talking  about  were  not  that  kind  of  case.  In  the 
first  place,  they  were  industrial  companies,  where  the  sale  was  made 
on  the  whole  by  the  largest  stockholder.  They  were  not  made  by  a 
management  owning  no  stock.  That  is  the  first  differentiation  on  that. 
So  there  was  found  to  be  actual  arm's-length  transaction. 

Now,  I  can  readily  conceive  that  as  of  any  minute  someone  might 
get  a  better  price  for  the  sale  of  a  security,  but  that  isn't  going  to 
mean  that  necessarily  over  the  years  it  is  the  best  thing  to  have  gotten 
a  higher  price  merely  because  it  could  have  been  gotten  at  the  moment. 

Acting  Chairman  King.  Might  have  gotten  a  higher  price  on  one 
issue  and  on  the  next  got  a  much  lower  price? 

Mr.  Hancock.  Yes ;  or  if  a  large  holder  of  securities  wants  to  deaden 
public  interest  in  securities  by  design,  the  most  effective  way  would  be 
to  try  to  sell  them  at  too  high  a  price,  so  that  the  people  who  buy  it 
the  first  time  lost  their  money  in  part,  and  the  public  will  be  chilled 
in  that  security  for  years  and  years  ahead. 

Mr.  Henderson.  Getting  past  this  initial  financing,  at  which  time 
the  issuer  accepts  the  conditions  of  the  underwriter  or  member  of  the 
board  for  a  year  and  in  succeeding  years  for  new  financing,  those 
conditions  are  not  present  and  there  is  bound  to  be  a  conflict  of 
interest,  is  there  not? 

Mr.  Hancock.  There  has  to  be;  but  it  can  relate  to  a  very  minor 
point.  It  can  relate  only  to  the  amount  of  the  spread  which  the  banker 
may  accept  as  gross  profit.  Let  me  make  an  illustration.  Suppose  a 
security  was  bought  at  a  hundred  and  sold  at  a  hundred  and  two. 
The  outside  interest  of  the  banker  is  two  points.  Now,  if  by  com- 
petitive bidding  we  forced  the  banker  to  purchase  the  security  from 
the  issuer  at  101,  and  if  the  two  points  spread  was  fair  value  for  the 
services  rendered  by  the  banker,  the  result  would  be  a  price  to  the 
public  of  103. 

Now,  who  is  wise  enough  to  say  what  is  wise  or  right  at  that 
moment  ? 

Mr.  Henderson.  I  will  tell  you  what  I  tlynk  could  have  been  the 
wisdom  there  that  could  be  well  trusted;  that  is  the  competitive  mar- 
ket, and  that  is  the  thing  on  which  America  over  a  long  period  has 
relied.  Once  there  has  been  a  determination  in  a  free  and  open  and 
competitive  market,  people  are  willing  to  lay  aside  any  kinds  of  doubts 
as  to  whether  or  not  it  is  the  fairest  price.  The  fairest  price  in  that 
situation,  Mr.  Hancock,  to  re-cite,  might  have  been  97,  and  people 
would  have  been  willing  to  accept  that  as  being  entirely  free  from 
any  doubts. 

Mr.  Hancock.  Would  they  buy  a  large  block  of  securities  at  that 
same  price  ?     Let's  take  a  concrete  case. 

Mr.  Henderson.  I  am  taking  a  market  for  the  full  amount  of  the 
issue. 

Mr.  Hancock.  That  market  doesn't  exist. 

Mr.  Nehemkis.  Mr.  Commissioner,  you  may  perhaps  have  over- 
looked at  the  moment  that  Mr.  Hancock's  firm  has  contradicted  every- 
thing he  has  been  saying,  because  they  purchased  by  competitive  bids 
the  last  successful  offering  of  the  Cincinnati  Union  Terminal  Co. 
Mr.  Hancock.  No  ;  we  didn't ;  we  purchased  the  security. 
Mr.  Nehemkis.  You  were  the  leader  of  -the  syndicate.- 
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Mr.  Hancock.  Your  fact  is  correct  but  your  conclusion  isn't.1 

Mr.  Nehemkis.  Perhaps  there  is  room  for  a  difference  of  opinion. 

Mr.  Henderson.  There  is  a  conflict  of  interest,  you  say,  but  it  is  a 
minor  matter. 

Mr.  Hancock.  There  is  a  possible  conflict,  I  will  agree,  and  it  could 
be  a  cause  of  difficulty,  unless  you  have  men  who  are  going  to  handle  it 
in  a  fair,  honest  way. 

Acting  Chairman  King.  In  your  opinion,  Mr.  Hancock,  with  re- 
spect to  those  companies  referred  to  in  this  memorandum  which  has 
been  produced,  if  all  of  those  issues,  whether  they  were  original  or 
renewals,  or  what  not,  had  been  offered  at  public  auction,  in  your 
opinion  would  the  results  to  the  company  have  been  better  than  those 
which  attended  the  disposition  of  those  securities? 

Mr.  Hancock.  I  don;t  think  over  the  long  time  they  would  have 
been.  There  might  have  been  differences  at  the  moment  in  small 
measure  for  a  short  time. 

Acting  Chairman  King.  When  you  are  auctioning  off  a  large  issue 
you  must  underwrite  it?  and  would  there  not  be  difficulties  in  finding 
companies  who  would  bid  on  it  ? 

Mr.  Hancock.  It  has  been  so  found. 

Mr.  Sachs.  I  may  interject  the  observation  that  we  are  talking,  I 
think,  or  thinking  a  good  deal  about  times  like  the  present  which  are 
what  we  know  as  seller's  markets.  There  have  been  times  when  it  has 
been  very  difficult  to  place  securities,  and  where  bankers  who  have  had 
a  continuing  relationship  with  a  company  have  had  to  put  their 
shoulder  to  the  wheel  and  take  great  financial  responsibility  in  order 
to  tide  over  a  company  over  a  difficult  situation. 

Now,  if  you  have  competitive  bidding,  there  will  be  nobody  that 
will  feel  any  responsibility  for  these  companies  that  are  being  financed, 
and  then  you  will  see  the  difficulties  and  the  losses  that  will  come  to 
security  holders  and  to  stockholders.  I  think  we  must  take  a  long 
point  of  view  instead  of  a  short  point  of  view. 

Acting  Chairman  King.  Have  there  not  been  losses  by  underwriters, 
especially  where  there  was  a  very  large  issue? 

Mr.  Sachs.  Yes,  sir".  In  1937  there  were  two  very  notable  cases, 
one  of  a  very  prominent  oil  company  and  one  of  a  steel  company. 

Acting  Chairman  King.  I  think  we  all  familiar  with  the  fact  that 
in  many  instances  the  banks  or.  investment  companies,  to  use  your 
expression,  have  put  their  shoulders  to  the  wheel,  and  to  strengthen 
the  market  have  sustained  great  losses  in  underwriting  business. 

Mr.  Nehemkis.  You  have  testified  earlier  that  you  believe  that 
your  fellow  partners  when  they  served  on  boards  of  corporations  did 
not  participate  in  discussions  or  in  the  voting  of  matters  pertaining 
lo  the  underwriting  agreements  or  the  terms,  and  so  on. 

Mr.  Sachs.  They  didn't  participate  in,  I  should  say,  the  final  vote. 
Mr.  Nehemkis.  Presumably  when  a  partner  of  your  firm — and  this 
would  be  true  of  Lehman  Bros,  as  well  as  of  any  of  the  great  banking 
houses  of  this  country — consents  to  serve  as  a  director  of  a  corpo- 
ration, the  corporation  expects  from  that  banker  his  judgment,  his 
wisdom,  his  maturity,  and  experience  in  financial  affairs,  does  it  not? 
Mr.  Sachs.  Right. 

1  Mr.  Hancock,  in  a  letfer  of  Fubruary  10,  1940,  submitted  additional  information  in 
connection  with  Ibis  pcfint.  See  appendix,  p.  13010,  paragraph  beginning  "Page  500,  first 
column,  after  your  suggestion, ."  etc.  . 


CONCENTRATION  OF  ECONOMIC  POWER  12409 

Mr.  Nehemkis.  Now  if,  as  you  have  just  testified,  a  partner  of  a 
banking  firm,  who  is  also  a  director,  has  to  withdraw  from  the  dis- 
cussion and  participation,  even  if  it  be  the  final  discussion,  hasn't  he 
created  an  absurd  situation?  He  can't  then  give  to  the  corporation 
what  it  expects  of  him,  and  he  ceases  to  be  of  any  usefulness  to  the 
board? 

Mr.  Sachs.  I  don't  think  so.  I  think  when  we  speak  of  this  with- 
drawal from  the  final  vote  it  is  just  to  lean  backward  so  that  a  man 
is  not  voting  for  a  financial  operation  in  which  he  eventually,  it  is  true, 
takes  a  responsibility,  but  also  may  be  making  a  profit. 

Mr.  Nehemkis.  So  we  now  have  this  situation,  according  to  your 
testimony,  that  all  that  really  happens  is  that  a  director  leans  back 
in  his  chair  so  that  when  the  law  clerk  draws  up  the  corporate  minutes 
he  can  write,  "did  not  participate  in  the  voting  and  did  not  partici- 
pate in  the  discussion,"  whereas,  as  a  matter  of  fact,  he  participated 
all  along  and  hence  was  involved  in  a  specific  conflict  of  interest? 

Mr.  Sachs.  No  ;  I  don't  think  it  is  quite  that  way.  Let's  look  at  it 
this  way,  that  if  there  should  be  a  close  division  in  the  board,  suppos- 
ing there  wTere  nine  directors  and  he  cast  the  fifth  vote,  he  wouldn't 
want  to  be  put  in  that  position.  He  would  want  the  directors  to  decide 
finally  without  him  actively  having  the  vote  that  woidd  put  over 
this  particular  financial  operation.  But  he  would  certainly  give  his 
best  advice  and  his  best  judgment  as  to  what  he  believed  was  best  for 
the  corporations.     I  don't  think 

Mr.  Nehemkis  (interposing).  I  think  we  have  your  position  very 
clearly. 

Mr.  Miller.  You  have  spoken  back  a  little  further  about  always 
having  the  competition  of  the  market.  I  wonder  if  the  committee  un- 
derstands just  what  you  mean  by  the  competition  of  the  market  that 
you  always  have. 

Mr.  Sachs.  I  mean  by  that  exactly  this.  If  we  are  negotiating  with 
the  General  Foods  Co.  or  any  other  company  for  the  purchase  of  its 
4y2  percent  preferred  stock,  we  have  the  competition  in  the  market  in 
that  we  know  that  other  comparable  preferred  stocks  have  dividend 
rates  of,  let  us  say  4*/2  percent,  that  they  ure  selling  in  the  market  at 
such  and  such  prices,  that  the  provisions  under  the  line  are  so  and  so, 
that  statistically  these  other  companies  compare  approximately  to  the 
company  we  are  dealing  with  in  such  and  such  a  way,  and  that  it  has 
been  customary  for  bankers  to  charge  such  and  such  a  spread.  We 
cannot  undertake  a  negotiation  in  which  we  would  be  blind  to  those 
conditions  in  the  market  in  other  securities.  That  is  what  I  mean  by 
the  competition  of  the  market.  If  we  tried  to  buy  the  General  Foods 
414  percent  preferred  stock  at  par  when  similar  stocks  were  selling  at 
106,  let  us  say,  the  General  Foods  officials  would  know  that,  and  we 
would  know  it.  In  other  words,  we  have  that  measure  before  us  every 
moment  of  the  day.     Does  that  answer  your  question  ? 

Mr.  O'Conneil.  Mr.  Sachs,  the  word  "competition"  is  really  a 
wonderful  word  and  it  means  something  different  to  various  people, 
but  I  think  you  would  agree,  would  you  not,  that  the  competition 
you  are  talking  about  is  a  different  type  of  competition  than  what  I 
would  mean  when  I  think  of  competition  between  buyers  for  an  ar- 
ticle. You  are  a  representative  of  a  buying  group,  you  are  buying 
securities.     Now,  in  the  buying  there  is  no  competition,  in  general, 
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isn't  that  correct?  You  do  not  generally,  in  this  type  of  situation 
we  have  been  discussing,  compete  with  other  buyers  in  the  commodities 
with  which  we  are  dealing? 

Mr.  Sachs.  Not  in  the  sense  that  we  all  stand  in  the  market  at  the 
same  time. 

Mr.  O'Connell.  It  is  very  different;  more  analogous  to  a  negoti- 
ated price  between  buyer  and  seller,  so  it  is  not  the  ordinary  competi- 
tive price  you  arrive  at  in  dealing  in  an  issue  of  securities. 

Mr.  Henderson.  Isn't  it  true  also  that  the  price  finally  fixed  comes 
along  after  all  the  mechanics  and  the  work  and  the  understandings 
have  been  accomplished  ?    It  is  on  the  eve  of  the  issue. 

Mr.  Sachs.  But  in  the  preliminary  discussions,  we  don't  make  a 
commitment,  but  we  give  a  general  idea  of  what  we  think  the  market 
is  and  will  be,  subject  to  slight  modification  in  the  interim  of  a  30-  or 
60-day  period. 

Mr.  Henderson.  I  would  like  you  to  be  clear,  although  I  am  grateful 
for  Mr.  Miller's  suggestion  to  you,  that  I  did  not  mean  to  suggest  for 
one  minute  that  underwriting  does  not  have  to  take  into  account  what 
the  prevailing  price  for  like  securities  is.  I  think  I  am  not  naive 
enough  to  .take  that  position.  I  think  we  have  stated  our  position  in 
terms  of  what  Mr.  O'Connell  has  said. 

Mr.  Hancock.  I  think  I  have  seen  one  case  where  negotiations  were 
in  progress  where  the  management  showed  a  tabulation  of  at  least  100 
comparable  security  issues  showing  the  price,  the  spreads,  the  char- 
acter of  the  underwriting  obligations.  I  have  seen  100  such  items 
drawn  off  the  S.  E.  C.  records. 

Mr.  Henderson.  I  think  I  can  show  you,  John,  once  that  price  has 
been  fixed  within  a  very  short  time  out  of  a  high  percentage  of 
the  cases,  the  underwriter  was  shown  to  have  guessed  wrong  as  to  what 
the  market  would  pay  for  that  particular  security. 

Mr.  Hancock.  I  would  hope  he  would  have.  He  doesn't  claim  to 
have  foresight,  you  know.    I  don't  claim  it. 

Mr.  Henderson.  That  is  a  point  in  my  argument. 

FINANCING  BY  CLFETT,  PEABODT  &  CO.,  19  3  7  1 

Mr.  Nehemkis.  Mr.  Hancock,  in  connection  with  the  Cluett,  Pea- 
body  financing,  as  the  result  of  Lehman  Bros.'  displeasure  with  the  way 
the  financing  was  finally  handled,  did  you  not  resign  from  the  board 
of  directors  ? 

Mr.  Hancock.  Yes,  sir ;  after  the  underwriting  was  finished. 

Mr.  Nehemkis.  Now,  you  have  not  identified  that  letter  before  you. 
Will  you  tell  me  if  that  is  not  a  true  and  correct  copy  of  an  original  in 
your  possession? 

Mr.  Hancock.   Yes,  sir. 

Mr.  Nehemkis.  I  should  like  to  read  the  second  paragraph  of  this 
letter  of  August  20,  1937,  from  you  to  Messrs.  Cluett,  Peabody  &  Co., 
attention  Mr.  C.  R.  Palmer : 

After  such  long  service  on  your  board  on  the  part  of  myself  and  Mr.  Lehman, 
there  cannot  longer  be  any  obligation  on  our  part  toward  the  stockholders  who 
bought  the  stock  from  us  at  the  time  of  the  original  underwriting.  Though  feeling 
free  of  any  obligation  I  have  delayed  resigning  so  that  the  underwriting  should 
be  completed  and  I  would  be  free  of  any  possible  charge  of  harming  the  company. 
My  firm  did  not  tafep  any  interest  in  the  underwriting  as  it  was  desirous  of 


1  This  subject  is  resxnnect  rom  e.  12401.  - 
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making  it  clear  that  a  possible  profit  does  not  affect  our  view  of  the  principles 
involved  in  this  case.1 

Now,  really,  did  you  not  feel  compelled  to  resign,  Mr.  Hancock, 
because  you  thought  you  would  no  longer  be  a  director  who  directed? 

Mr.  Hancock.  That  was  made  clear  in  various  parts  of  the  cor- 
respondence, and  that  was  quite  clearly  demonstrated  by  that  time. 

Mr.  Nehemkis.  In  the  committee's  "Exhibit  No.  1814,"  now  in  evi- 
dence, you  had  this  to  say  in  your  communication  of  May  18,  1937,  to 
Mr.  Palmer: 

I  have  no  desire  to  dominate  any  industrial  company  as  to  its  financing, 
but  I  do  object  to  being  asked  to  ratify  a  plan  arrived  at  as  this  one'  was. 
In  all  the  talk  of  the  last  year  that  "directors  must  direct"  and  of  the  present 
day  that  "bankers  must  not  dominate  industrial  companies"  I  feel  there  was 
need  for  very  careful  handling  of  the  problem  and  I  do  not  see  that  this 
case  had  that  kind  of  handling. 

In  other  words,  you  objected,  Mr.  Hancock,  to  the  kind  of  financ- 
ing plan  agreed  upon  by  the  company,  feeling  it  was  not  to  the  best 
interests  of  Cluett,  Peabody. 

Mr.  Hancock.  Well,  I  had  reservations  about  certain  parts  of  it, 
but  I  never  had  a  chance  to  discuss  them. 

Mr.  Nehemkis.  Yes;  yet  the  dispute  in  this  case  essentially  cen- 
tered about  whether  Lehman  Bros,  was  being  given  an  adequate 
participation  in  the  plan  of  financing  which  Lehman  Bros.,  through 
yourself,  did  not  approve  or  think  to  be  in  the  best  interests  of  the 
company. 

Mr.  Hancock.  There  were  certain  parts  of  the  plan,  as  I  recall, 
that  stood  up,  that  were  approved  in  principle.  The  matter  of  the 
handling  of  the  preferred  stock  was,  and  still  is,  a  matter  of  doubt. 

Mr.  Nehemkis.  But  when  Goldman,  Sachs  was  given  its  partic- 
ipation and  you  felt  the  company  was  not  treating  Lehman  Bros, 
the  same  as  Goldman,  Sachs,  you  therefore  resigned. 

Mr.  Hancock.  Right. 

Mr.  Nehemkis.  However,  the  corporation  did  not  have  any  in- 
tention of  eliminating  Lehman  Bros,  from  the  underwriting  group, 
did  it?  In  other  words,  the  participation  offered  Lehman  Bros, 
was  the  same  as  the  participation  that  Goldman,  Sachs  was  going 
to  take. 

Mr.  Hancock.  The  obligation  was  the  same  and  not  the  return 
for  it. 

Mr.  Nehemkis.  That  is  a  neat  way  of  putting  the  problem. 

Mr.  Hancock.  That  is  an  accurate  way  of  putting  it. 

Mr.  Nehemkis.  I  would  call  that,  if  I  may,  a  distinction  without 
a  difference. 

Mr.  Hancock.  But  I  differ  on  that  very  markedly. 

Mr.  Henderson.  I  think,  Mr.  Counsel  you  have  a  partial  point 
there.     T  want  to  be  recorded  as  partially  in  favor  of  the  witness. 

Acting  Chairman  King.  And  I  want  to  be  recorded  as  entirely 
in  favor  of  the  witness  in  that. 

Mr.  Nehemkis.  The  difference  so  far  as  the  affairs  of  the  cor- 
poration were  concerned,  between  having  Goldman,  Sachs  managers 
of  an  issue  and  having  Goldman,  Sachs  and  Lehman  Bros,  as  co- 
managers  of  an  issue,  were  really  not  matters  of  vital  corporation 
policy  so  as  to  affect  the  future  functioning  of  the  corporation? 

1  Included  in  the  appendix,  p.  13016. 
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Mr.  Hancock.  I  hope  not. 

Mr.  Nehemkis.  Even  though  Lehman  Brothers  did  not  have  its 
name  in  the  advertising  alongside  Goldman,  Sachs,  your  ability,  your 
wisdom,  had  you  remained  on  the  board,  would  still  have  been  available 
to  the  company  ? 

Mr.  Hancock.  It  still  is  on  request  today. 

Mr.  Nehemkis.  But  you  are  not  on  the  board  ? 

Mr.  Hancock.  No,  sir ;  I  am  not. 

Mr.  Nehemkis.  Now  you  will  recall  both  I,  and  I  think  Mr.  Com- 
missioner Henderson,  have  had  occasion  to  refer  to  Mr.  G.  A.  Cluett's 
letter  to  Mr.  Sanford  Cluett,  in  which  he  said  [reading  from  "Exhibit 
No.  1815"]  : 

At  the  time  the  present  company  was  organized  through  the  joint  efforts  of 
Lehman  Brothers  and  Goldman,  Sachs  &  Co.,  a  representative  of  each  banking  firm 
was  elected  to  the  board.  It  was  clearly  understood  at  the  time  that  each  firm 
would  have  a  voice  in  the  financial  affairs  of  the  company. 

Mr.  Hancock,  would  it  be  incorrect  for  the  committee  to  assume  that 
in  view  of  this  circumstance  your  concern  about  directors  who  don't 
direct,  and  bankers  dominating  industrial  concerns  was,  shall  I  say, 
somewhat  of  a  rationalization  ? 

Mr.  Hancock.  It  would  not  be  correct  to  say  that.  I  didn't  even 
know  that  letter  existed  at  the  time  and  I  don't  believe  it  is  a  factual 
statement  of  the  facts  at  the  time. 

Mr.  Nehemkis.  Mr.  G.  A.  Cluett  knew  something  about  the  affairs 
of  the  company. 

Mr.  Hancock.  I  wasn't  in  the  negotiation.  I  am  satisfied  he  wasn't 
when  the  first  sale  was  made. 

Mr.  Nehemkis.  I  am  perfectly  happy  to  accept  your  explanation. 

AGREEMENT  OF  1938 

Mr.  Nehemkis.  Mr.  Sachs,  did  not  this  internecine  warfare,  so  to 
speak,  cause  a  number  of  the  companies  for  whom  the  two  firms  had 
been  bankers  considerable  irritation? 

Mr.  Sachs.  Yes ;  a  certain  amount  of,  shall  I  say,  temporary  irrita- 
tion ? 

Mr.  Nehemkis.  And  to  repeat  your  excellent  phrase,  such  tempo- 
rary irritation,  if  permitted  to  continue,  would  eventually  create  a 
situation  where  the  business  of  both  houses  would  be  materially 
reduced. 

Mr.  Sachs.  Both  houses  ? 

Mr.  Nehemkis.  Yes ;  your  house  and  Lehman  Brothers. 

Mr.  Sachs.  Possibly. 

Mr.  Nehemkis.  Now  the  partners  of  Goldman,  Sachs  and  Lehman 
Brothers  being  essentially  statesmen,  did  they  not  determine  to  end  this 
hostility  between  the  two  firms  ? 

Mr.  Sachs.  They  did ;  yes. 

Mr.  Nehemkis.  And  the  two  houses  reached  a  rapprochement  and 
joined  hands  in  a  new  agreement  on  June  30, 1938. 

Mr.  Sachs.  That  is  correct. 

Mr.  Nehemkis.  I  show  you  an  agreement  of  June  30,  1938,  be- 
tween the  houses  of  Goldman,  Sachs  and  Lehman  Brothers.  Will 
you  be  good  enough  to  identify  it? 

Mr.  Sachs.  Yes :  that  is  it. 
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Mr.  Nehemkis.  The  document  identified  by  the  witness  is  offered 
in  evidence. 

Acting  Chairman  King.  It  may  be  received. 

(The  memorandum  referred  to  was  marked  "Exhibit  No.  1817" 
and  is  included  in  the  appendix  on  p.  12739.) 

Mr.  Nehemkis.  As  statesmen,  however,  you  were  prepared  for  any 
contingency,  so  in  article  IV  of  the  said  agreement  it  was  provided  as 
follows : 

These  arrangements  may  be  terminated  by  either  house  at  any  time  after 
January  1,  1939,  upon  three  months'  written  notice  to  the  other  house. 

Mr.  Sachs,  up  to  the  time  of  your  testimony  has  either  house  as  yet 
given  notice  of  termination? 

Mr.  Sachs.  No,  sir. 

Mr.  Henderson.  In  other  words,  the  high  contracting  parties  have 
not  denounced  under  article  IV;  is  that  it? 

Mr.  Sachs.  Not  yet. 

Mr.  Hancock.  Nor  anything  else. 

Mr.  Nehemkis.  We  might,  then,  perhaps,  appropriately  conclude 
your  testimony,  Mr.  Sachs,  in  the  words  of  Father  Divine,  "Peace, 
it's  wonderful"? 

Mr.  Sachs.  Correct. 

Acting  Chairman  King.  The  committee  stands  adjourned  until' 
10:30  tomorrow  morning. 

(Whereupon  at  3:45  o'clock  the  committee  recessed  until  10:30 
Tuesday  morning.) 
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TUESDAY,  JANUARY  9,   1940 

United  States  Senate, 
Temporary  National  Economic  Committee, 

Washington,  D.  C. 

The  committee  met  at  10 :  40  a.  m.,  pursuant  to  adjournment  on 
Monday,  January  8, 1940,  in  the  Caucus  Room,  Senate  Office  Building, 
Senator  William  H.  King  presiding. 

Present:  Senator  King  (acting  chairman);  Representative  Wil- 
liams; Messrs.  Henderson,  Lubin,  O'Connell,  and  Bracket t. 

Present  also :  Clifton  Miller,  Department  of  Commerce ;  Thomas  C. 
Blaisdell,  National  Resources  Board;  and  Peter  R.  Nehemkis,  Jr., 
special  counsel,  and  Oscar  L.  Altman,  associate  financial  economist, 
Securities  and  Exchange  Commission. 

Acting  Chairman  King.  The  committee  will  be  in  order. 

Mr.  Nehemkis.  Mr.  Edward  Greene,  will  you  take  the  witness 
stand,  please? 

Acting  Chairman  King.  Do  you  solemnly  swear  the  evidence  you 
give  in  this  hearing  shall  be  the  truth,  the  whole  truth,  and  nothing 
but  the  truth,  so  help  you  God? 

Mr.  Greene.  I  do. 

Acting  Chairman  King.  Proceed.     , 

Mr.  Henderson.  Mr.  Chairman,  in  the  presentation  this  morning, 
the  S.  E.  C.  Investment  Banking  Section,  as  I  understand  it,  is 
utilizing  this  particular  case  of  Cleveland-Cliffs  Iron  Co.  as  an 
example  of  the  difficulties  which  banks  found  in  accomplishing  the 
divorcement  that  was  intended  by  the  Banking  Act  of  1933. 

TESTIMONY  OF  EDWARD  B.   GREENE,  PRESIDENT,   CLEVELAND- 
CLIFFS  IRON  CO.,1  CLEVELAND,  OHIO 

Mr.  Nehemkis.  Mr.  Greene,  will  you  state  your  full  name  and 
address,  please? 

Mr.  Greene.  Edward  B.  Greene,  Cleveland,  Ohio. 

Mr.  Nehemkis.  Are  you  not  president  of  the  Cleveland- Cliffs  Iron 
Co.,  Mr.  Greene? 

Mr.  Greene.  I  am. 

Mr.  Nehemkis.  Does  not  the  Cleveland-Cliffs  Iron  Co.  own  major 
iron  mines  in  Lake  Superior,  and  is  it  not  one  of  the  major  ore  pro- 
ducers in  the  United  States? 

Mr.  Greene.  I  think  that  is  a  fair  statement. 


1  Mr.  Greene  previously  testified  during  hearings  on  the  iron  ore  industry  ;  see  Hearings, 
Part  18. 
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Mr.  Nehemkis.  Prior  to  your  appointment  as  president  of  the 
Cleveland-Cliffs  Iron  Co.,  had  you  not  been  a  vice  president  of  the 
Cleveland  Trust  Co.?      - 

Mr.  Greene.  I  was  chairman  of  the  executive  committee  and  vice 
president. 

Mr.  Nehemkis.  Had  not  the  Cleveland  Trust  Co.  been  a  large 
creditor  of  Cleveland-Cliffs  Iron  Co.? 

Mr.  Greene.  They  had  been  for  something  like  3  years. 

BANK  DEBT  OF  THE  COMPANY 

Mr.  Nehemkis.  Did  not  the  company  have  considerable  bank  debt 
outstanding,  occasioned  largely  by  the  purchase  of  steel  securities  ? 

Mr.  Greene.  They  had,  by  the  purchase  of  one  particular  invest- 
ment of  the  Corrigan,  McKjnney  Steel  Co. 

Mr.  Nehemkis.  Did  not  the  bank  debt  amount  to  about  $25,000,000 
held  chiefly  by  a  group  of  eight  creditor  banks? 

Mr.  Greene.  Practically  that  is  correct,  held  by  eight  banks  and 
one  or  two  others. 

Mr.  Nehemkis.  And  among  those  banks  who  were  in  a  creditor 
position  was  the  P ankers  Trust  Co.  of  New  York? 

Mr.  Greene.  Correct. 

Mr.  Nehemkis.  Mr.  Chairman,  I  offer  in  evidence  an  extract  from 
the  prospectus  of  the  Cleveland-Cliffs  Iron  Co.  in  coimection  with  the 
first  mortgage  sinking  fund  4%  percent  bonds  due  November  1,  1950, 
principal  amount  $16,500,000,  taken  from  the  registration  statement 
filed  with  the  Securities  and  Exchange  Commission. 

(The  extract  referred  to  was  marked  "Exhibit  No.  1818"  and  is 
included  in  the  appendix  on  pp.  12741.) 

Acting  Chairman  King.  How  did  you  incur  such  a  large  indebted- 
ness? 

Mr.  Greene.  The  Cleveland-Cliffs  Iron  Co.  ? 

Acting  Chairman  King.  Yes.  As  I  understand,  $25,000,000  was 
held  by  eight  banks  and  some  smaller  ones. 

Mr.  Greene.  In  March  of  1930  the  Cleveland-Cliffs  Iron  Co.  pur- 
chased a  62^  percent  interest,  or  rather  securities  that  represented 
a  62^  percent  interest,  in  the  Corrigan  McKinney  Co.  That  covered 
practically  an  investment  of  thirty-seven  and  a  half  million  dollars, 
part  of  which  was  cared  for  in  other  ways. 

Acting  Chairman  King.  You  were  on  the  stand  before  and  I  remem- 
ber some  testimony  given  respecting  the  holdings  of  the  Cleveland- 
Cliffs  Iron  Co. 

Mr.  Greene.  That  was  The  Cliffs  Corporation. 

Mr.  Nehemkis.  I  might  add,  Senator,  that  this  story  this  morning 
picks  up  where  the  committee  left  off  in  its  earlier  hearing  on  the 
subject. 

Acting  Chairman  King.  Sort  of  an  addendum. 

Mr.  Nehemkis.  You  might  call  it  that,  or  an  appendix,  as  it  were. 

Mr.  Nehemkis.  Mr.  Greene,  is  it  not  a  fact  that  you  were  really 
placed  in  charge  of  the  affairs  of  the  company  in  order  to  clean  up  this 
debt  situation  in  1933? 

Mr.  Greene.  No  ;  that  is  partially  correct  only.  I  had  been  asked 
b}r  the  banks  to  take  that  position  and  had  declined  it  until  I  was  asked 
by  the  management  to  do  so.     I  did  not  go  in  as  a  representative  of 
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the  banks.  I  went  in  at  the  request  of  the  management,  and  you  might 
say  on  account  of  representing  one  of  the  largest  interests  in  the  com- 
pany.    I  represented  a  very  substantial  interest  in  the  company. 

DISCUSSIONS  WITH  BANKERS  TRUST  CO.  WITH  REGARD  TO  A  BOND  ISSUE 

Mr.  Nehemkis.  About  the  middle  of  January  1935  did  not  the 
Bankers  Trust  Co.  of  New  York  suggest  to  you  that  it  might  be 
possible  to  refund  the  $25,000,000  of  outstanding  bank  loans  with  a 
long-term  bond  issue  ? 

Mr.  Greene.  They  did.     I  would  have  said  possibly  December  1934. 

Mr.  Nehemkis.  Had  not  the  Bankers  Trust  Co.  already  been  at 
work  on  such  a  plan  by  which  the  then  bank  creditors,  including 
Bankers  Trust,  would  take  the  first  five  or  six  million,  the  balance 
to  be  sold  wholesale  to  a  number  of  life  insurance  companies  or  invest- 
ment trusts  ? 

Mr.  Greene.  The  plan,  as  time  went  along,  between,  we  will  say, 
January  '35  and  possibly  November  of  '35,  changed  a  number  of  times. 
It  gradually  evolved  into  something  very  different  in  the  final  con- 
summation of  the  plan  that  went  through  in  December,  if  I  recall,  but 
was  agreed  upon  in  November.     Now  the  original  plan 

Mr.  Nehemkis  (interposing).  I  will  ask  you  to  develop  that  in  the 
course  of  your  testimony,  if  you  will,  Mr.  Greene. 

At  the  time  of  your  discussion,  or  discussions,  I  should  say,  with  the 
Bankers  Trust  Co.,  were  you  aware  that  the  Bankers  Trust  Co.  was 
forbidden  by  law  to  engage  in  underwriting  to  refund  an  issue  con- 
cerning which  you  were  holding  discussions  at  the  time  ? 

Mr.  Greene.  I  was  aware  of  it. 

Mr.  Nehemkis.  None  the  less  you  discussed  the  possibility  of  a  bond 
issue  with  Mr.  Tompkins,  vice'  president  of  the  Bankers  Trust  Co., 
and  other  members  of  the  staff  and  associates  of  Mr.  Tompkins. 

Mr.  Greene.  No ;  that  is  not  correct.  I  discussed  with  Mr.  Tomp- 
kins a  plan  of  their  acting  as  agent  in  disposing  of  an  issue  of  bonds 
to  other  institutions  in  which  I  was  told  they  would  not  be  interested 
and  was  told  that  they  would  not  be  acting  contrary  to  that  Banking 
Act,  and  I  understood  that  perfectly  fiom  the  first  day  on. 

Mr.  Henderson.  You  say,  Mr.  Greene,  you  were  told.  Was  that 
advice  of  counsel  ? 

Mr.  Greene.  I  discussed  it  with  Mr.  Tompkins  and  Mr.  Tompkins 
advised  me  that  their  position  as  agent  was  supported  and  approved 
by  eminent  counsel. 

Mr.  Henderson.  But  when  you  went  down  to  talk  to  Mr.  Tompkins 
you  had  not  been  advised  whether  or  not  they  could  act  as  agent: 
is  that  it  ? 

Mr.  Greene.  When  I  went  down  there,  I  didn't  exactly  know  what 
was  coming  up.     I  went  down  to  discuss  it. 

Mr.  Henderson.  You  went  down  to  discuss  the  refinancing? 

Mr.  Greene.  Yes. 

Mr.  Henderson.  So  to  that  extent  you  didn't  go  down  to  discuss  his 
agency.  I  mean  you  went  dowr  to  see  how  this  particular  perplexity 
of  yours  could  be  cleared  up. 

Mr.  Greene.  No  ;  but  what  I  meant  was  I  did  not  have  the  plan  we 
were  going  to  discuss  before  me  before  I  had  my  first  talk  with  Mr. 
Tompkins. 
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Mr.  Nehemkis.  That  evolved  as  the  result  of  a  number  of  discus- 
sions ? 

Mr.  Greene.  That  is  right.  T 

Mr.  Nehemkis.  And  it  was  only  after  you  had  formulated  a  pro- 
gram that  seemed  feasible  that^the  problem  of  whether  or  not  Bankers 
Trust  could  fulfill  that  program  was  reached,  and  it  was  at  that  point 
that  the  agency  matter  was  discussed? 

Mr.  Greene.  No;  quite  the  contrary.  That  came  up  at  the  first 
discussion,  the  very  first  discussion  which  I  think  was  the  last  week 
in  January.  In  other  words,  this  came  up  immediately  in  my  first 
talk  with  Mr.  Tompkins  and  of  course  it  was  answered.  While  it 
did  not  pertain  to  me  it  was  answered  to  the  satisfaction  of  both  of  us. 

Acting  Chairman  King.  The  situation  was  such  that  you  had  to 
have  some  financial  relief,  that  is,  these  companies  did  ?  Those  obli- 
gations were  due  and  efforts  were  being  made  to  secure  the  adoption 
of  some  plan  that  would  relieve  the  situation,  was  that  it? 

Mr.  Greene.  Of  course,  but  it  was  more  than  that.  We  were  oper- 
ating under  a%  creditors'  committee;  and  if  you  know  what  it  means 
to  operate  under  a  creditors'  committee  of  eight,  you  know  that  it  is 
rather  slow  work  and  it  is  a  condition  that  you  are  very  glad  to  reach 
the  end  of. 

Acting  Chairman  King.  So  it  was  important  that  some  disposition 
be  made  of  the  matter,  and  a  plan  worked  out  under  which  the  obliga- 
tions could  be  met  and  a  continuation  of  the  business  proceeded  with. 

Mr.  Greene.  Correct;  we  reestablish  the  credit  of  the  company; 
better  everything,  better  our  ability  to  sell. 

Mr.  Nehemkis.  At  this  time  was  there  not  under  consideration  a 
merger  of  the  Cleveland-Cliffs  Iron, Co.  and  the  Cleveland-Cliffs  Co., 
which  in  turn  held  the  Cleveland-Cliffs  Iron  Co.  common  stock? 

Mr.  Greene.  At  the  first  discussion,  that  is  correct.  We  had  been 
discussing  that  for  some  time. 

Mr.  Nehemkis.  That  is  all  I  wanted  you  to  give  me  at  this  time. 
There  was  also  under  discussion  the  merger  of  Corrigan-McKinney 
and  the  Republic  Steel  Corporation,  was  there  not? 

Mr.  Greene.  Yes ;  that  was  in  process. 

Mr.  Nehemkis.  That  was  my  question.      Your  answer  is  "yes"  ? 

Mr.  Greene.  Yes. 

Mr.  Nehemkis.  Thank  you,  sir.  Now  at  this  time  the  collateral 
under  the  Bankers  Tru^t  loan  included,  did  it  not,  directly  and  indi- 
rectly, important  holdings  of  Corrigan-McKinney  stock? 

Mr.  Greene.  At  what  time? 

Mr.  Nehemkis.  During  the  time  that  you  were  discussing  the  mat- 
ter with  th#  Bankers  Trust. 

Mr.  Greene.  Not  at  the  beginning.    Let  me  see. 

Mr.  Nehemkis.  W..s  this  true  immediately  prior  to  your  first  dis- 
cussion with  Mr.  Tompkins  ? 

Mr.  Greene.  I  don't  know  as  I  quite  understand  your  question. 
Would  you  repeat  the  first  question  ? 

Mr.  Nehemkis.  Would  the  reporter  repeat  the  first  question  I  asked 
of  the  witness,  please  ? 

(The  reporter  read  the  question:  "Now  at  this  time  the  collateral 
under  the  Bankers  Trust  loan  included,  did  it  not,  directly  and  indi- 
rectly, important  holdings  of  Corrigan-McKinney  stock?") 

Mr.  Nehemkis.  As  a  matter  of  fact,  is  it  true  or  'sn't  it? 
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Mr.  Greene.  The  answer  would  be  not  only  Corrigan-McKinney 
stock,  but  a  holding  company  that  held  Corrigan-McKinney  stock. 

Mr.  Nehemkis.  That  is  correct.  Hence,  Mr.  Greene,  the  good  will 
of  Bankers  Trust  Co.  was  essential,  was  it  not,  in  effecting  both 
mergers  ? 

Mr.  Greene.  Well,  I  wouldn't  go  so  far  as  to  say  that,  only  to 
the  extent  that  they  were  represented  on  a  creditors'  committee. 

Mr.  Nehemkis.  Now  at  the  end  of  January  1935,  after  several 
days  of  negotiations,  did  not  you  and  Mr.  Tompkins  agree  that 
Cleveland-Cliffs  Iron  Co.  would  float  an  issue  of  $24,000,000  of  first 
mortgage  and  collateral  trust  bonds,  and  that  part  of  the  proceeds 
would  be  used  to  pay  off  the  bank  creditors,  including  Bankers 
Trust  Co.? 

Mr.  Greene.  Well,  I  would  say  that  at  our  first  interview 

Mr.  Nehemkis  (interposing).  Let  me  repeat  the  question. 

Mr.  Greene.  We  did  not  reach  the  full  conclusions. 

Mr.  Nehemkis.  That  was  not  my  question.  I  made  my  question 
very  specific,  Mr.  Greene.  I  said  "At  the  end  of  January  1935,  after 
several  days  of  negotiations,"  that  was  the  question.  Can  you  answer 
my  question? 

Mr.  Greene.  The  latter  part  is  correct.  I  would  say  this.  At 
the  first  negotiation — and  I  do  not  recall  that  there  was  but  one 
session — the  agreement  was  only  that  the  Bankers  Trust  Co.  should 
endeavor  as  agent  to  place  with  one  or  more  institutions  a  loan  of 
$25,000,000,  that  that  was  as  far  as  we  got. 

Mr.  Nehemkis.  All  right.  Now  the  understanding  that  you 
reached  with  Mr.  Tompkins  was  reduced  to  writing,  was  it  not? 

Mr.  Greene.  It  was. 

AGREEMENT   OF    JANUARY    30,    193  5 

Mr.  Nehemkis.  I  show  you,  Mr.  Greene,  the  document  which 
purports  to  be  the  agreement  which  was  reduced  to  writing.  Will 
you  examine  it  and  tell  me,  if  you  recognize  the  photostat- copy  as  a 
true  and  correct  copy  of  the  origmal? 

(Acting  Chairman  King  made  an  off-the-record  remark  regarding 
the  relevancy  of  the  testimony. ) 

Mr.  Henderson.  Mr.  Chairman 

Acting  Chairman  King.  It  is  off  the  record.     Proceed. 

Mr.  Henderson.  Mr.  Chairman,  I  think  your  statement,  however, 
makes  it  almost  incumbent  on  me  to  say  that  I  think  that  as  we  go 
forward  in  this  presentation,  the  relevancy  will  be  very  clear.  In 
this  particular  case,  Bankers  Trust  held  part  of  the  loan,  this 
$25,000,000. 

Mr.  Nehemkis  (interposing).  Mark  this  and  return  it. 

(The  agreement  referred  to  was  marked  "Exhibit  No.  1819"  and  is 
included  in  the  appendix  on  p.  12741.) 

Mr.  Henderson  (continuing) .  There  had  been  an  act  passed  by  the 
Congress  of  the  United  States  which  was  intended  to  separate,  as  you 
know,  underwriting  from  banking,  and  Mr.  Greene  went  to,  he 
Bankers  Trust,  and  there  was  entered  into  this  agreement  which  has 
been  offered  in  evidence  here 

Mr.  Nehemkis  (interposing).  It  is  being  marked  for  identification, 
sir. 

124491— 40— pt.  24 8 
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Mr.  Henderson.  Which  poses  the  question  that  I  stated  at  the  be- 
ginning of  this  hearing.  If  at  any  time  in  the  proceedings  it  is  not 
clear  that  that  is  relevant  I  will  be  perfectly  willing  to  withdraw 
the  entire  hearing. 

Mr.  Nehemkis.  As  the  Senator  knows,  the  question  of  relevancy 
always  relates  to  counsel's  work,  and  the  Senator  is  too  distinguished 
a  lawyer  to  want  me,  a  much  younger  man,  to  proceed  without  laying 
a  very  careful  foundation. 

Acting  Chairman  King.  I  assume  from  what  Mr.  Henderson — I  beg 
your  pardon — the  Commissioner  has  just  stated  that  it  deals  with  the 
question  of  a  possible  infraction  of  the  law  calling  for  separation  of 
banking. 

Mr.  Henderson.  I  said  the  difficulty  that  confronted  the  bank 
which  formerly  occupied  a  dual  position  and  it  was  not  intended  to 
have  a  separation. 

If  you  will  recall,  Senator  King,  you  were  not  here  at  the  begin- 
ning of  the  investment-banking  hearings.  We  are  undertaking  to 
present  almost  as  complete  a  case  as  if  we  were  on  trial.  We  could 
shorten  it  very  considerably,  but  I  think,  in  fairness  to  the  witnesses, 
that  there  ought  to  be  a  full  documentation  of  the  things  presented 
here. 

Mr.  Nehemkis.  According  to  the  terms  of  that  agreement,  the 
Cleveland-Cliffs  Iron  Co.  contemplated  a  merger  or  consolidation 
with  the  Cliffs  Corporation,  which  owned  all  of  its  common  stock, 
did  it  not? 

Mr.  Greene.  I  would  say  the  management  contemplated  that. 

Mr.  Nehemkis.  As  part  of  this  merger  or  consolidation,  did  not 
Cleveland-Cliffs  Iron  Co.  propose  to  issue  some  $24,000,000  of  first- 
mortgage  and  collateral-trust  bonds? 

Mr.  Greene.  Either  $24,000,000  or  $25,000,000. 

Mr.  Nehemkis.  Which  is  it? 

Mr.  Greene.  Well,  I  will  have  to  refer  to  that.  The  amount  that 
was 

Mr.  Greene.  Very  well. 

Mr.  Nehemkis  (interposing).  Suppose  you  accept  my  figures,  sub- 
ject to  later  correction. 

PARAGRAPH  7  OF  THE  AGREEMENT  OF  JAN.  30,  19  3  5 

Mr.  Nehemkis.  1  read  to  you  now  paragraph  7  of  this  agreement 
which  was  entered  into  by  the  respective  parties.     It  reads  as  follows. 
Acting  Chairman  King.  Has  he  identified  that  ? 
Mr.  Nehemkis.  He  has,  sir.     [Reading  from  "Exhibit  No.  1819"]  : 

You  [that  is  to  say,  the  Bankers  Trust  Company]  are  to  use  your  best  efforts 
to  secure  a  group  or  syndicate  of  investors  who  will  purchase  the  entire  issue 
of  said  bonds  as  above  stated,  or  who  will  enter  into  an  underwriting  agreement 
in  form  acceptable  to  us  [that  is,  Cleveland  Cliffs]  for  the  purchase  of  the 
entire  issue  of  said  bonds. 

I  want  you  to  pay  rather  careful  attention,  if  you  will,  Mr.  Greene, 
to  the  next  sentence  [reading  from  "Exhibit  No.  1819"]  : 

You  shall  not  be  liable  under  any  conditions  for  your  failure  to  secure  the 
group  or  syndicate  referred  to  above  or  for  the  purchase  yourselves  or  for  the 
underwriting  of  all  or  any  part  of  said  bonds. 

End  of  the  quotation  from  article  7  of  the  agreement. 
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Would  you  be  good  enough  to  explain  the  occasion  for  the  inclu- 
sion of  the  last  part  of  this  provision  limiting  the  liability  of  the 
bank,  which  I  have  just  read  to  you? 

Mr.  Greene.  Well,  the  contract  was  prepared  by  the  Bankers  Trust 
Co.  and  at  that  time  we  had  no  definite  plan;  it  was  merely  that 
they  as  agents  were  going  to  endeavor  to  place  a  bond  issue  of  an 
amount  to  pay  off  what  we  called  our  special  bank  loan  and  relieve  the 
company  from  its  short-time  loans,  and  just  how  it  was  to  be  done 
wasn't  then  determined. 

Mr.  Nehemkis.  Mr..  Greene,  may  I  ask  whether  Mr.  Tompkins 
was  not  responsible  for  the  inclusion  of  that  provision? 

Mr.  Greene.  Well,  I  think  he  was — no  more  than  the  rest  of  them. 
Mr.  Tompkins  or  his  department  drew  that  informal  agreement. 

Mr.  Nehemkis.  May  I  as!  whether  you  insisted  upon  that  particu- 
lar provision;  was  it  a  suggestion  that  came  from  you? 

Mr.  Greene.  Not  that  portion.  The  whole  agreement  was  drawn 
by  Mr.  Tompkins,  or  his  department,  the  whole  agreement.  It 
wasn't  that  Mr.  Tompkins  drew  that;  the  whole  agreement  was 
drawn 

Mr.  Nehemkis.  Then  just  to  summarize  briefly  in  response  to  my 
first  question  to  you,  the  particular  provision  which  I  am  now  ques- 
tioning you  about  was  not  incorporated  into  the  contract  at  your 
request,  but  rather  at  the  insistence  of  Mr.  Tompkins.  That  is  what 
you  have  just  testified,  substantially. 

Mr.  Greene.  That  is  correct,  but  that  leaves  the  impression  that 
I  might  have  drawn  the  rest  of  it,  and  he  might  have  put  that  in. 

Mr.  Nehemkis.  I  quite  understand  that  the  whole  agreement  was 
drawn  at  the  instance  of  the  Bankers  Trust  Co.,  and  while  we  are 
discussing  the  agreement,  do  you  happen  to  know  the  firm  of  counsel 
that  was  responsible  for  fhe  drafting  of  that  agreement  ? 

Mr.  Greene.  I  don't  think  I  could  tell  you. 

Mr.  Nehemkis.  If  I  mention  to  you  White  and  Case,  would  that 
help  you?- 

Mr.  Greene.  I  only  recall  that  White  and  Case  quoted  to  me  as 
approving  of  their  acting  as  agenfcs  ki  this  matter. 

Acting  Chairman  King.  Reported  to  you  as  approving? 

Mr.  Greene."  In  my  conversation  with  Mr.  Tompkins  when  we  were 
discussing  the  question  of  the  Banking  Act  of  1933,  the  question  of 
their  acting  as  agent  in  such  a  matter,  it  was  quoted  to  me  that  Bankers 
Trust  had  been  advised  by  their  counsel  that  they  were  acting  well 
within  their  rights. 

Acting  Chairman  King.  For  my  own  information,  as  I  understand 
the  situation — if  I  am  in  error  I  want  to  be  corrected — the  companies 
that  you  represented,  temporarily,  I  suppose,  owed  about  $25,000,000, 
and  the  Bankers  Trust  Co.  was  one  of  the  creditors,.  The  obligations 
were  due,  they  were  short-term  obligations,  and  it  was  believed  neces- 
sary to  adjust  the  situation  and  to  get  a  .new  financing  plan  adopted. 
The  Bankers  Trust  Co.  owned  about  one-eighth  of  the  $25,000,000 
obligation. 

Mr.  Greene.  About  one-sixth. 

Acting  Chairman  King.  And  the  rest  of  it  was  held  by  other  banks. 

Mr.  Greene.  Mostly  by  seven  other  banks,  and  two  individuals  or 
other  corporations. 
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Acting  Chairman  King.  And  yon  went  to  the  Bankers  Trust  Co.  for 
the  purpose  of  discussing  the  steps  necessary  to  be  taken  in  order  to 
accomplish  the  desire,  namely,  to  convert  the  short  terms  into  long 
terms  or  to  make  some  arrangement  to  meet  the  situation  which  was 
then  developed. 

Mr.  Greene.  That  is  a  correct  general  statement  of  the  situation. 

Mr.  Nehemkis.  Mr.  Greene,  did  you  understand  by  this  provision, 
paragraph  7,1  which  we  have  been  discussing,  that  Bankers  Trust  Co.. 
in  fact,  couid  take  a  share  on  original  terms  of  the  bonds  which  were 
to  be  underwritten  but  that  they  were  not  liable  to  you  if  they  did  not? 

Mr.  Greene.  I  don't  think  I  gave  it  any  particular  thought. 

Mr.  Nehemkis.  Did  not  this  provision  that  we  have  been  discussing, 
article  7,  give  Bankers  Trust  Co.  all  of  the  advantages  of  an  under- 
writer with  none  of  the  risks  ? 

Did  you  happen  to  think  of  that  ? 

Mr.  Greene.  I  am  quite  sure  my  mind  was  entirely  devoted  to  the 
troubles  of  getting  a  company  that  had  a  $25,000,000  short-term  loan 
on  its  hands  with  four  or  five  million  of  regular  indebtedness,  my 
thoughts  were  more  than  occupied  with  that  problem. 

Mr.  Nehemkis.  You  left  the  details,  the  mechanics  of  providing 
for  those  arrangements,  to  your  friend  Mr.  Tompkins  ? 

Mr.  Greene.  Well,  I  think  very  properly. 

Mr.  Nehemkis.  I  wasn't  inferring  in  the  slightest,  Mr.  Greene,  and 
don't  want  you  to  think  for  a  minute  that  I  had  any  other  thought 
in  mind.  I  want  to  continue  reading  from  the  contract  that  you 
entered  into  with  the  Bankers  Trust,  and  I  now  quote  [reading  from 
"Exhibit  No.  1819"]  : 

Upon  the  purchase  by  said  group  or  syndicate  of  the  entire  issue  of  said  bonds, 
or  upon  the  sale  of  said  entire  issue  of  bonds  under  said  underwriting  agree- 
ment, we  [meaning  Cleveland  Cliffs]  agree  to  pay  to  you  [meaning  Bankers 
Trust]  for  your  services  hereunder  in  cash,  a  fee  of  one  per  cent  (1%)  of  the 
entire  principal  amount  of  said  bonds. 

Mr.  Greene,  what  return  did  Cleveland-Cliffs  expect  from  Bankers 
Trust  Co.  for  this'  fee  of  $240,000;  that  is  to  say,  1  percent  of 
$24,000,000? 

Mr.  Greene.  We  expected  that  placing  of  a  $24,000,000  or  $25,- 
000,000  bond  issue  at  a  1-percent  feei — now,  the  cost  of  the  Cleveland- 
Cliffs  for  their  credit  situation  at  that  time,  that  was  a  very  satisfac- 
tory arrangement.  In  other  words,  that  was,  in  our  opinion,  better 
than  we  had  expected  to  get  at  that-time. 

Mr.  Henderson.  That  is,  you  expected  that  this  fee,  without  the 
risks  that  were  specifically  eliminated  in  the  contract,  would  be  worth 
while  to  the  Cleveland-Cliffs  if  they  could  in  some  manner  get  an 
underwriting  group  to  handle  the  thing  for  you. 

Mr.  Greene.  That  is  it  exactly. 

Mr.  Henderson.  You  expected  to  pay  the  underwriting  fee  in  addi- 
tion to  this. 

Mr.' Greene.  Oh,  no;  no;  that  is  the  point.  At  this  time  this  was 
to  be  a  placing  of  this  entire  issue  at  par,  and  we  would  get  all  the 
proceeds. 

Mr.  Henderson.  This  would  be  the  sum  total  of  the  expenses. 


1  "Exhibit  No.  1819." 
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Mr.  Greene.  Then  we  pay  the  Bankers  as  agent  a  fee  for  services. 
Now,  I  think  Ave  ought  to  state  here  so  that  the  members  of  the  Com- 
mission will  have  those  facts  in  mind  that  this  contract  was  never 
carried  out  and  was  declared  by  both  parties  to  it  to  be  out  the  window 
some  time  in  the  spring,  so  that  we  are  discussing  a  contract,  or  really 
not  a  contract,  a  memorandum,  which  in  fact  was  never  carried  out. 

Mr.  Nehemkis.  We  will  develop  that  in  due  course,  Mr.  Chairman. 
I  would  prefer  that  the  witness  confine  himself  to  the  questions  imme- 
diately directed  to  him  and  as  is  our  usual  procedure,  he  is  at  liberty 
to  make  statements  after  the  line  of  inquiry  has  been  developed. 

Acting  Chairman  King.  It  seems  to  me  if  this  contract  was  never 
carried  out  it  is  not  very  material  to  proceed  with  it. 

Mr.  Nehemkis.  I  don't  like  to  take  issue  with  the  statement  of  the 
witness,  but  that  is  not,  strictly  speaking,  a  correct  statement,  as  the 
evidence  will  show. 

Acting  Chairman  King.  Then  proceed. 

Mr.  Nehemkis.  Mr.  Greene,  I  show  you  a  memorandum  which  pur- 
ports to  have  been  prepared  by  you  dated  June  28,  1935.  Will  you 
examine  this  and  tell  me  whether  you  recognize  it  as  a  true  and  cor- 
rect copy? 

Mr.  Greene.  It  is. 

Mr.  Nehemkis.  The  memorandum  identified  by  the  witness,  may  it 
please  the  committee,  is  offered  in  evidence. 

(The  document  referred  to  was  marked  "Exhibit  1820"  and  is 
ncluded  in  the  appendix  on  p.  12743.) 

SIGNING  THE  AGREEMENT  OF  JANUARY  3  0,  193  5 

Mr.  Nehemkis.  Now,  Mr.  Greene,  were  you  not  somewhat  reluctant 
to  execute  the  contract  to  which  reference  has  been  made? 

Mr.  Greene.  Well,  I  was  reluctant  only  because  the  matter  hadn't 
been  submitted  to  the  board  of  directors.  I  covered  that  point  by 
writing  above  the  signature 

Mr.  Nehemkis  (interposing).  I  will  come  to  that  in  just  a 
moment. 

Mr.  Greene.  Well,  I  can't  answer  your  question.  You  asked  if  I 
wasn't  reluctant.  I  wasn't  reluctant  to  execute  the  contract  as  it  is 
drawn  with  a  memorandum  included  in  it. 

Mr.  Nehemkis.  Correct. 

Mr.  Greene.  I  had  to  explain  that,  Mr.  Nehemkis. 

Mr.  Nehemkis.  Fine;  thank  you,  sir.  Now,  you  also  wrote  in  the 
memorandum  which  you  identified  and  which  is  now  in  evidence  as 
follows  [reading  from  "Exhibit  No.  1820"]  : 

At  the  time  this  contract  was  drawn,  the  writer  assumed  that  he  would  take 
it  to  Cleveland  and  submit,  i*  to  the  Board  and  execute  it  only  after  approval  by 
the  Board.  Mr.  Tompkins  objected  to  this  procedure  and  wanted  the  writer 
to  sign  it  at  this  time. 

In  other  words,  Mr.  Tompkins  insisted  upon  your  executing  the 
contract. 

Mr.  Greene.  Mr.  Tompkins  regarded  that  as  more  or  less — and  I 
did,  too — as  a  personal  memorandum  between  the  two  of  us,  as  a 
matter  of  good  faith  on  my  part  to  recommend  such  a  plan  to  the 
Board,  which  I  was  not  on^y  willing  to  do  but  very  eager  to  do. 


12424       CONCENTRATION  OF  ECONOMIC  POWER 

Mr.  Nehemkis.  Mr.  Greene,  do  I  understand  you  correctly  to  say 
that  this  seven-page  document  which  I  show  you,  drafted  by  the  law 
firm  of  White  and  Case,  together  with  a  formal  letter  of  transmittal 
approving  this  contract  as  to  form  was  regarded  by  you  and  Mr. 
Tompkins,  the  principals,  as  an  informal  document? 

Mr.  Greene.  I  not  only  do,  but  I  said  so  to  Mr.  Tompkins. 

Mr.  Nehemkis.  I  just  wanted  to  be  sure  I  thoroughly  understood 
you  on  the  point.  You  continue  in  the  memorandum  which  you 
identified  a  moment  ago  as  follows  [reading  further  from  "Exhibit 
No.  1820"]  : 

I  explained  to  him  that  I  had  no  authority  to  do  so  and  that  my  signature 
would  not  be  binding  on  the  company  and  would  only  be  a  matter  of  good 
faith  on  my  part  to  exert  my  best  efforts  to  secure  the  approval  of  the  Board. 

Now,  Mr.  Greene,  your  previous  statement  becomes  relevant.  Under 
these  circumstances  you  inserted  above  your  signature  the  following, 
"Subject  to  approval  of  the  board  of  directors."  That  is  correct, 
isn't  it? 

Mr.  Greene.  That  is  correct. 

Mr.  Nehemkis.  Now,  you  further  wrote  in  your  memorandum 
which  you  have  identified  and  which  is  in  evidence  as  follows  Tread- 
ing from  "Exhibit  No.  1820"]  : 

Mr.  Tompkins  stated  this  was  entirely  agreeable  to  him  and  \.  ^ed  it  signed 
with  that  understanding.  After  some  further  protest  the  wrik  signed  the 
instrument  but  wrote  in  above  his  signature  "Subject  to  the  app  '1  of  the 
Board  of  Directors." 

Now,  can  you  tell  me,  Mr.  Greene,  why  Mr.  Tompkins  wanteu  to 
sign  that  agreement  before  you  left  New  York  City  ? 

Mr.  Greene.  Well,  I  think  I  can.  He  was  thoroughly  familiar 
with  the  Cleveland-Cliffs  situation.  He  felt  that  the  matter  oi 
time  was  important,  and  he  felt  that  if  he  had  a  commitment  on 
the  part  of  the  president  of  the  company,  even  though  it  was  an  in- 
formal understanding,  that  that  would  enable  him  in  a  better  way 
to  approach  the  institutions  who  would  be  the  purchasers  of  this 
issue.  In  other  words,  until  he  had  something  in  writing  it  probably 
put  him  in  a  weak  position  to  approach  those  institutions  he  had  in 
mind,  which  I  assume  were  insurance  companies. 

Mr.  Nehemkis.  Mr.  Greene,  I  show  you  the  contract  of  January 
1935,  which  has  been  previously  identified  by  you,  and  ask  whether 
that  is  not  your  signature,  "E.  J.  Greene,  President." 

Mr.  Greene.  It  is  E.  B.    That  is  my  signature. 

Mr.  Nehemkis.  Is  that  your  handwriting  immediately  above  your 
signature  which  reads,  "Subject  to  the  approval  of  the  Board  of 
Directors"? 

Mr.  Greene.  That  is  a  photostatic  copy  of  my  writing. 

Mr.  Henderson.  You  signed  this  as  president  and  also  subject  to 
approval  of  the  Board  of  Directors. 

Mr.  Greene.  Yes. 

Mr.  Henderson.  Did  you  sign  that  "Subject  to  the  approval  of  the 
Board  of  Directors"  standing  up,  or  were  you  mad,  or  something  at 
the  time  ? 

Mr.  Greene.  Oh,  no,  indeed;  it  was  a  very  happy  occasion  as  far 
as  I  was  concerned. 

Mr.  Henderson.  Maybe  it  registers  happiness,-*then. 
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Mr.  Nehemkis.  In  these  negotiations,  Mr.  Greene,  did  you  not  con- 
sider the  Bankers  Trust  Co.  was  your  agent  acting  in  behalf  of  the 
Cleveland-Cliffs  Iron  Co.? 

Mr.  Greene.  I  think  that  is  what  I  considered. 

Mr.  Nehemkis.  And  as  agent,  Bankers  Trust  Co.  was  to  organize 
a  syndicate  to  underwrite  a  bond  issue  for  Cleveland-Cliffs  Iron  Co. 

Mr.  Greene.  You  may  call  it  a  syndicate — a  group  of  institutions. 

Mr.  Nehemkis.  It  is  the  same  thing,  I  believe. 

Mr.  Greene.  Yes. 

Mr.  Nehemkis.  I  want  to  read  to  you  from  a  memorandum  which 
you  previously  identified  and  which  is  in  evidence,  as  follows:  The 
caption  of  this  memorandum  which  you  will  recall  has  the  following 
[reading  from  "Exhibit  No.  1820"]  : 

Brief  summary  of  Negotiations  with  Bankers  Trust  Company,  represented 
throughout  by  Mr.  B.  A.  Tompkins,  and  at  times  by  Dana  Kelly  and  Mr.  Graham, 
and  also  Lehman  Brothers  represented  by  Mr.  Gutman  and  Mr.  Szold. 

And  then  on  page  1  of  the  memorandum  there  appears  the  following : 

A  few  days  after  the  extension  was  granted  the  writer  returned  to  New  York 
and  took  the  matter  up  with  Mr.  Tompkins  and  his  associates — 

And  then  on  page  2  appears  the  following  [reading  further]  : 

Mr.  Tompkins  stated  this  was  entirely  agreeable  to  him  and  wanted  it  signed 
with  that  understanding. 

So  that  at  these  conferences  with  your  agent,  Bankers  Trust  Co., 
there  were  also  present  investment  banking  firms  who  likewise  par- 
ticipated in  the  negotiations.  Is  that  correct  in  accordance  with  your 
memorandum  ? 

Mr.  Greene.  Well,  that,  unless  I  am  rather  permitted  to  tell  the 
story,  it  is  hard  to  answer  your  question.  This  is  another  deal.  This 
is  a  gradual  evolving  of  this  deal  into  the  thing  that  couldn't  be  ac- 
complished and  then  we  began  to  explore  other  things,  and  you  are 
getting  into  either  the  second  or  third  phase  of  it. 

Mr.  Nehemkis.  In  1934,  had  not  some  -of  the  partners  of  Field, 
Glore  &  Co.,  suggested  to  you  that  their  firm  might  be  interested  in 
financing  Cleveland-Cliffs  ? 

Mr.  Greene.  I  can't  remember  the  specific  occasion,  but  I  am  in- 
clined to  think  that  is  correct. 

Mr.  Nehemkis.  Is  it  not  a  fact,  Mr.  Greene,  that  Hayden,  Stone  & 
Co.,  a  firm  of  investment  bankers  in  New  York,  had  been  in  contact 
with  Mr.  Mather,  a  large  stockholder  in  Cleveland-Cliffs  with  refer- 
ence to  buying  a  block  of  his  stock  ? 

Mr.  Greene.  I  think  they  had  bought  a  block  of  both  kinds  of  stock. 

Mr.  Nehemkis.  Had  not  Hayden,  Stone  &  Co.  also  been  in  contact 
with  you  in  regard  to  possible  Cleveland-Cliffs  financing  prior  to  the 
time  you  entered  into  the  contract  with  Bankers  Trust  Co.  ? 

Mr.  Greene.  I  think  not ;  I  believe  that  the  discussions  that  I  had 
with  the  man  who  might  be  said  to  represent  the  Charles  Hayden  in- 
terests  (they  are  a  group  of  things)  were  mainly  interested  in  the 
question  of  the  terms  of  a  possible  merger  between  Cleveland-Cliffs 
and  Cliffs.  I  believe  Bankers  Trust  were  the  first  one  in  a  concrete 
and  important  way  to  take  up  the  question  of  financing  our  loan.  I 
do  not  think  that  Hayden,  Stone  or  Charles  Hayden  interests  had  up 
to  the  time  of  January  1935,  ever  been  specific  about  any  possibility 
of  financing. 


12426       CONCENTRATION  OF  ECONOMIC  POWER 

mr.  greene's  suggestions  for  the  underwriting  group 

Mr.  Nehemkis.  Did  you  not  ask  Mr.  Tompkins  to  include  Hayden, 
Stone  in  the  final  underwriting  syndicate? 

Mr.  Greene.  Now,  you  are  getting  again  into  the  next  phase  and 
the  one  after  the  plan  as  outlined  in  that  informal  agreement. 

Mr.  Nehemkis.  Which  informal  agreement,  the  seven-page  legal 
document  that  I  waved  up  here  a  moment  ago  ? x 

Mr.  Greene.  Yes;  the  one  that  I  said  was  subject  to  approval  of 
the  Board  of  Directors.  It  was  after  that  plan  was  entirely  given 
up  that  we  got  into  other  discussions  and  other  possibilities  and  at 
that  time,  it  is  true  that  I  suggested  not  only  Hayden,  Stone,  but 
Kuhn,  Loeb  and  Field,  Glore. 

Acting  Chairman  King.  What  do  you  mean  by  the  words  "given 
up"  after  that  contract  Mr.  Nehemkis  said  he  waved  before  you  ? 
What  do  you  mean  by  "given  up"?  You  regarded  it,  as  I  under- 
stood you  in  your  testimony,  as  an  informal  understanding  or  con- 
tract or  agreement  that  had  to  be  subject  to  the  approval  of  the 
Board  and  then  you  state  now  it  was  given,  as  I  understand  you, 
that  the  plan  that  was  outlined  in  that  informal  agreement  was 
given  up. 

Mr.  Greene.  The  story,  and  I  won't  go  into  any  more  particulars 
than  necessary  to  answer  your  question,  Senator  King,  the  situation 
was  this:  In  the  mining  business,  while  there  is  a  parent  company, 
it  is  very  necessary  to  have  a  great  many  subsidiary  mining  com- 
panies for  the  reason  that  you  often  tie  in  minor  interests ;  conse- 
quently, when  we  came  to  take  this  matter  up,  our  bankers  or  agent 
took  it  up,  either  one.  We  found  that  the  relationship  between  our 
property,  which  was  represented  by  land  in  fee  and  that  which  is  rep- 
resented by  the  stocks  of  mining  companies,  were  not  in  the  propor- 
tion that  the  regulations  required  for  insurance  companies  of  the 
State  of  New  York.  That  was  a  very  big  obstacle,  and  led  to  some 
considerable  discussions  and  study  of  our  figures.  In  addition,  in 
February,  the  Federal  Government  filed  a  suit  against  Kepublic  and 
against  the  merger,  and  our  attorneys  felt  that  we  should  make  no 
move  in  the  way  of  attempting  to  consolidate  Cleveland-Cliffs  and 
Cliffs  Corporation  until  that  litigation  at  least  Avas  tried.  For  those 
two  reasons,  the  financing  as  outlined  in  this  seven-page  document 
had  to  be  given  up  for  the  time,  and  then  we  began  to  discuss  the 
other  means  of  financing,  and  that  led  to  an  entirely  different  situa- 
tion, and  the  question  that  Mr.  Nehemkis  has  asked  me  a  couple  of 
times  refers  to  that  second  phase,  and  I  couldn't  very  well  go  from 
one  to  the  other  without  explaining  that  that  developed  after  we 
gave  up  the  possibility  of  this  entire  thing,  so  that  we  approached  it 
from  an  entirely  different  way  and  in  the  way  of  going  to  the  regu- 
lar investment  bankers  in  the  standard  or  conventional  way. 

Mr.  Nehemkis.  You  testified  a  moment  ago,  Mr.  Greene,  that  you 
asked  the  Bankers  Trust  Co.  to  include  Hayden,  Stone  &  Co.,  Field, 
Glore  &  Co.,  and  Kuhn,  Loeb  &  Co.,  did  you  not? 
Mr.  Greene.  I  did. 

Mr.  Nehemkis.  Now,  had  not  all  three  of  these  investment  banking 
firms  had  dealings  with  Cleveland-Cliffs  at  one  time  or  other  in  the 

past,  or  its  associated  companies? 

*d)ibit  No.  1819." 
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Mr.  Greene.  That  is  correct,  and  that  is  why  I  suggested,  I  didn't 
limit  it.  I  just  said  it  wasn't  up  to  me  to  indicate  only  those  that 
should  be  in  the  group,  but  I  did  want  those  three  given  the  invita- 
tion, that  was  all. 

Mr.  Nehemkis.  And  in  view  of  the  previous  association  of  these 
three  investment  banking  firms  with  the  interests  of  Cleveland-Cliffs, 
they  might,  perhaps,  by  the  customs  and  mores  of  the  investment 
banking  world,  be  said  to  have  had  an  interest  in  Cleveland-Cliffs 
financing? 

Mr.  Greene.  I  don't  exactly  know  what  you  mean  by  interest. 

Mr.  Nehemkis.  I  mean  they  were  concerned  about  it,  they  had  ren- 
dered previous  services  to  your  companies  and  therefore  tfcey  were 
interested  in  anything  that  pertained  to  financing,  they  were  very 
much  concerned  about  the  future  of  the  situation.  That  is  what  1 
mean  by  interest. 

Mr.  Greene.  I  think  they  took  a  friendly  and  cooperative  attitude 
toward  us  and  we  wanted  to  be  courteous  enough  to  see  that  they 
were  included. 

Acting  Chairman  King.  Did  they  hold  any  of  the  securities  or  obli- 
gations of  the  Cliff  or  any  of  those  organizations  that  owed  the  twen- 
ty-five million  ?     Did  they  have  any  stock  ? 

Mr.  Greene.  Well,  I  just  spoke  about  Mr.  Charles  Hay  den's  inter- , 
est,  having  made  a  purchase.     I  am  quite  sure  that  none  of  the  others 
had  any  interest  whatsoever. 

Acting  Chairman  King.  You  mean  stock  interest? 

Mr.  Greene.  I  don't  think  they  had  any  stock  or  obligation  of 
bonds  or  securities,  so  far  as  I  know. 

Mr.  Nehemkis.  These  four  firms  that  we  have  just  enumerated 
were  finally  included  in  the  syndicate,  were  they  not  ? 

Mr.  Greene.  It  was  my  understanding  that  when  they  got  together 
to  make  a  deal  they  wanted  to  keep  it  to  themselves. 

Mr.  Nehemkis.  That  isn't  my  question,  Mr.  Greene.  I  think  you 
and  I  will  get  along  much  better  if  you  will  try  to  answer  my  simple 
questions  a  little  less  cryptically.  I  said  to  you:  These  four  firms 
were  finally  included  in  the  syndicate,  were  they  not? 

Mr.  Greene.  They  were. 

Mr.  Nehemkis.  That's  fine,  thank  you,  sir.  Was  not  Lehman 
Brothers  finally  selected  as  the  manager  of  the  underwriting  syndi- 
cate?    Do  you  recall? 

Mr.  Greene.  They  were  selected. 

Mr.  Nehemkis.  Do  you  recall,  Mr.  Greene,  how  it  happened  that 
Lehman  Brothers  was  selected  as  the  manager  of  the  syndicate? 

Mr.  Greene.  At  the  suggestion  of  Mr.  Tompkins. 

Mr.  Nehemkis.  Mr.  Tompkins  being  the  vice  president  of  the 
Bankers  Trust  Co. 

Mr.  Greene.  Yes,  sir. 

Mr.  Nehemkis.  Now  I  show  you  a  telegram  from  a  Mr.  Kelley  to 
a  Mr.  Geffine,  dated  February  2,  1935,  obtained  from  the  files  of  the 
Cleveland-Cliffs  Iron  Company.  Will  you  be  good  enough  to  iden- 
tify this  as  being  a  true  and  correct  copy  of  an  original  in  your 
possession  and  custody? 

Mr.  Greene.  Did  vou  ask  me  to  identifv  this? 
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Mr.  Nehemkis.  Yes;  just  tell  me  whether  you  recognize  that  as 
being  a  true  and  correct  copy  of  an  original  in  your  possession  and 
custody. 

Mr.  Greene.  I  haven't  the  slightest  idea. 

Mr.  Nehemkis.  You  don't  know  what  is  in  your  files? 

Mr.  Greene.  Well,  it  was  5  years  ago;  I  wouldn't  remember  a 
telegram  to  another  officer. 

Mr.  Nehemkis.  Then  you  will  have  to  assume  that  in  response  to 
our  request  you  did  make  this  available,  shall  we  say  ? 

Mr.  Greene.  Yes. 

Mr.  Nehemkis.  Do  you  accept  that? 

Mr.  Greene.  Yes,  sir. 

Mr.  Nehemkis.  This  telegram  is  offered  in  evidence,  Mr.  Chair- 
man. 

Acting  Chairman  King.  It  will  be  received. 

(The  telegram  referred  to  was  marked  "Exhibit  No.  1821"  and  ap- 
pears in  full  below.) 

Mr.  Nehemkis.  I  want  to  read  from  this  telegram  signed  by  Dana 
Kelly  of  the  Bankers  Trust  Co.,  addressed  to  Mr.  Geffine,  vice  presi- 
dent of  the  Cleveland-Cliffs  Iron  Company  [reading  from  "Exhibit 
No.  1821"]  : 

Plan  be  Cleveland  Monday  morning  with  Lehman  representatives  if  satis- 
factory to  you.    Regards. 

And  I  want  to  call  your  attention,  if  I  may,  Mr.  Greene,  the  date 
of  that  telegram,  February  2,  1935.  Now  your  agreement 1 — and  by 
agreement  I  am  now,  for  the  sake  of  precision  and  accuracy,  re- 
ferring to  that  seven-page  legal  document  which  you  had  signed 
with  the  Bankers  Trust  Company — Was  signed  on  January  30,  1935. 
The  telegram  which  I  have  just  read  from  was  dated  February  2, 
1935.  So  that  within  3  days  after  you  had  concluded  your  negotia- 
tions with  Mr.  Tompkins  he  had  apparently  already  interested  one 
underwriter  in  the  deal,  Lehman  Brothers.  Had  Mr.  Tompkins 
discussed  with  you,  Mr.  Greene,  prior  to  the  execution  of  the  contract 
of  January  30,  1935,  the  possibility  that  Lehman  Brothers  would 
manage  the  issue? 

Mr.  Greene,  My  best  recollection  is  that  we  didn't  discuss  that  on 
January  30,  but  we  discussed  it  some  later.  I  am  surprised  to  note 
that  Lehman  Brothers  were  in  the  picture  as  early  as  that. 

Mr.  Nehemkis.  It  is  always  very  interesting  to  have  the  witnesses 
enlightened  about  their  own  affairs,  Mr.  Greene. 

In  November,  did  you  not  request  the  bankers  that  $2,000,000  of 
the  issue  be  granted  on  original  terms  to  various  Cleveland  invest- 
ment banking  houses? 

Mr.  Greene.  I?  went  over  the  list  and  urged  that  the  investment 
bankers  of  Cleveland,  where  I  knew  there  would  be  a  market,  be 
included.    I  couldn't  tell  you  whether  it  was  just  $2,000,000. 

Mr.  Nehemhis.  Substantially  that. 

Mr.  Greene.  Substantially  that  amount. 

Mr.  Nehemkis.  Do  you  recall  whether  the  houses  that  you  sug- 
gested for  participation  of  $2,000,000  actually  received  the  participa- 
tion in  that  actual  amount? 


1  "Exhibit  No.  1819,"  appendix,  p.  1274J. 
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Mr.  Greene.  It  is  my  recollection  that  they  did,  possibly  slightly 
more. 

Mr.  Nehemkis.  I  think  we  had  better  stick  to  the  $2,000,000  figure ; 
that  is  in  the  registration  statement. 

Did  you  not  ask  Mr.  Tompkins  to  grant  A.  G.  Becker  &  Co.,  of 
Chicago,  a  participation  of  $200,000  ?    Do  you  recall  that  ? 

Mr.  Greene.  I  believe  we  did. 

Mr.  Nehemkis.  And  do  you  recall  whether  or  not  A.  G.  Becker  & 
Co.  was  granted  such  a  participation  ? 

Mr.  Greene.  I  am  quite  sure  they  were. 

COMPOSITION    OF  UNDERWRITING   SYNDICATE 

Mr.  Nehemkis.  Did  not  the  syndicate,  as  finally  constituted,  con- 
sist of  4  principal  underwriters  and  10  secondary  underwriters,  Mr. 
Greene  ? 

Mr.  Greene.  I  know  it  was  four  principal ;  I  couldn't  give  you  the 
exact  secondary. 

Mr.  Nehemkis.  Will  you  accept  my  number  subject  to  your  further 
confirmation? 

Mr.  Greene.  I  will. 

Mr.  Nehemkis.  And  of  the  4  principal  underwriters  and  the  10. 
secondary  underwriters  in  the  syndicate,  did  you  not  select  13? 

Mr.  Greene.  Well,  I  couldn't  testify  that  I  did. 

Mr.  Nehemkis.  Recall  your  previous  testimony.  You  have  been 
developing  this  with  me. 

Mr.  Greene.  I  know  I  suggested  a  good  many. 

Mr.  Nehemkis.  I  am  afraid  I  shall  have  to  take  you  over  your 
previous  testimony  unless  you  give  me  a  more  positive  answer.  Sup- 
pose I  repeat  my  question.  Perhaps  that  will  help  you,  Mr.  Greene. 
I  said,  if  I  recall  correctly,  of  the  4  principal  underwriters  and  the  10 
secondary  underwriters  in  the  syndicate,  did  you  not  select  13? 

Mr.  Greene.  I  would  have  to  see  the  list.  I  know  I  selected  those 
that  I  testified  but  I  don't  remember. 

Mr.  Nehemkis.  Then  assuming  my  arithmetic  is  correct,  if  your 
testimony  were  before  you  it  would  add  up  to  13  ? 

Acting  Chairman  King.  How  did  you  select,  using  that  term  as 
used  by  Mr.  Nehemkis,  just  indicate  or  name  them,  or  go  to  see  them 
and  agree  to  get  them  to  become  part  of  the  syndicate? 

Mr.  Greene.  They  were  selected  with  a  view  to  recognizing  past 
services  and  also  to  recognizing  what  I  thought  would  take  care  of 
the  market  that  would  exist  for  these  bonds. 

Acting  Chairman  King.  That  is  to  say,  to  whom  did  you  recom- 
mend them,  if  you  made  any  recommendation  ? 

Mr.  Greene.  I  recommend  those  that  I  thought  would  be  helpful 
to  placing  this  particular  bond,  would  have  some  knowledge  of  the 
iron-ore  business,  and  in  addition  those  that  I  thought  the  company 
was  under  some  obligation  to. 

Acting  Chairman  King.  Were  some  of  them  creditors? 

Mr.  Greene.  Yes. 

Mr.  O  Connor.  May  I  ask,  to  whom  did  you  recommend? 

Mr.  Greene.  To  Lehman  Brothers,  the  head  of  the  group. 

Mr.  Nehemkis.  So  that  we  have  this  situation,  if  I  may  briefly 
recapitulate,  Mr.  Greene.  You  made  suggestions  to  the  syndicate 
manager  concerning  the  selection  of  various  underwriters  and  as  a 
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result  of  the  various  suggestions  that  were  advanced  it  happened  that 
13  of  your  suggestions  out  of  a  list  of  14  in  the  ultimate  syndicate 
were  accepted,  and  Mr.  Tompkins  therefore  actually  selected  but 
one  underwriter,  namely  Lehman  Brothers.     Is  that  correct,  sir? 

Mr.  Greene.  Well,  I  had  no  right  to  select  them.  I  suggested 
them.     I  wouldn't  say  that  I  selected  them. 

Mr.  Nehemkis.  Just  a  moment,  sir.  I  suggest  that  you  attempt  to 
answer  my  question.     If  you  don't  understand  it 

Acting  Chairman  King  (interposing).  I  think  that  is  an  answer. 

Mr.  Nehemkis.  I  think  it  is  an  irrelevant,  immaterial  and  incon- 
sequential answer. , 

Acting  Chairman  King.  I  don't  agree  at  all.  You  indicated  how 
they  were  selected  and  you  indicated  that  13  of  them,  did  you? 
What  number?    And  to  whom  did  you  indicate  their  names? 

Mr.  Greene.  To  one't>f  the  partners  of  Lehman  Brothers.  I  think 
I  should  explain  that  for  33  years  I  was  connected  with  a  trust  com- 
pany and  most  of  that  time  we  operated  a  bond  department.  Here 
was  a  rather  unusual  bond  that  pertained  to  an  industry  that  isn't 
particularly  well  known  in  Wall  Street.  Now,  I  was  familiar  with 
a  group  of  distributors  of  securities  that  did  know  something  about 
this  and  all  I  was  attempting  to  do  as  the  president  of  the  company, 
the  debtor  company,  was  to  assist  in  the  wise  distributing  of  those 
securities.  Now,  I  didn't  have  the  right  to  dictate;  I  merely  sug- 
gested people  that  I  thought  would  be  good  people  to  be  purchasers 
of  the  bonds. 

Mr.  Henderson.  I  think  the  chairman  and  counsel  didn't  suggest 
there  was  any  impropriety  in  it.  The  result  was  there' were  four 
principal  underwriters  and  ten  others. 

Mr.  Nehemkis.  It  is  to  Mr.  Greene's  great  credit  that  he  was  that 
much  interested  in  this  syndicate  that  he  made  the  suggestions. 

Acting  Chairman  King.  I  thought  he  made  the  proper  selection. 
Proceed. 

Mr.  Nehemkis.  So  that  as  far  as  you  know  Lehman  Brothers,  the 
manager  of  the  syndicate,  did  not  select  any  of  the  underwriters? 

Mr.  Greene.  I  couldn't  name  any  right  now. 

THE  COMMISSION  EARNED 

Mr.  Nehemkis.  Now,  Mr.  Greene,  will  you  tell  me  exactly  what 
Bankers  Trust  Co.  did  in  this  transaction  to  earn  their  commission 
as  your  agent  in  organizing  and  selecting  and  underwriting  a  syndi- 
cate to  float  $24,000,000  of  bonds? 

Mr.  Greene.  Do  you  mean  the  commission  finally  paid? 

Mr.  Nehemkis.  That  was  finally  paid. 

Mr.  Greene.  Well,  I  will  state  they  were  very  helpful  all  the  way 
through  in  the  original  deal.  They  were  to  secure  the  purchasers  of 
the  entire  issue.  They  took  it  up  with  Lehman  Brothers  and  intro- 
duced me  to  that  firm.  They  counseled  me  about  rates  of  interest, 
maturities,  and  so  on.  In  the  final  financing  which  we  haven't  come 
to,  $16,500,000  of  bonds  and  a.  $5,000,000  bank  loan,  they  placed  the 
$5,000,000  bank  loan.  A  number  of  times  when  we  were  at  grips  on 
the  negotiations  they  were  helpful  not  only  in  their  advice  to  us 
but  they  attended  the  meetings  and  placed  before  !he  investment 
bankers  the  situation  in  a  way  better  than  I  could.  We  finally  paid 
them  a  fee  of  $25,000,  as  I  recall  it. 
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Mr.  Nehemkis.  That  is  correct.  Mr.  Greene,  would  you  be  good 
enough  to  glance  at  three  letters  which  my  associate  will  show  you 
and  tell  me  whether  you  recognize  them  as  true  and  correct  copies  of 
originals  in  your  possession  and  custody?  One  is  a  letter  from 
yourself  to  Mr.  Belden,  dated  July  5,  1935 ;  another  is  a  memorandum 
by  you,  dated  June  13,  1935 ;  and  the  third  is  a  letter  by  you,  dated 
December  6,  1935. 

Mr.  Greene.  I  do.    May  I  see  this  a  moment  ? 

Mr.  Nehemkis.  Mr.  Greene,  I  might  say  I  don't  intend  to  examine 
you  about  them.  These  documents,  Mr.  Chairman,  may  it  please 
the  committee,  are  offered  in  evidence. 

Acting  Chairman  King.  Yes.  Would  one  mark  do,  put  them 
together  ? 

Mr.  Nehemkis.  I  think  the  reporter  prefers  they  be  marked  sep- 
arately. 

(The  letters  referred  to  were  marked  "Exhibits  Nos.  1822  to  1824." 
"Exhibits  Nos.  1822  and  1823"  are  included  in  the  appendix  on  pp. 
12746  and  12747.  "Exhibit  No.  1824"  appears  in  full  in  the  text  on 
p.  12462.) 

Mr.  Nehemkis.  Mr.  Chairman;  may  the  witness  be  dismissed  and 
may  I  have  leave  of  the  committee  to  call  Mr.  Tompkins  of  the 
Bankers  Trusts  Company? 

Acting  Chairman  King.  Before  leaving  the  stand,  is  there  any 
explanation  you  care  to  make  in  addition  to  those  which  you  have 
made  to  counsel  respecting  matters  which  he  interrogated  you 
concerning  ? 

Mr.  Greene.  I  would  like  to  make  this  statement,  if  I  may,  to  give 
the  members  of  the  committee  a  chance  to  see  the  reason  for  this 
gradual  change  in  the  situation.  Not  only  were  conditions  in'  the 
iron-ore  industry  continually  improving,  "but  our  condition  was 
getting  better  all  the  time.  Now,  we  start  in  with  one  deal  and  as 
general  conditions  and  our  particular  conditions  improved,  this  deal 
shifted  around,  and  in  the  course  of  the  10  months  between  the  time 
of  its  origination  and  the  consummation  it  was  something  very 
different. 

It  was  an  entirely  satisfactory  matter  for  the  company  and  inas- 
much as  the  bonds  sold  readily,  remained  at  a  slight  market  premium 
above  and  were  called  at  the  full  call  price  and  refunded  into  a  lower 
rate,  why  I  think  that  as  far  as  the  company  goes  I  want  to  go  on 
record  as  saying  it  was  an  extremely  happy  and  fortunate  deal. 

Acting  Ohairman  King.  Was  the  entire  amount  of  $25,000,000 
ultimately  paid? 

Mr.  Greene.  All  paid  in  full.  The  total  issue  as  finally  concluded 
was  $16,500,000  of  bonds  and  $5,000,000  bank  loan.  The  bank  loan,  I 
believe,  was  a  5-year  loan,  paid  off  in  half  that  time.  The  other  issue 
was  paid  in  full  in  February  of  this  year  and  was  reduced  to  a  Sy2 
percent  issue  and  a  2.16  percent  5-year  bank  loan. 

Acting  Chairman  King.  Were  those  bonds  guaranteed? 

Mr.  Greene.  No,  sir;  and  they  were  on  Cleveland-Cliffs  alone. 
The  two  companies  are  still  separate. 

Acting  Chairman  King.  You  may  retire. 

Mr.  Henderson.  May  I  ask  Mr.  Greene  while  he  is  here 

(Off  the  record.) 
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Mr.  Nehemkis.  May  I  say  on  behalf  of  the  committee  we  are 
deeply  grateful  to  him  ?  He  has  inconvenienced  himself  several  times 
to  be  available  to  us.  I  want  to  express  my  thanks  in  the  committee's 
behalf  to  him. 

Acting  Chairman  King.  Yes.     Is  he  excused? 

(Mr.  Greene  was  excused.) 

Mr.  Nehemkis.  Mr.  B.  A.  Tompkins,  please  take  the  witness  stand. 

Acting  Chairman  King.  Do  you  solemnly  swear  that  the  testimony 
you  are  about  to  give  in  this  proceeding  shall  be  the  truth,  the  whole 
truth,  and  nothing  but  the  truth,  so  help  you  God? 

Mr.  Tompkins.  I  do. 

TESTIMONY  OP  B.  A.  TOMPKINS,  VICE  PRESIDENT,  BANKERS 
TRUST  CO.,  NEW  YORK  CITY 

Mr.  Nehemkis.  Mr.  Tompkins,  will  you  state  your  full  name  and 
address  release  ? 

Mr.  Tompkins.  B.  A.  Tompkins,.  16  Wall  Street. 

Mr.  Nehemkis.  Are  you  not  an  officer  and  director  of  the  Bankers 
Trust  Co.? 

Mr.  Tompkins.  Yes. 

Mr.  Nehemkis.  What  position  do  you  hold? 

Mr.  Tompkins.  Vice  president. 

Mr.  Nehemkis.  Are  you  not  also  a  director  of  the  following  com- 
panies— the  Coronet  Phosphate  Co.? 

Mr.  Tompkins.  Yes. 

Mr.  Nehemkis.  The  Detr  -it  Edison  Co.? 

Mr.  Tompkins.  Yes. 

Mr.  Nehemkis.  The  Otis  Elevator  Co.? 

Mr.  Tompkins.  Yes. 

Mr.  Nehemkis.  Babcock  &  Wilcox  Co.? 

Mr.  Tompkins.  Yes. 

Mr.  Nehemkis.  International  Paper  &  Power  Co.? 

Mr.  Tompkins.  Yes. 

Mr.  Nehemkis.  National  Aviation  Corporation? 

Mr.  Tompkins.  Yes. 

Mr.  Nehemkis.  TJ.  S.  Leather  Co.? 

Mr.  Tompkins.  Yes. 

Mr.  Nehemkis.  Flintkote  Co.  ? 

Mr.  Tompkins.  Yes. 

Mr.  Nehemkis.  Southern  Kraft  Co  ? 

Mr.  Tompkins.  No. 

Mr.  Nehemkis.  You  have  gone  off  that  ? 

Mr.  Tompkins.  I  don't  think  I  was  ever  on  that. 

Mr.  Nehemkis.  Mr.  Tompkins,  prior  to  the  Banking  Act  of  1933 
did  not  the  Bankers  Trust  Co.  have  a  security  affiliate  known  as 
Bankers  Co.  ? 

Mr.  Tompkins.  Yes. 

Mr.  Nehemkis.  Were  you  not  an  officer  of  the  Bankers  Co.  ? 

Mr.  Tompkins.  Yes. 

Mr.  Nehemkis.  And  pursuant  to  the  terms  of  the  Banking  Act  the 
Bankers  Co.  was  dissolved,  was  it  not? 

Mr.  Tompkins.  Long  before  the  Banking  Act  was  passed. 
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Mr.  Nehemkis.  I  didn't  know  that;  I  am  glad  to  have  that.  And 
thereafter,  that  is  to  say  following  the  dissolution  of  the  affiliate  you 
became  an  officer  of  Bankers  Trust  Co.,  did  you  not? 

Mr.  Tompkins.  I  continued  as  an  officer  of  the  Bankers  Trust  Co. 

Acting  Chairman  King.  That  is,  you  have  been  an  officer  of  the 
Bankers  Trust  Co.  before  the  dissolution  of  the  Bankers  Co.  ? 

Mr.  Tompkins.  Yes,  sir. 

Mr.  Nehemkis.  In  December  of  1935,  the  Cleveland-Cliffs  Iron  Co. 
sold  $16,500,000  first  mortgage  4%  percent  sinking  fund  bonds  due 
November,  1950,  did  they  not? 

Mr.  Tompkins.  Yes. 

Acting  Chairman  King.  Are  you  the  Mr.  Tompkins  to  whom  Mr. 
Greene  referred  ? 

Mr.  Tompkins.  Yes,  sir. 

Mr.  Nehemkis.  As  part  of  and  in  addition  to  this  financing,  did  not 
Cleveland-Cliffs  Iron  Co.  borrow  $5,000,000  from  three  banks? 

Mr.  Tompkins.  Yes. 

Mr.  Nehemkis.  And  these  were  on  notes  which  were  due  from  1936 
through  to  1940? 

Mr.  Tompkins.  I  believe  so. 

Mr.  Nehemkis.  Of  this  sum,  was  not  $2,000,000  borrowed  from  the 
Bankers  Trust  Co.? 

Mr.  Tompkins.  Yes. 

Mr.  Nehemkis.  And  another  $2,000,000  from  the  First  National 
Bank  of  Chicago  ? 

Mr.  Tokpkins.  Yes. 

Mr.  Nehemkis.  And  $1,000,000  from  the  Cleveland  Trust  Co.? 

Mr.  Tompkins.  That  is  correct. 

Mr.  Nehemkis.  I  believe  that  you  have  been  present  in  this  room 
during  Mr.  Greene's  testimony,  have  you  not  ? 

Mr.  Tompkins.  Yes. 

Mr.  Nehemkis.  Did  you  hear  that  testimony  ? 

Mr.  Tompkins.  Yes. 

Mr.  Nehemkis.  You  followed  it? 

Mr.  Tompkins.  Yes. 

Mr.  Nehemkis.  Mr.  Greene's  testimony  shows  that  about  the  middle 
of  January  1935  Cleveland-Cliffs  owed  about  $25,000,000  in  short- 
term  loans  to  various  banks.    That  is  correct,  is  it  not  ? 

Mr.  Tompkins.  Yes. 

Mr.  Nehemkis.  And  that  included  about  $4,000,000  to  the  Bankers 
Trust  Co.? 

Mr.  Tompkins.  Correct. 

agreement  or  January  3  0,  1935  * 

Mr.  Nehemkis.  Now,  as  a  result  of  Mr.  Greene's  conversation  with 
you,  Bankers  Trust  entered  into  an  agreement  with  Cleveland- Cliffs 
Iron  Co.  whereby  the  bank  was  appointed  an  agent  to  form  an  under- 
writing syndicate  to  handle  the  sale  of  the  proposed  $24,000,000  bond 
issue.    Is  that  correct? 

Mr.  Tompkins.  Not  necessarily  to  form  an  underwriting  syndi- 
cate.   It  was  to  find  purchasers  for  that  amount  of  bonds.    It  might 

1This  subject  is  resumed  from  p.  12425,  supra. 
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have  taken  the  form  of  an  underwriting  syndicate,  but  it  wasn't  the 
intention  for  us  to  make  the  sales  to  institutions. 

Acting  Chairman  King.  That  is  a  different  document,  is  it,  from 
the  one  which  you  waved? 

Mr.  Nehemkis.  The  one  I  was  referring  to  in  my  question  and  to 
which  the  witness  referred  ? 

Acting  Chairman  King.  Yes. 

Mr.  Nehemkis.  No  ;  that  is  the  seven-page  legal  document 1  we  have 
been  referring  to. 

Acting  Chairman  King.  That  is  the  one  you  still  call  a  contract? 

Mr.  Nehemkis.  Yes,  sir. 

Mr.  Tompkins,  I  show  you  a  letter  which  purports  to  be  written 
from  White  &  Case  to  your  attention,  dated  January  30,  1935.  Will 
you  examine  this  and  tell  me  whether  you  recognize  it  as  a  true  and 
correct  copy  of  an  original  in  your  possession? 

Mr.  Tompkins.  Yes. 

Mr.  Nehemkis.  Mr.  Chairman,  I  read  from  this  letter. 

Acting  Chairman  King.  Has  Mr.' Greene  gone? 

Mr.  Nehemkis.  No;  he  is  here. 

Acting  Chairman  King.  I  would  like  to  ask  him  one  question. 
Excuse  the  interruption.  Come  forward,  Mr.  Greene,  I  want  to  ask 
you  one  question. 

TESTIMONY  BY  EDWARD  B.  GREENE,  PRESIDENT,   CLEVELAND- 
CLIFFS  IRON  CO.,  CLEVELAND,  OHIO— Resumed 

Acting  Chairman  King.  You  stated  that  you  interlined  in  that  con- 
tract, "subject  to  the  approval  of  the  Board."  When  you  went  back  to 
the  Board,  did  they  approve  the  instrument  ? 

Mr.  Greene.  It  is  my  recollection,  Senator,  that  we  were  unable  to 
get  a  quorum,  that  I  discussed  this  with  some  of  the  directors  and 
members  of  the  Executive  Committee  and  we  were  not  able  to  secure 
a  quorum;  and  before  we  could  get  the  quorum,  suit  was  started  and 
the  possibility  of  carrying  this  out  was  laid  aside,  so  that  while  I 
later  reported  to  the  board,  everything  that  was  reported  to  the  board 
was  a  matter  of  past  history  and  not  as  a  positive  transaction. 

Mr.  Nehemkis.  I  read  from  the  letter  of  January  30,  1935  [reading 
from  "Exhibit  No.  1825"]  : 

Enclosed  herewith  are  several  final  copies  of  the  proposed  letter  of  appoint- 
ment of  Bankers  Trust  Company  as  Agent  for  The  Cleveland-Cliffs  Iron  Com- 
pany .  .  .  and  The  Cliffs  Corporation. 

We  have  examined  the  enclosed  letter  of  appointment  on  your  behalf  and 
write  to  advise  you  that,  in  our  opinion,  the  same  is  in  satisfactory  form  and 
sufficient  for  the  purposes  indicated. 

The  letter  is  offered  in  evidence. 
Acting  Chairman  King.  It  may  be  received. 

(The  letter  referred  to  was  marked  "Exhibit  No.  1825"  and  is  in- 
cluded in  the  appendix,  on  p.  12748.) 


1  "Exhibit  No.  1819." 
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TESTIMONY  OF  B.  A.  TOMPKINS,  VICE  PRESIDENT,  BANKERS 
TRUST  CO.,  NEW  YORK  CITY— Resumed 

Mr.  Nehemkis.  I  read  to  you  from  paragraph  7,  Mr.  Tompkins,  of 
the  contract  of  January  30,  1935,  to  which  reference  has  been  previ- 
ously made  [reading  from  "Exhibit  No.  1819"]  : 

You— 

That  is  to  say  Bankers  Trust  Company — 

are  to  use  your  best  efforts  to  secure  a  group  or  syndicate  of  investors  who  will 
purchase  the  entire  issue  of  said  bonds  as  above  stated,  or  who  will  enter  into  an 
underwriting  agreement  in  form  acceptable  to  us — 

That  is  Cleveland-Cliffs— 

for  the  purchase  of  the  entire  issue  of  said  bonds.  You  shall  not  be  liable 
under  any  conditions  for  your  failure  to  secure  the  group  or  syndicate  referred 
to  above  or  for  the  purchase  yourselves  or  for  the  underwriting  of  all  or  any 
part  of  said  bonds. 

Mr.  Greene,  has  previously  testified  that  the  latter  part  of  that 
provision  was  included  in  the  contract  mainly  at  your  request.  Does 
Mr.  Greene  correctly  understand  the  situation? 

Mr.  Tompkins.  I  don't  recall  it  exactly,  but  I  know  that  I  would 
want  that  clause  in  any  agency  contract. 

Mr.  Nehemkis.  And  Mr.  Greene  has  also  testified  that  whether 
or  not  the  provision  was  included  was  not  material  to  his  considera- 
tions at  the  time,  he  was  leaving  it  pretty  much  to  your  judgment, 
do  you  recall  that  line  of  testimony? 

Mr.  Tompkins.  Yes ;  I  recall  that. 

Mr.  Nehemkis.  Did  you  understand  by  the  provision  in  question 
that  Bankers  Trust  Co.  could  in  fact  take  a  share  on  original  terms 
of  the  bonds  underwritten,  but  that  the  bank  .was  not  liable  to 
Cleveland-Cliffs  if  it  didn't  take  the  bonds  ? 

Mr.  Tompkins.  No-  I  didn't  understand  that  we  had  a  right  to 
participate  in  the  underwriting  of  the  bonds.  We  did  have  a  right 
in  case  the  bonds  were  underwritten  by  investment  bankers;  if  after 
that  fact  they  were  offered  to  us  for  investment,  we  had  a  right  to 
buy  them. 

Mr.  Nehemkis.  Mr.  Greene  has  testified  that  he  was  somewhat  re- 
luctant to  sign  the  contract  at  the  time,  and  the  testimony  in  evi- 
dence before  the  committee  indicates  that  he  did  execute  the  docu- 
ment mainly  upon  your  insistence.  Why  did  you  want  him  to 
sign  that  document  prior  to  his  obtaining  approval  of  the  board 
of  directors? 

Mr.  Tompkins.  The  purpose  of  that  document  was  to  set  forth 
clearly  what  our  understanding  was,  and  the  type  of  issue  that  I  was 
to  attempt  to  sell  if  I  could.  I  had  planned  as  soon  as  possible  to 
take  this  issue  of  securities  to  a  group  of  insurance  companies,  or 
perhaps  to  a  group  of  investment  bankers,  and  I  wanted  two  things 
definitely:  First,  some  evidence  of  my  right  to  represent  the  Cleve- 
land-Cliffs Co.;  and  second,  a  description  of  the  type  of  issue  that 
had  been  given  to  me  to  sell  if  I  could. 

Mr.  Nehemkis.  And  you  felt  that  you  would  be  better  fortified  to 
engage  in  preliminary  negotiations  if  3rou  had  a  formal  instrument 
in  the  way  of  an  agency  contract  ? 

124491 — 40— pt.  24 9 
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Mr.  Tompkins.  An  agency  contract.  As  far  as  Mr.  Greene  and 
I  were  concerned,  we  didn't  need  any  contract  at  all. 

Mr.  Nehemkis.  Now,  Bankers  Trust  Co.,  pursuant  to  the  contract, 
was  made  an  agent  because,  I  presume,  under  the  Banking  Act,  Bank- 
ers Trust  could  not  engage  at  the  time  in  underwriting  activities  itself? 

Mr.  Tompkins.  That  is  correct. 

Mr.  Nehemkis.  Now,  examine,  if  you  will,  four  documents  which 
are  now  shown  to  you,  and  tell  me  whether  you  recognize  them  to  be 
true  and  correct  copies  of  originals  in  your  possession. 

Acting  Chairman  King.  Before  you  answer  that,  do  you  recognize 
the  Bankers  Trust  Co.  as  an  agent  for  the  purpose  of  carrying  out 
the  suggestions  contained  in  that  so-called  contract? 

Mr.  Tompkins.  Yes,  sir. 

Yes ;  I  recognize  those. 

Mr.  Nehemkis.  May  it  please  the  committee,  the  documents  iden- 
tified by  the  witness  are  offered  in  evidence. 

Acting  Chairman  King.  They  may  be  received. 

(The  documents  referred  were  marked  "Exhibits  Nos.  1826  to  1829" 
and  are  included  in  the  appendix  on  pp.  12749-12751.) 

Mr.  Nehemkis.  In  Mr.  Greene's  letter  to  you,  Mr.  Tompkins,  dated 
February  1,  1935,  being  Committee's  "Exhibit  No.  1826,"  he  stated  as 
follows : 

We  both  understand  that  this  is  an  appointment  of  the  Bankers  Trust  Company 
as  agent  to  buy  or  underwrite  a  first  mortgage  and  collateral  issue  of  bonds. 

You  pointed  out  immediately  that  Mr.  Greene  was  under  a  misap- 
prehension in  regarding  the  bank  as  an  underwriter.  In  committee's 
"Exhibit  No.  1827,"  your  letter  of  February  4,  1935,  you  stated  as 
follows : 

I  have  just  had  your  letter  of  the  first.  I  think  that  it  fairly  sets  forth  our 
understanding,  with  this  exception.  Under  the  law  Bankers  Trust  Company  is 
.prohibited  from  underwriting.  We  can,  however,  act  as  your  agent  on  a  com- 
mission basis  to  find  underwriters  for  the  issue. 

And  again  when  Mr.  Greene  wrote  to  you  on  May  25,  1935,  com- 
mittee's "Exhibit  No.  1828,"  that—  . 

the  Bankers  Trust  Company  are  willing  to  include  as  equal  partners  in  the  deal, 
two  or  three  firms  whose  participation  would  be  of  advantage  to  the  Cleveland 
Cliffs  Iron  Company — 

You  again  were  quick  to  point  out  that  Bankers  Trust  Co.  was  not 
an  underwriter. 

On  May  28,  committee's  "Exhibit'  No.  1829,"  you  wrote : 

I  am  a  little  concerned  as  to  just  how  to  handle  the  commission  of  1%  which 
under  the  contract  we  are  to  receive  for  our  services.  Under  the  law  we  cannot 
become  a  partner  in  an  underwriting  and  I  will  therefore  have  to  make  it  clear 
to  the  houses  which  eventually  constitute  the  underwriting  group  that  we  are 
acting  in  an  agency  capacity  for  a  commission. 

You  felt,  did  you  not,  Mr.  Tompkins,  that  you  had  to  make  it  quite 
clear  to  the  investment  bankers  who  might  be  included  in  the  syndicate 
that  Bankers  Trust  was  not  an  underwriter  ? 

Mr.  Tompkins.  I  don't  know  that  I  felt  I  had  to  make  that  clear  to 
them,  because  I  could  assume  that  they  were  familiar  with  the  law.  I 
did  have  to  make  clear  to  them  that  I  was  acting  for  the  Cleveland- 
Cliffs  Corporation  and  that  a  commission  was  payable  to  me. 

Mr.  Nehemkis.  You  had  to  make  it  clear  that  you  were  acting  as  an 
agent  and  that  was  the  sole  role  that  you  found  yourself  in  and  in 
which  you  were  authorized  to  act. 
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Mr.  Tompkins.  That  is  correct. 

Mr.  O'Connell.  Mr.  Nehemkis,  have  you  available  there  the  provi- 
sion in  the  Banking  Act  of  1933  which  forbids  that? 

Mr.  Nehemkis.  We  have  requested  one  of  the  gentlemen  to  find  the 
mimeographed  copy  that  was  offered  in  evidence  earlier.  If  that  is 
not  available,  in  the  first  day's  proceedings  before  the  committee  there 
was  offered  in  evidence  the  relevant  portions. 

Mr.  O'Connell.  My  memory  isn't  entirely  clear,  but  I  wasn't  under 
the  impression  that  the  Banking  Act  merely  prohibited  underwriting 
in  terms.  My  impression  is  that  it  referred  to  engaging  to  any 
extent 

Mr.  Nehemkis  (interposing).  Or  dealing  in  securities;  that  is  my 
recollection. 

Mr.  O'Connell.  Sometime  before  we  finish  with  this  witness  I 
should  like  to  have  it  read  for  my  information.  It  seems  to  me  a  little 
obscure  to  talk  about  underwriting  if  we  are  referring  to  the  Banking 
Act  of  1933. 

Acting  Chairman  King.  You  and  your  counsel,  as  you  interpreted 
the  Banking  Act  it  did  not  prevent  you  or  prohibit  you  from  acting 
as  agent  for  the  Cliff  Company  in  finding  purchasers  for  the  securities 
which  they  had  issued? 

Mr.  Tompkins.  That  is  the  way  I  was  advised  by  counsel. 

Mr.  O'Connell.  May  I  understand,  have  you  that  in  a  formal  opin- 
ion from  your  counsel  ?  Have  you  a  formal  opinion  from  your  counsel 
to  the  effect  that  the  activities  you  were  engaging  in  in  this  instance 
would  not  be  in  violation  of  the  Banking  Act  of  1933  ? 

Mr.  Tompkins.  Yes;  in  the  form  of  a  letter  of  transmittal  which 
accompanied  the  contract  whicn  they  drew  up. 

Mr.  O'Connell.  You  rnean  the  letter  which  says  [reading  from 
"Exhibit  No.  1825"]  : 

We  have  examined  the  enclosed  letter  of  appointment  on  your  behalf  and  write 
to  advise  you  that,  in  our  opinion,  the  same  is  in  satisfactory  form  and  sufficient 
for  the  purposes  indicated. 

Am  I  to  understand  that  is  in  response  to  an  inquiry  from  you  as 
to  whether  or  not  this  particular  transaction  was  in  violation  of  the 
Banking  Act  of  1933? 

Mr.  Tompkins.  I  don't  know  that  I  made  the  specific  inquiry.  I 
told  counsel  what  the  Cleveland-Cliffs  Co.  had  asked  us  to  do,  and  I 
asked  for  a  contract  or  memorandum  of  agreement  to  be  drawn,  and 
naturally  I  assumed  they  would  present  to  me  a  legal  document. 

Mr.  O'Connell.  What  I  am  interested  in  is  what  consideration 
you  gave  to  the  specific  question,  which  undoubtedly  was  in  the  front 
of  your  mind,  as  to  whether  or  not  what  you  were  doing  was  in  viola- 
tion of  the  Banking  Act,  and  whether  or  not  you  asked  your  lawyers 
as  to  whether  it  was  in  violation,  and  whether  or  not*  what  your  lawyers 
told  you  is  what  we  have  here. 

Mr.  Tompkins.  You  asked  if  I  had  a  written  document.  That  is  all 
I  have  as  a  written,  document.  I  had  naturally,  upon  the  passage  of 
the  Banking  Act,  studied  it  myself  and  talked  about  it  with  counsel, 
and  this  contract  was  in  consonance  with  their  advice  to  me- 

Acting  Chairman  King.  Proceed. 

Mr.  Nehemkis.  Mr.  Tompkins,  in  the  four  letters  from  which  I 
have  read  and  which  are  in  evidence,  reference  is  made  in  those  let- 
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ters  in  various  places  to  the  following  characterizatiors  of  this  7-page 
document.1  It  is  referred  to  as  a  "gentlemen's  agreement,"  it  is  re- 
ferred to  as  an  "informal  contract,"  and  it  is  referred  to  as  a  "con- 
tract."   Now  all  of  these  terms,  I  take  it,  do  refer  to  this  instrument  ? 

Mr.  Tompkins.  Yes. 

Mr.  Nehemkis.  And  this  instrument  was  approved  by  counsel, 
your  counsel? 

Mr.  Tompkins.  It  was  drawn  by  the  counsel  of  both  companies — 
drawn  by  my  counsel  with  the  counsel  of  Cleveland-Cliffs. 

Mr.  Nehemkis.  Now  when  Bankers  Trust  executed  this  agreement 
on  January  30,  1935,  you  didn't  think  that  the  bank  was  merely  in- 
itialing a  gentlemen's  agreement,  did  you  ?  You  understood  that  this 
was  at  the  time  a  binding  and  valid  agreement,  didn't  you  ? 

Mr.  Tomkins.  Yes. 

SELECTION  OF  UNDERWRITERS 

Mr.  Nehemkis.  You  have  heard  Mr.  Greene's  testimony  in  regard 
to  the  selection  of  the  underwriters,  that  of  the  14  principal  and  sec- 
ondary underwriters,  he  selected  13.  Do  you  think  Mr.  Greene  ac- 
curately understands  the  role  played  by  Bankers  Trust  in  the  selection 
of  the  underwriters  for  the  syndicate? 

Mr.  Tompkins.  You  are  dealing  now,  Mr.  Nehemkis,  with  an 
operation  that  wasn't  contemplated  by  that  agreement.  You  are  in 
the  second  phase  of  this  thing. 

Mr.  Nehemkis.  I  have  leaped  a  hurdle  and  I  have  gone  into  the 
second  pasture,  and  you  are  right  with  me. 

Mr.  Tompkins.  Mr.  Greene's  testimony  on  that  point,  I  think,  was 
accurate.  He  suggested  to  Lehman  Bros.,  and  in  some  instances  to 
me,  the  names  of  houses  that  he  believed  would  be  helpful  in  this 
business.  I  don't  think  it  can  be  fairly  said  that  he  selected  them, 
because  the  selection  was  in  the  last  anatysis  in  the  hands  of  Lehman 
Bros. 

Mr.  Nehemkis.  Yes;  I  will  withdraw  my  use  of  the  term  "selection." 
It  is  perhaps  not  quite. accurate.  He  suggested,  and  the  suggestions 
were  followed. 

Mr.  Tompkins.  Yes. 

Acting  Chairman  King.  Were  there  suggestions  made  that  were 
not  followed?  Were  any  other  companies  suggested  other  than  the 
14  companies  to  whom  counsel  has  referred? 

Mr.  Tompkins.  I  don't  know,  Senator,  I  would  doubt  it.  I  really 
don't  know. 

Mr.  Nehemkis.  I  will  have  occasion  to  refer  to  that  later,  sir,  and 
,  you  will  have  a  specific  answer  on  it. 

Do  you  recall,  Mr.  Tompkins,  in  January  of  1935,  Hay  den,  Stone 
&  Co.  were  negotiating  with  Mr.  W.  G.  Mather,  an  important  stock- 
holder and  director  of  Cleveland-Cliffs,  for  the  sale  of  Mr.  Mather's 
holdings  of  the  preferred  stock? 

Mr.  Tompkins.  No ;  I  don't  remember  that.  I  recall  that  they  were 
negotiating  with  Mr.  Mather  for  purchase  of  Cliffs  common. 

1  "Exhibit  No.  1819." 
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HAYDEN,    STONE   &    CO.'s   REQUEST   FOR    AN    UNDERWRITING    PARTICIPATION 

Mr.  Nehemkis.  Now,  when  Hayden,  Stone  learned  of  the  possi- 
bility of  a  bond  issue  by  the  Cleveland-Cliffs  and  of  the  contract  of 
January  30,  did  they  not  ask  you  for  a  participation  in  the  proposed 
underwriting? 

Mr.  Tompkins.  I  have  forgotten  the  time,  but  I  know  they  did  ask 
for  an  interest  in  the  business. 

Mr.  Nehemkis.  Did  they  ask  you  ? 

Mr.  Tompkins.  Yes. 

Mr.  Nehemkis.  I  show  you  a  letter  from  yourself  to  Mr.  Greene, 
dated  February  2,  1935.  Will  you  examine  that  letter  and  tell  me 
if  you  recognize  it  to  be  a  true  and  correct  copy  of  an  original  in  your 
possession  and  custody  ? 

Mr.  Tompkins.  Yes;  I  remember  this. 

Mr.  Nehemkis.  The  letter  is  offered  in  evidence,  may  it  please  the 
committee. 

Acting  Chairman  King.  It  may  be  received. 

(The  letter  referred  to  was  marked  "Exhibit  No.  1830"  and  is 
included  in  the  appendix  on  p.  12751.) 

Mr.  Nehemkis.  This  is  a  letter  from  Mr.  Tompkins  to  Mr.  Edward 
Greene,  dated  February  2, 1935.     [Reading  from  "Exhibit  No.  1830" :] 

This  is  just  to  put  you  up  to  date  on  the  matter  of  the  purchase  of  Mr.  Mather's 
stock  by  Messrs.  Hayden  Stone  et  als  and  our  hope  that  we  would  be  given  an 
opportunity  to  participate  in  that  purchase. 

You  will  recall  that  when  you  told  me  that  Hayden  Stone  &  Co.  had  been 
in  negotiation  on  that  matter  and  asked  what  my  point  of  view  would  be 
with  reference  to  ceding  that  firm  an  interest  in  the  bond  financing,  I  told  you 
that  we  would  be  very  happy  to  offer  them  an  interest.  I  believe  that  you  advised 
Mr.  Hayden  of  our  attitude  on  that  point.  At  that  time  I  suggested  that  I 
thought  it  would  be  very  gracious,  and  helpful  to  the  whole  situation,  if  in 
return  for  our  offering  them  an  interest  in  the  bond  business  they  offered  us  an 
opportunity  to  join  them  in  their  purchase  of  the  stock.  It  was  your  feeling  that 
that  would  make  a  happy  party  all  around  and  you  expressed  that  feeling  to  Mr. 
Mitchell. 

And  Mr.  Mitchell  is  Mr.  Steele  Mitchell  at  that  time  at  Havden, 
Stone? 
Mr.  Tompkins.  Yes. 
Mr.  Nehemkis  [reading  xurther]  : 

You  will  recall  the  conversation  which  you  and  I  had  with  Messrs.  Mather  and 
Belden — 

And  Mr.  Belden  is  counsel  to  Mr.  Greene,  is  he  not  ? 
Mr.  Tompkins.  He  was. 
Mr.  Nehemkis  (continuing)  : 

just  before  they  were  leaving  for  their  final  talk  with  Mr.  Mitchell.  I  pointed 
out  to  Mr.  Mather  that  I  was  unwilling  to  have  my  request  for  a  participation 
in  the  stock  purchase  in  any  way  interfere  with  his  selling  his  stock.  I  merely 
pointed  out  that  I  thought  it  would  be  in  the  interest  of  all  parties  concerned 
if  Hayden,  Stone  &  Co.  through  Mr.  Mitchell  offered  us  an  opportunity  to  share 
in  the  purchase. 

Mr.  Mather  and  Mr.  Belden  came  to  my  office  late  that  afternocn  and  advised 
me  that  Mr.  Mitchell  had  stated  that  the  two  transactions  were  separate  and 
distinct,  that  he  was  prepared  to  purchase  the  full  200,000  shares  and  that  any 
participation  which  Hayden  Stone  &  Co.  might  be  offered  in  the  bond  issue  was 
;i  separate  matter.  I  thereupon  told  Mr.  Mather  and  Mr.  Belden  what  I  had 
already  said  to  you,  namely  that  that  attitude  on  the  part  of  Messrs.  Hayden 
Stone  &,Co.  relieved  me  from  any  possiblcobligntiorr  to. offer  them  "an  interest  in 
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the  bond  purchase.     I  said  that  I  would  immediately  telephone  Mr.  Mitchell  and 
advise  him  of  that  fact. 

Mr.  Tompkins,  in  this  letter  from  which  I  have  just  read,  you  indi- 
cate that  you  were  prepared  to  offer  Hayden,  Stone  an  original  po- 
sition in  the  bond  syndicate  in  exchange  for  an  original  position  in 
their  preferred-stock  syndicate. 

Mr.  Tompkins,  as  agent  for  Cleveland-Cliffs,  to  arrange  a  syndicate 
for  the  proposed  financing,  was  it  not  your  duty  to  find  the  strongest 
syndicate,  to  obtain  the  best  rate  of  interest  and  terms  for  Cleveland- 
Cliffs? 

Mr.  Tompkins.  Exactly. 

Mr.  Nehemkis.  But  in  this  letter  from  which  I  have  read,  it  would 
appear,  Mr.  Tompkins,  that  you  were  attempting  to  use  your  position 
as  agent  for  Cleveland-Cliffs  to  obtain  a  trade  for  Bankers  Trust  in  a 
deal  which  was  of  no  possible  interest  to  Cleveland-Cliffs.  In  other 
words,  you  were  acting  as  any  underwriter  might  act  under  similar 
circumstances.  In  short,  you  were  expecting  an  exchange  of  recipro- 
cal favors. 

Mr.  Tompkins.  You  say  "it  would  appear,"  Mr.  Nehemkis.  You 
mean  by  that, -that  is  the  way  it  would  appear  to  you.  It  doesn't 
appear  that  way  to  me  in  the  slightest. 

Mr.  Nehemkis.  That  is  what  you  are  here  to  testify  about. 

Mr.  Tompkins.  You  have  asked  me  the  question,  and  the  answer 
to  it  is  "No." 

Mr.  Nehemkis.  You  think  my  interpretation  is  not  a  correct  one? 

Mr.  Tompkins.  Yes ;  and  I  think  I  can  explain  it  if  you  would  like 
to  have  me. 

Mr.  Nehemkis.  I  would  be  very  happy  to  have  you. 

Acting  Chairman  King.  Proceed,  Mr.  Tompkins. 

Mr.  Tompkins.  You  said  you  thought  it  was  my  function  as  agent 
to  obtain  the  best  terms  I  could  for  my  principal,  to  which  I  agree. 
The  Cleveland-Cliffs  job  at  that  time  was  not  an  easy  one.  The  com- 
pany had  lost  money,  a  substantial  amount  of  money,  for  a  number 
of  years.  It  was  not  known  in  tire  East,  it  had  never  come  to  market 
for  financing.  My  problem  was  to  try  to  take  the  company,  out  of 
the  creditors'  committee  and  arrange  to  place  some  $24,000,000  of  its 
bonds,  form  a  syndicate  for  that  purpose,  if  necessary. 

I  had  formed  in  a  preliminary  way  a  group  which  I  believed  could 
handle  the  business,  consisting  of  Lehman  Bros.,  Kuhn,  Loeb,  and 
Field,  Glore,  and  at  that  point  it  was  already  apparent  to  me  that 
while  they  were  interested  in  the  business,  they  themselves  were  not 
sure  that  it  could  be  done.  I  wanted,  of  course,  to  make  the  business 
as  attractive  to  them  as  I  could.  When  Hayden,  Stone  applied  for  an 
interest  in  the  bond  business,  if  it  were  done,  and  there  was  an 
opportunity  to  receive  from  them  a  participation  in  a  piece  of  busi- 
ness which  they  had  at  their  disposal,  whffih  I  could  use  in  turn 
for  the  benefit  of  the  syndicate  that  I  had  formed,  it  was  natural  in 
the  interest  of  my  principal  to  do  it,  and  that  is  what  I  sought  to  do. 
That  interest  was  not  for  the  Bankers  Trust  C*>. 

Mr.  Nehemkis.  I  beg  your  pardon,  -sir.  Do  1  understand  you  cor- 
rectly to  have  testified  that  at  this  time,  in  February  1935,  specifi- 
cally February  2,  1935,  that  you  had  already  formed  an  underwriting 
group  consisting  of  the  three  firms  I  have  mentioned? 
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Mr.  Tompkins.  I  am  not  sure  I  had  called  them  into  a  meeting, 
but  I  knew  the  firms  I  was  going  to  select. 

Mr.  Nehemkis.  Isn't  that  in  conflict  with  Mr.  Greene's  previous 
testimony  that  he  suggested  three  of  the  four  principal  underwriters  ? 

Mr.  Tompkins.  We  discussed  them  together  and  decided  that  they 
would  be  the  right  people  for  the  business. 

Mr.  Nehemkis.  So  that  you  mean  to  state,  then,  that  after  the 
discussion  with  Mr.  Greene  and  the  passing  upon  the  names,  you  did 
the  mechanical  steps  of  transmitting  that  to  the  group? 

Mr.  Tompkins.  I  hoped  that  the  service  was  a  little  more  than 
mechanical. 

Mr.  Nehemkis.  I'm  sorry,  I  didn't  intend  to  infer  in  the  use  of 
the  word  "mechanical"  anything  other  than  carrying  out  your  agency 
duties. 

Mr.  Tompkins.  I  mean,  Mr.  Nehemkis,  that  we  discussed  the  thing 
among  ourselves  and  decided  which  houses,  in  the  light  of  their 
experience  in  this  particular  type  of  business,  would  be  the  best.  » 

Mr.  Nehemkis.  Now,  .one  other  point  that  I  would  like  you  to 
clear  up,  if  you  will,  which  relates  to  the  same  matter.  Mr.  Greene 
testified,  if  I  recall  correctly,  that  he  transmitted  suggestions  con- 
cerning the  ultimate  make-up  of  the  syndicate  to  Lehman  Bros. 
Did  you  both  do  that?  ■      _. 

Mr.  Tompkins.  That  was  when  it  became  apparent  that  I  couldn't 
do  what  I  proposed  to  do  at  the  outset,  that  is  to  place  $24,000,000 
of  bonds.  The  property  would  not  stand  that  issue.  What  Mr. 
Greene  was  testifying  to  had  to  do  with  a  later  phase  when  we  were 
not  talking  in  terms  of  $24,000,000  of  bonds,  but  Lehman  Bros,  were 
going  to  sell  $16,500,000  of  bonds.  At  that  stage  in  the  proceedings, 
he  was  having  discussions  with  Lehman  Bros,  about  possible  partici- 
pants in  the  issue  with  which  I  Had  no  concern  whatsoever. 

Mr.  Nehemkis.  Now,  in  the  letter  from  which  I  had  previously 
read,  Committee  "Exhibit  No.  1830,"  on  February  2, 1935,  you  also  in- 
formed Mr.  Greene  as  follows : 

Today  he — 
meaning  Steele,  Mitchell — 

telephoned  me  that  he  had  discussed  the  matter  with  his  partners— 
that  is  to  say,  the  partners  of  Haycten,  Stone — 

and  they  had  decided  to  offer  us  no  participation  in  the  stock  purchase.  I 
said  I  was  sorry  but  that  I  would  have  to  accept  that  and  that  of  course  he 
understood  that  I  had  no  obligation  to  offer  his  firm  an  interest  in  the  bond 
matter.    He  confirmed  that  that  was  his  understanding. 

I  regret  that  Mr.  Mitchell  and  his  associates  reached  that  decision,  but  I 
could  do  nothing  but  accept  it.  I  thought,,  however,  that  I  should  immediately 
write  you  and  tell  you  the  story. 

In  other  words,  Mr.  Tompkins,  regardless  of  whether  it  was  good 
or  bad  for  Cleveland-Cliffs'  bond  issue,  you  excluded  Hay  den.  Stone 
because  they  had  not  seen  fit  to  give  you,  the  bank,  a  participation 
in  their  stock  purchase? 

Mr.  Tompkins.  No,  not  at  all. 

Mr.  Nehemkis.  Well,  will  you  explain  to  me  what,  the  meaning  of 
the  two  paragraphs  from  which  I  have  just  read  is,  if  it  doesn't 
connote  the  meaning  I  have  just  placed  upon  those  two  paragraphs? 
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Mr.  Tompkins.  It  means  this,  that  this  was  in  the  early  part  of 
February. 

Mr.  Nehemkis.  February  2,  to  be  exact,  is  the  date  of  your  letter? 

Mr.  Tompkins.  Right.  That  was  shortly  after  the  drafting  of  this 
informal  contract  between  Cleveland-Cliffs  and  the  Bankers  Trust 
Co. 

Mr.  Nehemkis.  That  is,  January  30,  you  mean? 

Mr.  Tompkins.  That  is  right,  and  this  whole  thing  was  in  a 
formative  stage.  I  had  in  my  mind  to  invite  Lehman  Bros,  to  head 
this  syndicate  and  with  them  would  be  associated  Kuhn,  Loeb  and 
Field,  Glore;  others  might  later  come  in,  but  not  necessarily  on 
original  terms.  I  at  that  time  thought  that  if  Hay  den,  Stone  wanted 
to  come  in  and  make  a  friendly  gesture  to  those  other  three  houses 
by  giving  them  an  interest  through  me,  if  you  will,  that  would  make 
for  a  very  happy  party,  but  all  I  told  Mr.  Mitchell,  when  he  de- 
clined to  do  that,  was,  "Then,  will  you  understand  I  have  no  obliga- 
tion from  here  in  to  take  you  into  this  business?" 

Mr.  Nehemkis.  Assuming  that  you  meant  what  you  said  in  these 
last  two  paragraphs,  would  you  be  good  enough  to  explain  to  me  how 
it  was  possible,  under  the  terms  of  the  Banking  Act,  for  Bankers 
Trust  to  participate  in  a  Hayden,  Stone  syndicate  ? 

Mr.  Tompkins.  That  is  what  I  have  just  pointed  out  to  you;  that 
that  interest  in  the  syndicate  which  you  suggested  I  was  taking  for 
Bankers  Trust  Co.  was  never  contemplated  for  Bankers  Trust  Co. 

Mr.  Nehemkis.  In  other  words,  you  want  the  committee  to  under- 
stand that  in  yotir  activity  you  were  merely  a  conduit  by  which  favors 
could  be  exchanged  and  other  arrangements  effected  which  would 
benefit  various  parties  to  the  syndicate  ? 

Mr.  Tompkins.  I  wouldn't  call  it  the  exchange  of  favors.  I  would 
say  that  I  was  acting  as  an  agent  for  the  Cleveland-Cliffs  Corpora- 
tion, doing  the  best  I  could  to  get  the  best  terms  for  them  possible. 

Mr.  Nehemkis.  Well,  now,  I  want  to  read  back  to  you  once  again, 
if  I  may,  those  last  two  paragraphs.  I  have  identified  the  personalities 
involved  in  here,  and  I  won't  do  it  this  time.  [Reading  from  "Exhibit 
No.  1830":] 

Today  he  telephoned  me  that  he  had  discussed  the  matter  with  his  partners 
and  they  had  decided  to  offer  us  no  participation  in  the  stock  purchase.  I  said 
that  I  was  sorry  but  thai  I  would  have  to  accept  that  and  that  of  course  he 
understood  that  I  had  no  obligation  to  offer  his  firm  an  interest  in  the  bond 
matter. 

Now,  in  that  statement,  assuming  that  Hayden,  Stone  had  offered 
you  a  participation  under  the  proposal  then  contemplated,  you  would 
have  been  obligated  to  bring  Hayden,  Stone  into  the  deal  on  original 
terms,  would  you  not? 

Mr.  Tompkins.  With  the  agreement  of  the  other  members  of  that 
syndicate. 

Mr.  Nehemkis.  Yes.  Assuming  they  all  agreed.  Now,  when  you 
made  that  suggestion  to  Hayden,  Stone,  for  whom  were  you  acting; 
for  the  bank  or  for  Cleveland-Cliffs  Iron  Co.? 

Mr.  Tompkins.  Cleveland-Cliffs;  they  were  my  principal. 

Mr.  Nehemkis.  But  it  was  of  no  consequence,  was  it,  to  Cleveland- 
Cliffs  whether  or  not  Hayden,  Stone  offered  you  an  exchange  in  thejr 
stock  deal  ? 
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Mr.  Tompkins.  Decidedly,  because  that  was  to  be  for  the  benefit  of 
the  other  participants  in  the  syndicate;  not  for  the  Bankers  T~ust 
Co.    We  couldn't  have  taken  it  under  the  law,  anyway. 

Mr.  Nehemkis.  Then  why  were  you  making  these  suggestions,  if 
upon  your  own  aamission  you  could  not  have  taken  it  under  the  law  ? 
Mr.  Tompkins.  Because  I  was  doing  it  for  the  account  of  the  par- 
ticipants in  the  syndicate. 

Mr.  Nehemkis.  Now  I  want  to  read  a  bit  further,  if  I  may.    [Read- 
ing further  from  "Exhibit  No.  1830" :] 
He- 
Meaning  Steele  Mitchell — 

confirmed  that  that  was  his  understanding. 

I  regret  that  Mr.  Mitchell  and  his  associates  reached  that  decision,  but  I  could 
do  nothing  but  accept  it.  I  thought,  however,  that  I  should  immediately  write 
you  and  tell  you  the  story. 

Now  if  I  may  briefly  recapitulate,  at  the  time  that  Hayden,  Stone 
was  interested  in  the  stock  transaction  and  you  offered  them  a  par- 
ticipation on  original  terms  in  the  deal  that  you  were  handling  as 
agent,  you  were  acting,  you  wish  the  committee  to  understand,  in 
behalf 

Mr.  Tompkins  (interposing).  I  hadn't  offered  them  an  interest. 

Mr.  Nehemkis.  Beg  pardon  ? 

Mr.  Tompkins.  You  said  I  had  offered  them  an  interest.  I  hadn't 
offered  them  an  interest. 

Mr.  Nehemkis.  You  had  not  offered  Hayden,  Stone  an  interest  on 
original  terms  in  the  Cleveland-Cliffs  transaction  in  exchange  for 
participation  by  the  bank  in  the  Hayden,  Stone  stock  deal? 

Mr.  Tompkins.  Not  up  until  that  time  they  were  never  offered  an 
interest  in  it. 

Mr.  Nehemkis.  This  letter  is  dated  February  2,  and  that  is  the 
purpose  of  your  letter  of  transmittal  to  Mr.  Greene.  You  wrote  in 
the  second  paragraph  of  this  letter  as  follows,  Mr.  Tompkins. 
[Reading  further  from  "Exhibit  No.  1830" :] 

You  will  recall  that  when  you  told  me  that  Hayden  Stone  &  Co.  had  been  in 
negotiation  on  that  matter  and  asked  what  my  point  of  view  would  be  with 
reference  to  ceding  that  firm  an  interest  in  the  bond  financing,  I  told  you  that 
we  would  be  very  happy  to  offer  them  an  interest. 

Mr.  Tompkins.  That  is  right. 
Mr.  Nehemkis  (continuing)  : 

I  believe  that  you  advised  Mr.  Hayden  of  our  attitude  on  that  point.  At 
that  time  I  suggested  that  I  thought  it  would  be  very  gracious,  and  helpful  to 
the  whole  situation,  if  in  return  for  our  offering  them  an  interest  in  the  bond 
business  they  offered  us  an  opportunity  to  join  them  in  their  purchase  of  the 
stock. 

Now  that  is  precisely  the  way  investment  bankers  talk  when  they  ne- 
gotiate a  deal.  That  has  been  the  whole  tenor  of  the  testimony  before 
this  committee  which  has  been  received  here  for  the  past  three  weeks 
or  so.  Now  I  repeat  again,  because  I  think  this  is  very  important, 
Mr.  Tompkins,  do  you  want  this  committee  to  understand  that  at 
the  time  you  were  writing  to  Mr.  Greene,  for  whom  you  were  author- 
ized to  act  only  as  agent,  that  in  this  particular  transaction  you  were 
not  acting  at  the  same  time  for  the  Bankers  Trust  Co.? 

Mr.  Tompkins.  I  certainly  do  want  the  committee  to  understand 
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Acting  Chairman  King.  Did  the  Bankers  Trust  Co.  have  any- 
interest  in  the  activities  which,  you  were  carrying  on  as  agent  for 
Mr.  Greene's  company? 

Mr.  Tompkins.  I  don't  think  I  understand,  Senator. 

Acting  Chairman  King.  Did  the  Bankers  Trust  Co.  have  any- 
thing to  do  with  the  work  of  the  syndicate,  the  placing  of  those 
securities  which  were  being  issued,  or  the  canning  out  of  that  loan 
which  was  made  to  consolidate  those  debts  which  aggregated 
$25,000,000? 

Mr.  Tompkins.  Aiter  the  bonds  were  sold  to  the  public  there  was 
a  bank  loan  of  $5,000,000  that  had  to  be  arranged  and  in  that  we 
participated. 

Mr.  Henderson.  May  I  ask  a  question  here,  Mr.  Chairman,  if  you 
are  through? 

Acting  Chairman  King.  Yes. 

Mr.  Henderson.  I  understand  that  j-our  response  to  counsel's  ques- 
tion was  that  you  were  trying  to  get  this  participation  in  the  common 
stock  in  order  to  help  carry  the  deal,  and  that  you  were  acting  as  agent 
for  Cleveland  Cliffs  and  not  for  Bankers  Trust? 

Mr.  Tompkins.  Yes ;  that  is  correct. 

Mr.  Henderson.  But  the  negotiations  were  by  yourself,  representing 
Bankers  Trust?  You  were  not  acting  in  an  individual  capacity  as 
agent,  were  you  ? 

Mr.  Tompkins.  No;  I  was  acting  as  an  officer  of  my  bank;  the  bank 
was  acting  as  an  agent. 

Mr.  Henderson.  Did  you  submit  the  question  of  the  legality  of  that 
action  to  counsel,  also  ? 

Mr.  Tompkins.  Which  particular  action  ? 

Mr.  Henderson.  This  attempt  to  negotiate  a  reciprocal  obligation 
with  Hayden,  Stone's  transaction. 

Mr.  Tompkins.  No  ;  I  never  discussed  it  with  anyone. 

MEANING  OF  UNDERWRITING  AND  THE  BANKING  ACT  OF'  19  33 

Mr.  Henderson.  The  first  paragraph  of  the  Banking  Act  says :    ' 

After  one  year  from  the  date  of  the  enactment  of  this  Act,  no  member  bank 
shall  be  affiliated  in  any  manner  described  in  Section  2b  hereof  with  any  corpo-. 
ration,  association,  business  trust,  or  any  other  similar  organization,. engaged 
principally  in  the  issue,  flotation,  underwriting,  public  sale,  or  distribution  at 
wholesale  or  retail  or  through  syndicate  participation  of  stocks,  bonds,  deben: 
tures,  notes,  or  other  securities.1 

Do  I  understand  thafyou  take  the  position  that  the  Bankers  Trust 
as  agent  could  do  the  tiling  that  it  was  not  authorized  to  do  by  the 
Banking  Act  ? 

Mr.  Tompkins.  No ;  I  don't  take  that  position.  I  have  always  as- 
sumed that  the  bank"  although  excluded  from  underwriting,  could  act 
as  an  agent  for  the  account  of  another. 

Mr.  Henderson.  And  acting  as  an  agent  to  perform  ail  the  acts  that 
are  ordinarily  done  by  an  underwriter,  except  that  of  taking  the  risk  ? 

Mr.  Tompkins.  No ;  my  conception  of  my  agency  responsibility  was 
to  get  as  good  terms  as  I  could  for  my  principal  I  had  to  do  a  lot  of 
things  to  accomplish  that. 

*The  relevant  provisions  of  the. Banking  Act  of  1933  are  set  forth  in  "Exhibit  No.  1530  * 
Hearings,  Part  22,  p.  11607. 
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Mr.  Henderson.  And  in  doing  that  you  felt  that  you  were  within 
3'our  legal  rights  to  try  to  get  this  reciprocal  obligation  for  the  com- 
mon stock? 

Mr.  Tompkins.  Yes;  I  felt  I  was  trying  to  form  a  syndicate  as 
successfully  as  I  could,  and  that  if  this  house  of  Hayden,  Stone  had  a 
piece  of  business  which  might  be  attractive  to  the  other  houses  that  I 
had  in  mind,  as  I  said  in  that  letter,  it  would  make  a  very  happy  party. 

Mr.  Henderson.  Why  wasn't  that  something  which  Lehman 
Brothers  would  want?  You  had  already  at  this  time,  had  you  not, 
selected  Lehman  Brothers  to  manage  the  deal  ? 

Mr,  Tompkins.  If  it  were  ever  done;  yes;  but  we  were  just  starting 
then,  Mr.  Henderson. 

Mr.  Henderson.  I  know,  but  what  I  would  like  to  get  at — I  am 
not  so  much  interested  in  this  single  transaction,  as  you  probably 
perceive — in  bringing  out  an  issue  by  an  underwriter  there  are  a 
number  of  steps  to  be  performed;  there  are  the  various  conversa- 
tions with  the  issuers,  sometimes  leading  on  the  part  of  the  under- 
writer to  the  engaging  of  counsel,  engineers,  appraisers,  and  account- 
ants.  Now,  in  your  opinion,  can  a  bank,  acting  as  agent,  go  that  far  ? 

Mr.  Tompkins.  No;  I  think  that  agency  means  what  the  term 
implies.    In  this  case  it  was  just  as  if  we  were  given  an  order  to  sell 
$24,000,000  of  bonds  for  the  account  of  Cleveland-ClifFs  for  a  com-* 
mission. 

Mr.  Henderson.  Well,  that  is  all  right  if  you  were  given  an  order 
by  Cleveland-Cliffs  to  underwrite.  Very  plainly,  in  your  opinion, 
you  couldn't  do  it? 

Mr.  Tompkins.  No;  that  would  be  unlawful. 

Mr.  Henderson.  But  what  I  am  getting  at,  where  is  the  line 
drawn?  What  are  the  things  in  this  contract?  The  thing  which 
you  excluded  in  the  written  terms  was  the  assumption  of  the  respon- 
sibility, and  in  the  succeeding  letters  you  were  careful  to  make  it 
clear  that  you  were  acting  as  agent  ? 

Mr.  Tompkins.  Yes. 

Mr.  Henderson.  Now,  is  there  anything  else  in  the  transaction  of 
the  ordinary  underwriting  of  an-  issue  that  a  bank  can't  do,  acting  as 
agent?    Do  you  think  of  anything? 

Mr.  Tompkins.  I  think  the  bank  could,  in  the  first  place,  get  to- 
gether, say,  a  group  of  insurance  companies  and  try  to  get  them  to  buy 
the  bonds.  That  was  my  original  intention  here.  That  wasn't 
possible. 

Then  the  next  thing  it  can  do  is  to  get  together  a  group  of  houses, 
and  it  wants  to  make  that  group  as  strong  as  it  can,  of  course. 

Mr.  Henderson.  And  if  the  group  takes  the  issue  the  bank  then 
buys  some  of  the  bonds  ? 

Mr.  Tompkins.  After  the  issue ;  yes. 

Mr.  Henderson.  But  they  can  buy  them  from  the  underwriter? 

Mr.  Tompkins.  Buy  them  from  the  underwriter,  if  he  will  sell  them 
to  him. 

Mr.  Henderson.  What  other  things  can  a  bank  acting  as  agent  do  ? 
Let  me  suggest  one  you  have  indicated  here.  It  can  do  the  thing 
which  an  underwriter  ordinarily  tries  to  do,  or  sometimes  tries  ho  do — 
there  has  been  some  denial  of  testimony  here— to  get  reciprocal 
obligations  which  will  sweeten  the  contract,  or  in  your  terminology,  I 
think  it  was,  to  make  it  a  Y-  ppier  party.  Now,  the  bank  can  do  those 
things  can  it  not  ? 
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Mr.  Tompkins.  I  think  the  bank  could  form  a  syndicate  for  the 
purpose  of  selling  the  bonds,  and  in  the  formation  of  that  syndicate 
t  he  bank  would  be  doing  nothing  improper  if  it  made  whatever  moves 
were  necessary  to  get  a  strong  syndicate. 

Mr.  Henderson.  And  the  bank  could  select  the  manager  and  also 
the  subunderwriters  ? 

Mr.  Tompkins.  Well,  it  certainly  could  select  the  manager. 

Mr.  Henderson.  Could  it  select  the  subunderwriters? 

Mr.  Tompkins.  I  should  think  after  it  had  its  basic  syndicate 
as  we  did  in  this  case  of  four  strong  houses,  from  there  on  the  job 
was  up  to  the  syndicate  manager. 

Mr.  Henderson.  Do  you  think  it  could  go  further  and  indicate  any 
of  the  distributors  that  might  take  part  in  the  issue  ? 

Mr.  Tompkins.  Oh,  I  think  it  could  properly  suggest  to  the  syndi- 
cate manager  that  this  certain  house,  Smith,  Jones  &  Co.,  be  given  an 
interest  in  the  business. 

Mr.  Henderson.  So  it  could  act  in  a  cooperative  capacity  with  the 
underwriters  in  determining  what  the  distribution  line  should  be? 

Mr.  Tompkins.  No;  not  that.  I  meant  that  just  as  a  bank  would 
do  for  any  of  its  clients  in  any  of  its  business,  it  would  suggest  to  an 
underwriter  that  it  would  like  to  have  such  and  such  a  name  included. 
I  don't  think  that  after  it  passed — after  the  formation  of  the  syndicate 
and  there  is  a  manager  selected,  then  I  think  the  bank  steps  out  of  the 
picture. 

Mr.  Henderson.  How  about  a  stabilizing  operation? 

Mr.  Tompkins.  The  bank  can't  participate  in  that. 

Mr.  Henderson.  Can't  participate  under  the  terms  of  the  '33  act  or 
of  the  Exchange  Acts  ? 

Mr.  Tompkins.  I  think  that  certainly  under  the  Banking  Act  it 
couldn't. 

Mr.  Henderson.  Well,  it  can  take  a  fee  as  an  agent  for  performing 
all  these  things? 

Mr.  Tompkins.  Not  all  of  them,  Mr.  Commissioner.  I  think  it  can 
take  a  fee  for  finding  the  buyer  for  an  issue. 

Mr.  Henderson.  It  can  get  a  finder's  fee?  In  this  case  it  wasn't 
a  matter  of  finding;  the  business  walked  into  the  office,  in  a  way,  didn't 
it  ?     I  mean  isn't  that 

Mr.  Tompkins.  I  don't  think  a  finder's  fee  would  accurately  define 
what  this  was. 

Mr.  Henderson.  But  it  could  take  a  finder's  fee.  you  think? 

Mr.  Tompkins.  I  don't  know ;  I  have  never  had  that  experience. 

Mr.  Henderson.  In  your  experience  no  one  of  your  clients  has  said, 
"We  will  pay  you  a  fee"?  Or  you  haven't  had  the  experience  in  which 
you  have  said  to  a  banking  house,  "One  of  our  accounts  is  in  need  of 
financing  and  we  think  you  ought  to  look  into  the  business"  and  if 
they  get  the  business,  pay  you  a  fee?  You  haven't  had  any  experi- 
ence like  that? 

Mr.  Tompkins.  We  have  done  that  on  several  occasions,  but  without 
suggesting  any  fee  for  it ;  just  service  to  the  depositor. 

Mr.  Henderson.  Let  me  ask  you  this,  before  the  manager  of  the 
syndicate  is  selected,  can  the  bank,  acting  as  agent,  suggest  the  sec- 
ondary .group? 
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Mr.  Tompkins.  It  could  if  it  were  asked  to  by  the  manager  of  the 
syndicate. 

Mr.  Henderson.  Well,  could  it,  before  the  manager  was  selected, 
pick  out  the  secondary  group  and  then  after  it  selected  the  manager 
say,  "This  is  the  secondary  group"? 

Mr.  Tompkins  Well,  I  think  that  it  would  perhaps  be  going  beyond 
what  it  was  asked  to  do  by  its  principal  if  it  did  more  than  just  get 
the  first  group. 

AUTHORITY  TO  SELECT  THE  UNDERWRITING  SYNDICATE 

Mr.  Henderson.  But  this  seven-page  document 1  that  Mr.  Nehemkis 
was  waving  at  Senator  King  said,  I  understand,  that  you  would 
use  your  best  efforts.  Now,  would  "best  efforts"  to  you  indicate  the 
secondary  group  ?  Do  you  think  that  the  bank  acting  as  agent  would 
select  them  even  before  they  had  determined  on  the  principal  under- 
writer ? 

Mr.  Tompkins.  I  think  that  it  would  have  used  its  best  efforts 
successfully  to  have  gotten  the  commitment  group,  the  original  group ; 
then  the  question  of  the  secondary  group  for  distribution  would  be  up 
to  the  syndicate  manager. 

Mr.  Henderson.  Now,  in  this  negotiation  you  had  with  Hay  den, 
Stone,  you  were  asking  this  reciprocal  obligation  as  a  quid  pro  quo 
for  letting  them  in  on  original  terms,  not  in  the  secondary  group. 

Mr.  Tompkins.  For  suggesting  them  to  Lehman  Bros,  who  had 
already  been  selected  as  the  head.  I  couldn't  dictate  the  inclusion  or 
exclusion  of  Hayden,  Stone. 

Mr.  Henderson.  You  say  you  couldn't,  maybe  by  that  seven-page 
document,  but  you  did.  The  very  letter  2  that  you  wrote  to  Mr.  Greene 
recites  that  you  did,  and  then  they  understood  that  they  were  being 
excluded  because  they  wouldn't  come  apross  with  the  common  stock. 

Mr.  Tompkins.  That  letter  showed  that  I  would  be  under  no  obliga- 
tion to  them  to  offer  them  an  interest. 

Mr.  Henderson.  Obligation  as  an  agent? 

Mr.  Tompkins.  As  an  agent. 

Mr.  Henderson.  Acting  for  C.  C,  I. 

Mr.  Tompkins.  Yes.  If,  however,  Lehman  Bros,  and  Kuhn,  Loeb 
for  reasons  of  their  own,  or  the  corporation,  wanted  them  in  the  busi- 
ness, and  they  were  prepared  to  make  a  commitment,  of  course  they 
could  come  in. 

Mr.  Henderson.  Yes;  but  "did  you  discuss  with  Lehman  Bros,  at 
that  time  this  reciprocal  obligation? 

Mr.  Tompkins.  No,  not  at  all ;  I  had  nothing  to  discuss. 

Mr.  Henderson.  Well,  you  did  have  something  to  discuss  in  the  way 
of  getting  this  reciprocal  obligation,  because  -when  Mather  was  going 
over  it  you  told  him  what  you  thought  ought  to  be  the  terms  on  which 
they  came  in,  and  they  came  back  and  said  the  two  transactions  were 
separate. 

Mr.  Tompkins.  That  is  right. 

Mr.  Henderson.  Then  you  went  further  and  talked  a  bit  with  him 
and  said,  "You  take  this  attitude,  you  are  not  in  the  bond  issue." 

Mr.  Tompkins.  But  you  asked  if  I  discussed  it  with  Lejffnali. 

1  "Exhibit  No.  1819." 

2  "Exhibit  No.  1830." 
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Mr.  Henderson.  Yes.  You  said  you  had  nothing  to  discuss,  but 
you  were  discussing  this  particular  item,  and  at  the  same  time  you  had 
selected  Lehman. 

Mr.  Tompkins.  I  had  nothing  to  discuss  with  Lehman  Bros,  because 
there  was  no  stock  interest  to  offer  to  Lehman  Bros.  The  matter  was 
Closed. 

Mr.  Nehemkis.  The  point  at  issue,  however,  Mr.  Tompkins,  is  that 
the  manager  was  very  much  concerned,  or  should  have  been  very 
much  concerned,  as  to  who  the  manager's  associates  were,  and  you 
might  have  been  in  a  position  of  having  brought  in  a  house  that 
might  not  have  been  acceptable  to  the  manager.  Such,  of  course, 
was  not  the  case,  but  that  is  the  logic  of  your  position.  That  is 
what  the  Commissioner,  I  believe,  is  asking  about. 

Mr.  Tompkins.  I  don't  know  that  I  follow  that. 

Mr.  Henderson.  You  had.  already  selected  Lehman,  had  you  not? 

Mr.  Tompkins.  To  head  it  up,  that  is  right. 

Mr.  Henderson.  And  now  you  were,  as  agent,  going  into  a  nego- 
tiation which  admittedly  is  usually  undertaken  by  the  principal  for 
the  reciprocal  obligation.  If  you  had  gotten  that,  then  Hayden, 
Stone  would  have  been  in  whether  Lehman  wanted  it  or  not. 

Mr.  Tompkins.  Oh,  no ;  not  at  all.     It  was  entirely  up  to  them. 

Mr.  Henderson.  I  thought  you  had  the  right  to  negotiate  there, 
you. were  acting  as  agent  and  presumably  you  could  make  a  commit- 
ment. 

Mr.  Tompkins.  Our  job  a:   agent  was  to' form  a  group  sufficiently 
'  strong  to  make  a  commitmen .. 

Mr.  Henderson.  ,  You  take  the  position,  then,  that  if  you  had  gone 
through  with  Hayden,  Stone  and  they  had  given  you  the  common 
stock  participation,  Lehman  Bros,  could  have  thrown  it  down? 

Mr.  Tompkins.  Of  course,  because  it  was  for  them  to  accept, 
not  me ;  it '  wasn't  for  the  Bankers  Trust  Co.  I  would  have  gone,  in 
that  event,  Mr.  Commissioner,  to  Lehman  Bros.,  Kuhn,  Loeb,  Field, 
Glore,  and  said,  "Hayden,  Stone  &  Co.  would  like  to  come  in  this 
business  and  they  are  doing  a  piece  of  common-stock  business  and 
there  is  participation  in  that  which  will  be  available  to  you  all  if 
you  want  it."  Now  they  may  have  said,  "Well,  we  are  not  interested 
in  their  common-stock  deal,  nor  do  we  want  them  in  this  business." 

Mr.  O'Connell.  What  about  Cleveland-Cliffs?  Could  Cleveland- 
Cliffs  have  required  the  syndicate  manager  to  bring  in  this  other 
firm? 

Mr.  Tompkins.  As  a  practical  matter  they  could  have,  because 
if  they  made  the  request  it  was  a  responsible  house. 

Mr.  O'Connell.  As  an  equally  practical  matter  you  were  in  the 
same  position  as  Cleveland-Cliffs,  were  you  not?  You  were  their 
agent  ? 

Mr.  Tompkins.  I  was  acting  as  their  agent. 

Mr.  O'Connell.  Could  you  not  have  done  anything  Cleveland- 
Cliffs  could  have  done,  as  a  practical  matter,  as  far  as  dictating  who 
could  have  been  in  the  syndicate  ? 

Mr.  Tompkins.  I  think  so,  in  the  light  of  the  names  of  the  houses 
involved. 

Mr.  O'Connell.  It  doesn't  seem  to  me  that  your  position  is  dis- 
tinguishable from  that  of  Cleveland-Cliffs.  You  operated  as  their 
agent  with  power  to  act;  you  could  dictate  who  would  be  in  the 
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syndicate.     You  dictated  the  manager,  I  mean  you  selected  the  man- 
ager. 

Mr.  Tompkins.  I  selected  the  manager.  You  have  to  have  a  place 
to  start  from.  But  as  a  matter  of  fact,  after  the  selection  of  a  man- 
ager and  in  the  formation  of  syndicates  it  isn't  a  matter  of  dictation, 
it  is  a  matter  of  mutual  agreement.  You  are  dealing  with  respon- 
sible houses. 

Acting  Chairman  King.  The  manager  of  Lehman  Bros,  could 
have  rejected  any  person  participating  in  the  syndicate  if  they  de- 
sired to. 

Mr.  Tompkins.  Oh,  yes. 

Mr.  Henderson.  But  you  as  an  agent  could  have  rejected  Leh- 
man Bros.,  too,  could  you  not?     You  were  the  top  man  in  this  thing. 

Mr.  Tompkins.  I  suppose  I  could  have,  theoretically. 

Mr.  Henderson.  You  were  the  one  who  had  the  contract. 

Mr.  Tompkins.  Yes;  but  after  having  invited  Lehman  Bros,  to 
head  up  this  syndicate  and  told  them  of  my  contractual  relationship 
with  Cleveland-Cliffs  and  discussed  the  other  members  which  I  had 
in  mind  I  can't  see  at  that  point  that  I  could  very  well  have 
dropped  it. 

Mr.  Henderson.  Well,  speaking  legally  you  could. 

Mr.  Tompkins.  Legally  I  could  have. 

Mr.  Henderson.  Yes;  that  is  what  I  mean. 

Mr.  Tompkins.  But  practically,  no;  I  don't  think  I  would  have. 

Acting  Chairman  King.  If  you  had  suggested  someone  that  Leh- 
man Bros,  didn't  want,  they  might  have  refused  to  take  charge? 

Mr.  Tompkins.  Oh,  absolutely. 

Acting  Chairman  King.  In  other  words,  your  suggestion  that  A, 
B,  or  C  might  be  included  in  the  syndicate  didn't  compel  them  to 
accept  them,  and  if  you  had  made  the  request  or  if  Mr.  Greene  had 
made  the  request  that  they  take  A,  B,  or  C  into  the  syndicate  and 
Lehman  Bros,  had  said  "no,"  why,  perhaps  they  might  have  with- 
drawn the  commitment  to  Lehman  Bros,  if  it  hadn't  been  reduced  to 
writing  or  hadn't  become  a  concrete  contract;  nevertheless,  Lehman 
Bros,  could  have  rejected  their  suggestions,  and  ,they  could  have 
been  bound  by  Lehman  Bros.'  action  in  the  matter. 

Mr.  Tompkins.  That  is  right. 

Mr.  Henderson.  Let  me  ask  you  this :  Do  the  officers  of  Bankers 
Trust  sit  in  on  discussions  with  underwriters  and  issuers  or  deposi- 
tors of  Bankers  Trust? 

Mr.  Tompkins.  We  sit  in  with  the  borrowers,  with  the  issuer. 

Mr.  Henderson.  You  sit  in  as  banker  to  the  borrower. 

Mr.  Tompkins.  That  is  right. 

Mr.  Henderson.  In  negotiations  with  the  underwriters  ? 

Mr.  Tompkins.  Not  necessarily ;  not  always  in  negotiations. 

Mr.  Henderson.  But  in  discussion. 

Mr.  Tompkins.  Yes. 

Mr.  Henderson.  Did  you  take  a  fee  for  that  ? 

Mr.  Tompkins.  No  ;  this  is  the  only  instance  I  know  of  where  a  fee 
was  even  suggested, 

Mr.  Henderson.  But  if  this  long  series  of  things  we  have  been 
through  is  correct,  there  is  nothing  to  prevent,  legally,  a  bank  from , 
engaging  in  a  large  number  of  the,  activities  which  are  ordinarily 
the  function  of  an  underwriter. 
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Mr.  Tompkins.  Yes.    I  have  never  seen  it  work  in  practice 

Mr.  Henderson  (interposing).  No;  because  of  the  risk-taking  in 
that  respect.  The  thing  which  an  issuer  wants  is  that  guarantee,  of 
course,  to  buy. 

Mr.  Tompkins.  If  the  issuer  is  a  depositor  of  the  bank  he  certainly 
has  the  right  to  come  to  the  bank  and  ask  advice  on  a  proposed  issue, 
and  that  we  give  him. 

Acting  Chairman  King.  The  committee  will  stand  adjourned  until 
2:30. 

(Whereupon,  at  12:40  p.  m.,  the  committee  recessed  until  2:30 
o'clock  p.  m.  of  the  same  day.) 

AFTERNOON  SESSION 

At  2:30  p.  m.  the  committee  resumed  its  session,  after  the  noon 
recess. 

Acting  Chairman  Henderson.  The  committee  will  be  in  order. 

Mr.  Nehemkis.  Mr.  Tompkins,  will  you  please  resume  the  witness 
stand? 

No  action  was  taken,  Mr.  Tompkins,  with  regard  to  the  proposed 
bond  issue  between  February  7  and  May  3  because  as  Mr.  Greene 
testified  this  morning  the  suit  brought  by  the  Department  of  Justice 
to  restrain  the  merger  of  Republic  Steel  and  Corrigan-McKinney ; 
is  that  your  recollection,  sir? 

Mr.  Tompkins.  Yes;  I  think  we  were  doing  our  analytical  work 
on  the  property,  and  so  on. 

Mr*.  Henderson.  Off  the  record.     (Making  inquiry.) 

Mr.  Nehemkis.  After  the  decision  had  been  reached  in  this  case 
negotiations  were  once  more  resumed,  were  they  not? 

Mr.  Tompkins.  Yes. 

Mr.  Nehemkis.  And  by  June  6  the  underwriters  had  been  selected? 

Mr.  Tompkins.  I  would  say  about  that  time. 

Mr.  Nehemkis.  And  the  underwriters  were  Lehman  Bros.,  Field, 
Glore,  Kuhn,  Loeb,  and  Hayden,  Stone? 

Mr.  Tompkins.  That  is  right. 

Mr.  Nehemkis.  I  show  you  a  letter  by  yourself  dated  June  6,  1935. 
Will  you  be  good  enough  to  examine  this  document  and  tell  me 
whether  you  recognize  it  as  a  true  and  correct  copy  of  an  original  in 
your  possession  and  custody,  Mr.  Tompkins? 

Mr.  Tompkins.  Yes. 

Mr.  Nehemkis.  The  document  as  identified  by  the  witness  is  of- 
fered in  evidence,  may  it  please  the  committee. 

Acting  Chairman  O'Connell.  The  document  will  be  received. 

(The  letter  referred  to  was  marked  "Exhibit  No.  1831"  and  appears 
in  the  appendix  on  p.  12752.) 

Mr.  Nehemkis.  Now  did  not  the  four  investment  banking  firms 
meet  in  your  office  on  or  about  June  28  to  agree  upon  the  terms  of 
(he  bond  issue? 

Mr.  Tompkins.  They  met  in  my  office,  but  I  don't  think  at  that 
time  set  the  terms  at  all. 

DISCUSSION  OF  UNDERWRITING  TERMS,  JUNE  2  8,  1935 

Mr.  Nehemkis.  I  show  you  a  letter  dated  July  9,  1935,  from  Mr. 
Lewis  Strauss,  addressed  to  you,  together  with  a  memorandum  by 
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Mr.  Strauss.  Will  you  be  good  enough  to  examine  it  and  tell  me 
whether  you  recognize  it  as  a  true  copy  ? 

Mr.  Tompkins.  Yes;  I  do. 

Mr.  Nehemkis.  May  it  please  the  committee,  the  two  documents 
identified  by  the  witness  are  offered  in  evidence. 

Acting  Chairman  O'Connell.  They  will  be  received. 

(The  documents  referred  to  were  marked  "Exhibits  Nos.  1832  and 
1833"  and  are  included  in  the  appendix  on  p.  12753.) 

Mr.  Nehemkis.  I  read  to  you  from  the  last  paragraph  of  the  letter 
dated  July  9,  1935,  from  Mr.  Strauss  to  yourself  [reading  from  "Ex- 
hibit No.  1832"] : 

As  you  may  recall  I  made  a  memorandum  at  our  last  meeting  in  your  office 
of  my  understanding  of  the  agreement  which  we  had  reached  and  read  it  to  the 
group.  It  is  now  a  part  of  my  office  record  and  I  am  enclosing  a'  copy  of  it 
herewith. 

And  then  there  is  attached  to  the  document  identified  by  you,  and 
now  in  evidence,  the  following  memorandum,  prepared  by  Lewis 
Strauss.  For  the  sake  of  the  record,  Mr.  Lewis  Strauss  is  a  partner 
of  Kuhn,  Loeb  &  Co.? 

Mr.  Tompkins.  Correct. 

Mr.  Nehemkis.  The  memorandum  reads  as  follows  [reading  from 

"Exhibit  No.  1833 "] : 

The  following  memorandum  of  conclusions  reached  at  meeting  in  the  office 
of  Mr.  B.  A.  Tompkins  of  Bankers  Trust  Company  on  June  28,  1935 — 

That  was  the  date,  you  recall,  I  asked  you  about  a- moment  ago — 

jotted  down  by  me  at  the  time  and  read  to  those  present,  being — Messrs.  B.  A. 
Tompkins,  Robert  Lehman,  Monroe  Gutman.  Russell  Forgan,  John  Fennelly, 
Richard  Morris,  Lewis  L.  Strauss. 

"A  group  is  formed  to  do  financing  for  a  company  proposed  to  be  organized 
by  the  consolidation  of  Cliffs  Corporation  and  Cleveland-Cliffs  Company,  to 
consist  of  Messrs.  Lehman  Brother^  Field,  Glore  &  Co.,  Hayden,  Stone  &  Co., 
and  Kuhn,  Loeb  &  Co.,  each  party  to  the  group  to  have  an  equal  interest  o€ 
25% ;  if  any  other  parties  are  admitted  to  the  business  they  are  to  receive  par- 
ticipations made  up  pro-rata  from  the  shares  of  the  participants  and  re  to 
be  admitted  only  upon  general  concurrence.  Lehman  Brothers  are  to  manage 
rhe  initial  business:  supsequent  leade  sb'p  is  to  rotate:  Kuhn,  Loeb  &  Co.  to  be 
silent  members  of  tile  gruup,  that  is  to  say  their  name  is  to  appear  where 
legally  required- in  the  Registration  Statement  and  in  the  body  of  the  Prospectus 
(not  the  front  page  of  the  Prospectus  or  advertising)  and  on  the  last  line  in 
each  instance  and  in  no  other  documents  without  their  consent. 

"Lehman  Brothers  and  the  Bankers  Trust  Company  are  to  receive  under  the 
agreement  with  Mr.  Greene,  %%  each  from  the  Company — not  to  be  a  cost  to 
the  business — but  Lehman  Brothers'  y2%  may  be  in  the  nature  of  a  manage- 
ment fee  if  legally  necessary  to  so  arrange  it.  No  precedent  of  management  fee 
is  to  be  applicable  to  subsequent  business. 

"The  stock  collateral  when,  as  and  if  liquidated  is  to  be  handled  by  the  group 
as  a  whole." 

Initialed  "L.  L.  S.,"  being  the  initials  of  Lewis  L.  Strauss. 

(Senator  King  took  the  chair.) 

Mr.  Nehemkis.  According  to  this  memorandum,  Mr.  Tompkins,  you 
had  agreed  to  divide  your  1  percent  agent's  fee  with  Lehman  Brothers, 
the  manager  of  the  syndicate.    Is  that  correct  ? 

Mr.  Tompkins.  It  is  and  isn't. 

Mr.  Nehemkis.  In  what  respect  isn't  it  correct  ? 

Mr.  Tompkins.  In  this  respect :  By  that  time  it  had  become  obvious 
that  we  could  not  do  a  first-mortgage  and  collateral -trust  issue,  that 
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we  would  have  to  do  two  issues,  iand  .that  I  was  not  going  to  be  able  to 
make  the  arrangement  that  was  contemplated  in  the  January  contract. 
I,  therefore,  agreed  with  Mr.  Greene  that  my  commission  should  be 
reduced  by  50  percent,  and  he  in  turn  agreed  to  pay  half  of  1  percent 
to  Lehman  Brothers  as  managers  of  the  syndicate.  I  wasn't  splitting 
my  fee;  I  was  taking  a  lower  fee  and  he  was  making  another 
arrangement. 

Mr.  Nehemkis.  This  morning  there  was  marked  for  identification 
committee  "Exhibit  No.  1823."  I  want  to  read  to  you  from  a  memo- 
randum written  by  Mr.  Greene  on  June  13,  1935  [reading  from 
"Exhibit  No.  1823"] : 

Mr.  Tompkins  then  went  on  to  state  that  they  had  discussed  the  matter  of  a  1% 
commission  and  had  agreed  to  this  arrangement :  that  the  Bankers  Trust  Com- 
pany would  keep  %%  for  themselves  out  of  which  they  would  pay  White  & 
Case's  bill  up  to  the  present  time  and  also  White  &  Case  or  any  other  firm  who 
did  the  legal  work  drawing  the  issue  and  protecting  the  interests  of  the  Bank- 
ers Trust  Company  as  trustee  of  the  bond  issue.    He  stated — 

Referring  to  Mr.  Tompkins — 

that  the  other  y2%  would  be  paid  to  Lehman  Bros,  for  their  assuming  the 
leadership  of  the  purchasing  group. 

Now,  just  so  that  the  record  may  be  <  horoughly  clear,  is  it  a  fact  that 
that  the  total  1  percent  was  shared  by  you  with  Lehman  Brothers? 

Mr.  Tompkins.  No  ;  it  was  a  fact  that  the  Cleveland  Cliffs  Co.  paid 
me  a  half  and  paid  Lehman  Brothers  a  half;  I  didn't  share  it  with 
Lehman  Brothers.    Perhaps  we  both  mean  the  same  thing. 

Mr.  Nehemkis.  I  rather  think  we  do. 

POSITION  OF  BANKERS  TRUST  UNDER  AGREEMENT  OF  JUNE  2  8,   193  5 

Mr.  Nehemkis.  Would  this  be  a  fair  conclusion  for  me  to  draw  from 
the  memorandum  embodying  the  agreement  reached  by  the  investment 
banking  firms :  that  the  Bankers  Trust,  having  started  out  as  an  agent, 
in  order  to  avoid  conflict  with  the  Banking  Act,  ended  up  by  becoming 
co-manager  of  an  underwriting  syndicate,  the  very  thing  the  law 
sought  to  prohibit? 

Mr.  Tompkins.  No  ;  that  would  not  be  a  correct  conclusion. 

Mr.  Nehemkis.  Then  I  ask  you  to  state  wherein  the  conclusion  is 
unsound. 

Mr.  Tompkins.  Because  the  Bankers  Trust  Co.  never  departed  from 
its  agency  position ;  it  never  had  a  dollar  of  commitment  in  this  situa- 
tion, and  never  proposed  to  take  one  unless  it  might,  after  the  bond 
issue  had  been  made  into  a  public  offering,  elect  to  buy  some  bonds. 

Mr.  Nehemkis.  Mr.  Tompkins,  I  recall  to  your  attention,  if  I 
may,  the  following  statement  by  Mr.  Strauss,  who  in  this  memo- 
randum submitted  to  you  apparently  embodied  the  general  under- 
standing reached  by  the  banking  group  [reading  from  "Exhibit  No. 
1833"] : 

Lehman  Brothers  and  the  Bankers  Trust  Co.  are  to  receive  under  the  agree- 
ment with  Mr.  Greene,  x/2%  each  from  the  Company — not  to  be  a  cost  to  the 
business — but  Lehman  Brothers'  %%  may  be  in  the  nature  of  a  management 
fee  if  legally  necessary  to  so  arrange  it. 

Now,  if  you  weren't  in  effect  and  for  all  practical  purposes  acting, 
whether  consciously  or  unconsciously — don't  misunderstand,  I  do  not 
allege  any  impropriety  on  your  part  as  co-manager  of  this  issue,  why 
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was  it  necessary  for  Mr.  Lewis  Strauss,  who  I  think  is  a  very  careful 
draftsman  in  these  mutters,  to  state — 

but  Lehman  Brothers'   %%   may  be  in  the  nature  of  a  management  fee  if 
legally  necessary  to  so  arrange  it. 

Mr.  Tompkins.  I  don't  know  what  was  in  Mr.  Strauss'  mind,  but 
what  that  memorandum  meant  to  me  was  that  a  syndicate  having  been 
formed  and  a  manager  having  been  selected,  that  manager  was  en- 
titled to  a  management  fee,  that  he  was  to  get  from  the  company,  and 
it  was  to  be  his  to  the  exclusion  of  the  other  participants.  It  had  no 
relationship  whatsoever  to  my.  job,  the  job  I  had  done  in  forming  the 
syndicate,  because  once  that  w?as  formed  then  it  had  to  be  managed, 
and  the  management  of  a  syndicate  involves  getting  participants  set- 
ting up  selling  groups,  arranging  concessions.  I  had  nothing  to 
do  with  that. 

Mr.  Nehemkis.  I  think  I  understand  that  and  I  think  the  com- 
mittee does.  May  I  ask  you  to  recall  the  concluding  paragraph  of  Mr. 
Strauss'  letter  to  you,  in  which  he  said  as  follows  [reading  from 
"Exhibit  No.  1832"] : 

As  you  may  recall,  I  made  a  memorandum  at  our  last  meeting  in  your  office 
of  m,y  understanding  of  the  agreement  which  we  had  reached  and  read  it  to 
the  group. 

The  group  consisted  of  yourself,  Mr.  Robert  Lehman,  Mr.  Monroe 
Gutman,  Mr.  Russell  Forgan,  Mr.  John  Fennelly.  Mr.  Richard  Morris, 
Mr.  Lewis  L.  Strauss.  I  think  it  is  a  fair  inference,  is  it  not,  Mr. 
Tompkins,  that  had  there  been  any  dissent  on  the  part  "of  any  of  those 
members  Mr.  Strauss  would  not  have  been  at  liberty  to  send  you  a  copy 
of  his  office  memorandum.  That  is  a  fair  interpretation,  is  it  not  ? 
.  Mr.  Tompkins.  That  is  right. 

Mr.  Nekemkis.  Now,  wril  you  explain  to  me,  if  you  can,  why  it  was 
necessary  for  Mr.  Strauss  to  insert  that  peculiar  language — 

but  Lehman  Brothers'  %%  may  be  in  the  nature  of  a  management  fee  if  legally 
necessary  to  so  arrange  it. 

Mr.  Tompkins.  That  I  can't  answer,  I  don't  know  why  he  put 
that  in. 

Mr.  Henderson.  Mr.  Tompkins,  taken  together  with  Mr.  Greene's 
understanding  of  this  1  percent  that  was  being  split,  is  the  inference 
a  natural  one  that  what  was  being  done  was  that  either  the  agency 
fee  was  being  split  or  the  management  fee  was  being  split  ?  It  is  that 
1  percent  contained  in  your  original  contract  that  was  being  divided, 
was  it  not? 

Mr.  Tompkins.  Yes ;  the  1  percent,  so  far  as  the  company  was  con- 
cerned, was  going  to  be  paid  one-half  to  me  and  one-half  to  some- 
body else.  There  was  a  reason  for  that,  which  was  obvious  because 
it  was  already  apparent — it  had  been  long  befqre  June — that  we 
couldn't  perform  under  that  contract;  that  this  property  wouldn't 
stand  $24,000,000  in  bonds;  that  I  couldn't  take  them  and  sell  them 
to  an  insurance  company  or  a  group  of  insurance  companies. 

We  had  to  adopt  an  entirely  different  scheme,  and  we  discussed  10 
or  12  before  we  reached  this  final  one,  and  I  didn't  want  the  existence 
of  that  contract  or  the  requirement  on  the  part  of  the  company  that 
paid  me  1  percent,  or  any  other  amount,  to  interfere  with  the  conclu- 
sion of  that  business.    When  the  time  came  that  Lehman  Brothers  felt 


12454  CONCENTRATION  OF  ECONOMIC  POWER 

if  they  were  going  to  act  as  manager,  they  wanted  a  special  fee  for 
that,  and  Mr.  Greene  was  prepared  to  pay  that ;  I  said  all  right. 

Mr.  Henderson.  Pay  it  out  of  your  1  percent  ? 

Mr.  Tompkins.  If  you  view  it  in  that  way,  it  was  out  of  that  1 
percent. 

Mr.  Henderson.  According  to  Mr.  Strauss'  memorandum,1  the  only 
reason  they  called  it  a  management  fee  was  that  it  was  legally  neces- 
sary so  to  arrange  it.  That  would  mean  that  either  you  had  been 
performing  some  of  the  managerical  duties  imposed  on  an  under- 
writer or  else  Lehman,  because  you  say  he  could  not  arrange  it  within 
the  terms  you  expected  so  you  couldn't  complete  your  agency,  was 
getting  a  half  percent  for  taking  over  some  of  the  agency's  respon- 
sibility. 

Mr.  Tompkins.  No;  I  don't  think  that  follows,  Mr.  Commissioner. 
A  syndicate  manager  doesn't  start  to  work  until  the  syndicate  is 
formed.  That  half  of  1  percent  to  Lehman  Brothers  was  to  compen- 
sate them  in  the  management  position. 

Mr.  Nehemkis.  Do  I  understand  by  that 

Mr.  Henderson  (interposing).  Pardon  me,  I  think  we  went  through 
this  morning  the  things  which  a  manager  does,  and  it  seemed  to  me 
that  the  agent  in  your  case  was  doing  some  of  them.  Independent 
of  the  legal  niceties  in  this  particular  case,  and  whether  a  manage-, 
ment  fee  was  being  split  or  an  agency  fee  was  being  split,  it  is  evident 
that  if  you  wanted  to  call  it  one  thing  you  could  really  have  a  bank 
getting  an  overwriting  fee.     Isn't  that  correct? 

Mr.  Tompkins.  No  ;  the  bank  would  still  be  getting  a  fee  for  acting 
as  an  agent. 

Mr.  Henderson.  Then  you  can  call  it  an  agent ;  that  is,  a  bank  can 
constitute  itself  an  agent.  Let's  take  the  case  of  an  issue.  If  a  bank 
has  a  customer,  a  depositor,  who  needs  some  financing,  in  the  old  days 
you  would  take  it  over  in  the  other  department — in  your  case  you 
could  take  it  over  to  the  company — and  legally  you  could  underwrite 
the  issue,  and  no  questions  would  be  raised  at  all.  Now,  assuming  there 
is  a  continued  close  relationship  on  the  banking  end,  the  same  circum- 
stances present  themselves;  on  account  of  the  age-old  relationship  to 
f he  company,  the  bank  performs  almost  all  the  functions  that  it  used 
to  in  the  old  days. 

If  it  is  willing  to  take  an  agency  contract,  it  could  get  what  in  effect 
is  a  split  in  the  management  fee,  could  it  not,  and  still  be  within  its 
legal  terms? 

Mr.  Tompkins.  No;  because  the  syndicate  manager  would  require, 
as  Lehman  Brothers  in  this  instance,  full  pay  for  their  services  as 
manager. 

Mr.  Henderson.  They  might  get  their  full  pay,  because  the  man- 
agement fee  differs,  as  I  have  had  occasion  to  note  here  recently; 
sometimes  there  was  no  management  fee  and  sometimes  it  is  a  quarter, 
sometimes  it  is  an  eighth,  and  sometimes  it  is  three-eighths.  It  might 
reasonably  be,  in  troublesome  issues,  even  higher.  But  I  am  assum- 
ing a  good  old  rock-bound  case,  where  the  company  was  not  put  to  a 
tremendous  amount  of  expense,  where  the  bank  itself — well,  maybe 
all  they  did  was  pick  out  the  historical  underwriters  and  take  it  over 
to  an  underwriting  house  and  say:  "The  company  will  stand  for  an 

1  "Exhibit  No.  1833." 
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overwriting  here  of  a  quarter  of  a  per  cent.  We  have  done  all  the 
work,  we  will  take  an  agency  contract  in  this  thing,  and  we  will  take 
one-half  that  quarter  per  cent  management  fee." 

That  would  be  perfectly  possible,  would  it  not? 

Mr.  Tompkins.  That  could  be  done.     Of  course,  it  isn't  done. 

Mr.  Nehemkis.  It  was  done  in  the  case  we  are  discussing. 

Mr.  Tompkins.  No  ;  but  you  mustn't  confuse  that  with  the  type  of 
case  that  Mr.  Henderson  was  dismissing.  He  said  a  good  old  rock- 
bound  company. 

Mr.  Henderson.  Take  the  same  set  of  circumstances.  Suppose  the 
bank  did  all  the  work ;  suppose  it  said,  "Give  us  the  trust  business,  and 
give  us  the  payment  business,  and  give  us  a  deposit  with  a  com- 
pensating balance  for  our  trouble"  That  would  be  perfectly  legal, 
would  it  not  ? 

Mr.  Tompkins.  That  is  right. 

Mr.  Henderson.  And  isn't  that  the  kind  of  thing  that  happens 
nowadays,  rather  than  a  splitting  of  a  management  or  agency  fee? 

Mr.  Tompkins.  This  is  the  only  case,  Mr.  Commissioner,  that  I  have 
heard  of  where  an  agency  arrangement  was  ever  worked  out. 

Mr.  Henderson.  But  more  likely  it  would  be  on  the  other  basis,  that 
is,  the  usual  banking  emoluments  that  come  with  an  issuance. 

Mr.  Tompkins.  Trusteeship  and  compensating  balances,  and  so  on. 
That  is  correct. 

Mr.  Nehemkis.  Now,  the  agreement  between  the  underwriters,  Mr. 
Tompkins,  according  to  the  conference  memorandum  sent  to  you  by 
Mr.  Strauss,  contained  two  major  points.  First,  that  that  group  con- 
sisting- of  the  four  houses  previously  mentioned  was  to  handle  all 
future  financing  for  Cleveland-Cliffs;  and  the  second  point  was  that 
any  of  those  four  underwriters  had  the  power  to  "blackball"  the  admis- 
sion to  the  group  of  any  new  underwriters. 

Mr.  Tompkins.  That  is  a  rather  strong  statement.  This  is  not  a 
club. 

Mr.  Nehemkis.  I  shall  read  you  the  exact  phrase  if  you  hesitate 
about  the  word  "blackball." 

Mr.  Henderson.  I  agree  with  the  witness. 

Mr.  Nehemkis.  I  am  not  so  sure,  Mr.  Commissioner. 

The  statement x  reads  that  participants  "are  to  be  admitted  only 
upon  general  concurrence."  Now,  if  I  understand  that  correctly,  it 
means  that  a  new  members  of  the  group  could  only  be  admitted  after 
those  four  houses  approved  and  any  one  of  the  four  by  disapproving 
could  exclude  any  other  house. 

Mr.  Tompkins.  I  think  that  is  a  much  kinder  way  to  express  it. 

Mr.  Henderson.  Put  it  that  they  had  the  veto  power. 

Mr.  Tompkins.  Surely.     I  think  that  is  normal. 

Mr.  Nehemkis.  In  other  words  this  account,  Cleveland-Cliffs,  had 
already  become,  in  the  words  of  Mr.  Charles  E.  Mitchell,  a  "frozen 
account,"  and  "the  boys  were  already  dividing  up  something  they 
didn't  own,"  in  the  words  of  Mr.  H.  L.  Stuart? 

Mr.  Tompkins.  Well,  you  had  better  ask  Mr.  Stuart  or  Mr.  Mitchell 
to  testify  on  that. 

Mr.  Nehemkis.  They  have  done  so  already.  On  the  same  day  as 
this  conference  you  wrote  to  Mr.  Greene,  outlining  the  terms  of  the 

1  "Exhibit  No.  1833." 
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syndicate.  I  show  you  a  letter  from  yourself  to  Mr.  Greene,  dated 
June  28,  1935.  Tell  me,  if  you  will,  sir,  whether  that  is  a  true  and 
correct  copy? 

Mr.  Tompkins.  This  is  from  me  to  Greene;  yes. 

Mr.  Nehemkis.  The  document  identified  by  the  witness,  may  it 
please  the  committee,  is  offered  in  evidence. 

(The  letter  referred  to  was  marked  "Exhibit  No.  1834"  and  is 
included  in  the  appendix  on  p.  12754.) 

Now  it  would  appear,  Mr.  Tompkins,  that  Mr.  Greene  was  very 
disappointed  with  your  construction  of  the  contract  terms  as  set  form 
in  your  letter  of  June  28,  to  which  reference  has  just  been  made,  being 
committee  "Exhibit  No.  1834"? 

Mr.  Tompkins.  I  just  glanced  at  the  letter ;  I  didn't  read  it.  I  just 
identified  it. 

Mr.  Nehemkis.  Mr.  Tompkins,  would  you  examine  the  letter  dated 
July  2,  1935,  from  Mr.  Greene  to  yourself,  and  tell  me  whether  that 
is  a  true  copy  ? 

Mr.  Tompkins.  Yes;  I  identify  it. 

Mr.  Nehemkis.  The  letter  identified  by  the  witness, Mr.  Chairman, 
is  offered  in  evidence. 

Acting  Chairman  King.  It  will  be  received. 

(The  letter  referred  to  was  marked  "Exhibit  No.  1835"  and  is 
included  in  the  appendix  on  p.  12755.) 

Mr.  Nehemkis.  I  read  to  you  from  the  third  paragraph  of  Mr. 
Greene's  letter  to  you  under  date  of  July  2,  1935  [reading  from  "Ex- 
hibit No.  1835"X: 

I  am  disappointed,  however,  in  the  last  paragraph  on  the  first  page  in  which 
you  state  the  terms  upon  which  the  bonds  will  be  handled. 

Note  the  next  sentence,  if  you  will,  Mr.  Tompkins : 

Your  statement  is,  of  course,  a  wide  departure  from  our  contract. 

And  I  call  your  attention  to  the  date  of  this  letter,  July  2,  1935,  so 
that  despite  the  testimony  of  Mr.  Greene  this  morning  in  which  he 
referred  to  this  as  an  informal  agreement,  a  gentlemen's  agreement, 
as  late  as  July  2,  1935,  he  did  refer  to  it  as  a  contract. 

Continuing,  Mr.  Tompkins  [reading  further]  : 

But  even  considering  it  as  an  offer  to  substitute  a  new  plan,  it  is  not  satisfac- 
tory. Under  our  present  understanding,  the  price  of  the  bonds  is  set  at  par  for  a 
5%  bond,  less  1%  commission,  but  with  the  usual  clause  that  if  market  condi- 
tions change  to  a  marked  degree,  the  price  is  to  be  adjusted  to  a  figure  which 
is  satisfactory  to  both  parties.  According  to  your  letter  of  June  28  you  reserve 
the  right  to  buy  the  bonds  at  the  best  price  which  in  the  opinion  of  the  group 
can  be  obtained  at  the  time  the  issue  is  ready  to  go  to  the  market.  In  other  words, 
this  would  give  us  no  part  in  determining  the  price  at  which  the  bonds  are  to  be 
bought.  If  we  are  to  depart  from  the  contract  provision  that  you  are  to  take 
the  bonds  at  par  less  1%  commission,  it  seems  to  me  our  arrangement  should  at 
least  provide  that  the  price  at  which  the  bonds  will  be  bought  will  be  mutually 
satisfactory. 

And  again  note  what  Mr.  Greene  says  in  his  following  paragraph, 
Mr.  Tompkins  [reading  further]  : 

Also  the  sentence  in  which  you  say  that  we  can  depend  upon  it  that  the  public 
price  will  be  fair  to  our  company  "and  the  syndicate  spread  equally  fair"  is 
open  to  the  further  objection  that  this  clause  apparently  reserves  to  the  group 
the  sole  right  to  determine  what  is  fair  in  respect  to  these  matters  and  would  give 
us  no  voice  in  agreeing  upon  the  syndicate  spread.  I  think  in  respect  to  both  of 
these  vital  matters,  if  they  are  to  be  left  open  to  be  determined  in  the  future,  it 
must  be  at  prices  and  upon  terms  which  are  mutually  satisfactory  to  the  parties. 
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In  a  memorandum  identified  by  Mr.  Greene  this  morning,  being 
committee's  "Exhibit  No.  1822,"  Mr.  Greene  wrote  as  follows 

Acting  Chairman  King  (interposing).  Did  you  want  to  ask  any 
question  concerning  the  matter  to  which  you  just  directed  his 
attention  ? 

Mr.  Nehemkis.  No ;  I  am  proceeding  with  the  same  line  of  question- 
ing now  [reading  from  "Exhibit  No.  1822"]  : 

I  am  more  than  ever  convinced  that  Tompkins'  idea  is  to  string  this  along, 
writing  indefinite  letters,  trying  to  get  us  up  to  August  12th  without  reaching 
any  decision. 

Now,  why  was  the  date  August  12  significant?  Was  that  the  date 
on  which  the  loan  extension  would  terminate,  Mr.  Tompkins  ? 

Mr.  Tompkins.  It  has  no  significance  in  my  memory. 

Mr.  Nehemkis.  It  doesn't  recall  anything  to  you  at  all  ? 

Mr.  Tompkins.  In  fact,  I  think  the  bank  loans  were  to  mature  in 
January  1936,  as  I  remember  it. 

MEMORANDUM  OF  JULY  8,  1935 

Mr.  Nehemkis.  I  show  you  a  memorandum  by  yourself  dated  July 
8,  1935.  Will  you  be  good  enough  to  identify  it  for  me,  please  ?  Is 
that  a  true  and  correct  copy,  Mr.  Tompkins,  of  an  original?  • 

Mr.  Tompkins.  That  is  right. 

Mr.  Nehemkis.  The  document  identified  by  the  witness  is  offered 
in  evidence. 

Acting  Chairman  King.  It  may  be  received. 

(The  memorandum  referred  to  was  marked  "Exhibit  No.  1836" 
and  appears  in  full  in  the  text.) 

Mr.  Nehemkis.  I  now  read  you  the  memorandum  in  question. 
This  is  for  Mr.  Monroe  Gutman,  Mr.  Lewis  Strauss,  Mr.  R.  L.  Morris, 
and  Mr.  Russell  Forgan,  from  you  to  these  gentlemen,  dated  July  8, 
1935.     [Reading  from  "Exhibit  No.  1836":] 

1.  It  is  agreed  that  in  any  future  financing  no  originating  commission  shall 
be  paid  to  Bankers  Trust  Company  or  to  any  other  member  of  the  group. 

2.  It  is  agreed  that  in  any  future  financing  leadership  shall  rotate  as  between 
the  houses  appearing  in  the  circular  and  in  the  advertising.  On  any  issue 
which  follows  the  one  now  contemplated  either  Hayden  Stone  or  Field  Glore 
will  lead.  Assumedly  they  will  match  for  first  position  and  the  loser  in  that 
instance  will  automatically  become  head  of  any  subsequent  issue. 

3.  White  &  Case  will  act  as  counsel  for  the  Trustee  and  Messrs.  Lehman 
Brothers  have  suggested  that  Sullivan  &  Cromwell  act  as  counsel  for  the 
bankers. 

If  the  above  is  according  to  your  understanding  kindly  initial  and  return  one 
copy  of  this  memorandum  and  retain  the  other  for  your  files. 

Did  you  receive  confirmations  from  Kuhn,  Loeb  ? 

Mr.  Tompkins.  I  assume  that  I  did. 

Mr.  Nehemkis.  And  from  the  other  bankers  as  well  ? 

Mr.  Tompkins.  I  assume  so. 

Mr.  Lubin.  Mr.  Tompkins,  was  there  any  arrangement  with  the 
Cleveland  Cliffs  Iron  Co.  when  this  issue  was  arranged  as  to  future 
financing?  Apparently,  judging  from  these  memoranda,  such 
arrangements  were  made. 

Mr.  Tompkins.  Yes ;  this  group  was  to  do  any  future  financing  for 
Cleveland  Cliffs. 

Mr.  Nehemkis.  In  other  words,  that  was  part  of  the  contract,  that 
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if  they  wanted  to  do  any  financing  in  the  future  they  would  use  the 
same  group. 

Mr.  Tompkins.  That  is  right. 

Mr.  Nehemkis.  The  original  plans  for  the  Cleveland-Cliffs  Iron 
Co.  merger  with  Cliffs  Corporation  contemplated  by  the  contract  of 
January  30,  1935,  in  the  subsequent  negotiations  fell  through,  is  that 
correct  ? 

Mr.  Tompkins.  That  is  right. 

Mr.  Nehemkis.  And  accordingly  you  released  Mr.  Greene  from 
his  obligation  of  his  January  30  contract. 

Mr.  Tompkins.  For  that  and  a  lot  of  other  reasons,  not  just  on  that 
technicality. 

Mr.  Nehemkis.  I  show  you  a  memorandum  dated  August  28,  1935, 
written  by  an  associate  of  yours,  Mr.  Dana  Kelley.  Do  you  recognize 
that  as  a  true  copy  of  an  original  in  your  possession  and  custody,  Mr. 
Tompkins  ? 

Mr.  Tompkins.  Yes. 

Mr.  Nehemkis.  This  document,  identified  by  the  witness,  Mr.  Chair- 
man, is  offered  in  evidence. 

Acting  Chairman  King.  It  may  be  received. 

(The  memorandum  referred  to  was  marked  ""Exhibit  No.  1837"  and 
is  included  in  the  appendix  on  p.  12756.) 

ARRANGEMENTS  AS  OF  OCTOBER   2  8,   19  35 

Mr.  Nehemkis.  On  October  28, 1935,  was  not  a  new  plan  of  financing 
worked  out,  one  that  did  not  depend  upon  a  merger  of  Cleveland- 
Cliffs  with  Cliffs  Corporation? 

Mr.  Tompkins.  At  about  that  time ;  yes. 

Mr.  Nehemkis.  And  were  not  the  participants  in  the  financing  and 
their  interests  set  forth  in  letters  by  Lehman  Bros,  on  or  about  October 
28,1935? 

Mr.  Tompkins.  Don't  hold  me  to  the  date ;  I  don't  remember.  About 
that  time ;  yes. 

Mr.  Nehemkis.  Was  not  this  the  same  group  of  investment  banking 
firms  as  had  previously  been  determined  upon  and  acting  under  the 
terms  as  set  forth  in  the  first  bankers'  agreement  ? 

Mr.  Tompkins.  That  is  right. 

Mr.  Nehemkis.  Mr.  Chairman,  I  wish  to  offer  in  evidence  at  this 
time  three  letters  to  which  reference  has  been  made,  covered  by  a 
stipulation  entered  into  with  me  by  Lehman  Bros,  under  date  of 
January  5,  1940. 

Acting  Chairman  King.  They  are  explanatory  of  some  of  the  mat- 
ters to  which  reference  has  been  made  ? 

Mr.  Nehemkis.  Yes,  sir ;  and  this  avoids  calling  one  of  the  partners 
here,  wasting  his  time,  and  so  forth. 

Acting  Chairman  King.  They  may  be  received. 

(The  documents  referred  to  were  marked  "Exhibits  Nos.  1838  to 
1842"  and  are  included  in  the  appendix  on  pp.  12757-12759.) 

Mr.  Nehemkis.  There  will  be  offered  later  three  further  documents 
covered  by  the  same  stipulation.  At  the  time  they  are  offered  in  evi- 
dence I  will  indicate  that  they  are  covered  by  the  stipulation  under 
which  the  committee  has  received  these  documents  in  evidence.  They 
are  signed  by  Lehman  Bros. 
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Mr.  Tompkins,  when  the  $16,500,000  bond  issue  was  offered  in  De- 
cember, each  of  the  four  principal  underwriters  had  participations  of 
about  $3,575,000,  did  they  not? 

Mr.  Tompkins.  Right. 

Mr.  Nehemkis.  Mr.  Greene  had  requested  that  A.  G.  Becker  &  Co., 
of  Chicago,  be  included,  had  he  not  ? 

Mr.  Tompkins.  I  don't  remember  that  specifically.  I  think  he  made 
quite  a  few  suggestions. 

Mr.  Nehemkis.  Do  you  recall  whether  this  firm  actually  was  given 
a  participation  of  $200,000? 

Mr.  Tompkins.  No  ;  I  don't  recall ;  but  there  is  a  list  of  the  partici- 
pants there  somewhere. 

Mr.  Nehemkis.  You  requested,  did  you  not,  Mr.  Tompkins,  that 
Lehman  Bros,  give  a  participation  to  C.  D.  Barney  &  Co.  ? 

Mr.  Tompkins.  I  may  have,  but  I  don't  remember.     I  may  have. 

Mr.  Nehemkis.  Will  you  accept  my  statement  as  being  correct, 
subject  to  your  confirmation? 

Mr.  Tompkins.  Sure. 

Mr.  Nehemkis.  It  would  appear  that  unlike  Mr.  Greene's  request, 
your  request  was  not  approved  and  C.  D.  Barney  was  not  given  a 
participation;  do  you  recall  that? 

Mr.  Tompkins.  No;  I  don't  know. 

Mr.  Nehemkis.  This  document  which  I  am  about  to  refer  to  falls 
under  the  stipulation  and  is  "Exhibit  No.  1842." 

Acting  Chairman  King.  Mr.  Witness,  are  you  interested  in  any 
particular  firm  or  firms  being  brought  into  the  syndicate,  or  was  j^our 
principal  interest,  or  your  sole  interest,  concerned  in  getting  adequate 
and  competent  underwriters  or  members  of  the  syndicate  so  that  the 
necessary  financing  for  the  Greene  organizations  might  be  consum- 
mated ? 

Mr.  Tompkins.  My  first  interest  was  to  have  a  group  of  original 
houses  financially  responsible  for  the  size  of  the  commitment.  After 
that  I  had  no  further  interest. 

Acting  Chairman  King.  You  felt  that  your  agency  was  practi- 
cally completed  when  a  syndicate  was  formed  which  consisted  of 
persons  or  groups  or  corporations  competent  to  handle  maturing 
obligations  and  to  take  the  companies  out  of  the  hands  of  the  court, 
receivers,  whatever  position  they  were  in,  and  make  them  going 
concerns  ? 

Mr.  Tompkins.  That  is  right. 

Acting  Chairman  King.  Were  those  companies — this  is  for  my  own 
information;  it  may  not  be  relevant,  strictly — in  a  bad  way  and  had 
they  been  for  some  time,  which  resulted  in  receivership  ? 

Mr.  Tompkins.  Cleveland-Cliffs? 

Acting  Chairman  King.  Yes. 

Mr.  Tompkins.  Cleveland-Cliffs  had  escaped  receivership.  It  was 
in  the  hands  of  a  creditors  committee.  It  owed,  roughly,  $25,000,000 
at  the  bank  on  short-term  notes. 

Acting  Chairman  King.  Were  those  commitments  spread  over  a 
number  of  banks? 

Mr.  Tompkins.  I  think  about  seven  banks.  It  had  made  very  sub- 
stantial losses  in  the  3  or  4  years  preceding  this  ariangement.  It  was 
a  God-awful  mess. 
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Acting  Chairman  King.  Was  it  important  that  sol  ething  be  done 
in  order  to  save  them  from  sale  by  some  of  their  creditors  ? 

Mr.  ToMi-iaNS.  No ;  I  don't  think  they  were  in  danger  of  that,  but 
what  they  had  done,  Senator,  was  to  buy  a  long-term  asset  with  short- 
term  borrowing  and  they  were  constantly  at  the  jeopardy  of  those 
short  notes,  and  Mr.  Greene  very  wisely  worked  toward  a  refunding  of 
that  short  maturity  into  longer  term  bonds. 

Acting  Chairman  King.  Well,  I  understood  f  rom  you  or  Mr.  Greene, 
or  both,  that  the  $2,6,000,000  was  too  large  an  obligation  for  the  syndi- 
cate to  assume,  and  so  it  was  reduced  down  to  $16,000,000,  and  then  a 
$5,000,000  loan  was  made  to  the  bank;  the  $16,000,000  was  dealt  with 
by  the  issuing  of  bonds  or  securities. 

Mr.  Tompkins.  As  a  mortgage  issue;  yes,  sir. 

Acting  Chairman  King.  Now,  what  became  of  the  residue  of  the 
obligation  between  the  $16,000,000,  the  $5,000,000  cash,  and  the 
$25,000,000? 

Mr.  Tompkins.  The  Cleveland-Cliffs  Co.  not  only  operated  its  ore 
properties,  but  it  was  the  holder  through  subsidiaries  of  various  sub- 
stantial blocks  of  stock  of  steel  companies,  Republic  Steel,  Otis  Steel, 
Wheeling  Steel.  The  plant  account  of  Cleveland-Cliffs  stood  at  about 
$29,000,000.  These  underwriters,  therefore,  determined  that  they 
could  only  put  a  first-mortgage  bond  on  that  plant  account  to  the  ex- 
tent of  about  $16,500,000,  or  we  will  say  50  percent  of  the  plant  value, 
roughly.  It  had  in  addition  to  its  plant  some  $11,000,000  market  value 
of  steel  stocks  which  it  had  in  its  portfolio,  so  we  lifted  that  block  of 
steel  stocks  out  of  the  portfolio  and  made  those  stocks  the  collateral 
for  the  $5,000,000  bank  loan. 

Now,  the  difference  that  you  mentioned  was  made  up  of  the  gradual 
sale  of  enough  of  those  steel  stocks  to  provide  the  cash  for  the  differ- 
ence. 

Acting  Chairman  King.  Did  these  negotiations  in  which  you  have 
been  the  agent  result  in  the  saving  of  the  company  and  its  emancipa- 
tion from  its  obligation  so  that  it  went  on  as  a  going  concern  ? 

Mr.  Tompkins.  That  is  the  history  of  Cleveland-Cliffs.  It  is  today 
a  successful,  going  concern. 

Acting  Chairman  King.  Did  you,  as  an  agent,  obtain  more  than  one- 
half  of  the  1  percent  which  was  to  be  paid  for  the  services  to  be  ren- 
dered in  obtaining  the  necessary  financial  resources  ? 

Mr.  Tompkins.  No,  Senator.  Perhaps  I  can  make  this  clearer  if  I 
say  that  when  Mr.  Greene  came  to  us  in  January  of  1935,  the  situation 
was  as  desperate  as  the  figures  indicated.  During  the  year  1935,  as 
we  came  up  to  the  fall,  it  was  constantly  improving.  Not  only  was  the 
earnings  picture  of  Cleveland-Cliffs  itself  better,  but  the  price  of  the 
steel  stocks  which  was  in  its  portfolio  was  constantly  increasing. 

Whereas  in  January  he  had  contemplated  selling  a  5-percent  bond 
issue  to  the  extent  of  $24,000,000,  9  or  10  months  late*,  in  November 
of  '35,  he  sold  4%-percent  bond  issue,  and  he  arranged  a  bank  loan 
of  4%  percent,  and  in  the  interim  he  sold  some  steel  stocks  and 
relieved  the  pressure  on  him  in  that  way.  But  because  a  great  many 
things  had  not  happened  which  it  was  contemplated  would  happen 
"when  that  so-called  contract  was  drawn,  namely,  the  merger  of  Cliffs 
Corporation  and  Cleveland-Cliffs,  which  never  took  place  and  never 
has  taken  place,  that  was  one.  The  beginning  of  the  Government 
suit  that  we  didn't  contemplate  at  the  time  in  connection  with  Re- 
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public  and  Corrigan,  McKinney.  Mr.  Greene  and  I  by  mutual  agree- 
ment decided  to  forget  that  contract.  It  was  never  executed  in  finality, 
and  after  this  job  was  completely  done  Mr.  Greene  said  ^o  me,  I 
think  it  was  in  October  1935,  "Now,  it  looks  as  if  this  job  is  about 
finished.  You  have  arranged  this  syndicate  for  us,  and  they  are 
prepared  to  make  a  commitment.  You  have  arranged  a  bank  loan 
for  us  which  is  to  be  secured  by  these  steel  stocks.  Wc  have  spent 
endless  days  and  weeks  on  this  thing,  and  you  have  been,  helpful, 
and  while  we  both  agree  that  we  are  going  to  forget  this  contract,  I 
would  like  to  pa}'  you  something  for  your  time." 

I  said,  "That  is  quite  all  right  with  me,  and  you  can  write  your 
own  ticket." 

He  said,  "I  would  like  to  make  you  a  payment  of  $25,000." 

I  said,  "All  right" ;  and  that  is  what  he  paid  me. 

The  1  percent  called  for  in  that  contract  was  never  paid. 

BANK  LOAN   OF    $5,000,000 

Mr.  Nehemkis.  As  one  of  the  conditions  of  the  bond  issue,  did  not 
Cleveland-Cliffs  agree  to  borrow  $5,000,000  from  three  banks,  which, 
together  with  the  proceeds  of  the  bond  issue,  would  refund  all  of  the 
outstanding  bank  loans  ? 

Mr.  Tompkins.  By  that  time  they  were  down  to  about  twenty-one 
million-odd.     They  had  sold  some  steel  stocks. 

Mr.  Nehemkis.  I  offer  in  evidence  an  extract  from  the  loan  agree- 
ment between  Cleveland-Cliffs  Iron  Co.,  Bankers  Trust  Co.,  Cleveland 
Trust  Co.,  and  the  First  National  Bank  of  Chicago  with  reference 
to  a  loan  of  $5,000^000,  that  the  witness  has  testified  about.  This 
is  taken  from  the  registration  statement  filed  with  the  Securities  and 
Exchange  Commission. 

Acting  Chairman  King.  It  will  be  received. 

(The  document  referred  to  was  marked  "Exhibit  No.  1843"  and  is 
included  in  the  appendix  on  p.  12759.) 

Mr.  Nehemkis.  Now,  thfe  Bankers  Trust  Co.  and  the  National  Bank 
of  Chicago  each  received  two  million  of  this  five  ? 

Mr.  Tompkins.  That  is  risjht.  , 

Mr.  Nehemkis.  And  the  Cleveland  Trust  Co.  received  the  remaining 
$1,000,000? 

Mr.  Tompkins.  Yes. 

Mr.  Nehemkis.  All  the  other  banks,  Continental  Illinois,  Bank  of 
Manhattan,  National  City  Bank,  Central  United  of  Cleveland,  received 
no  part  of  this  loan,  although,  as  a  matter  of  fact,  they  had  been  carry- 
ing Cleveland-Cliffs  loans  for  a  number  of  years  ? 

Mr.  Tompkins.  That  is  right;  they  were  just  as  unhappy  about 
them  as  we  were. 

Mr.  Nehemkis.  Is  it  not  a  fact  that  some  of  these  banks  complained 
about  their  exclusion  ? 

Mr.  Tompkins.  No  ;  not  that  I  kr  ow  of. 

Mr.  Nehemkis.  They  just  "took  it"? 

Mr.  Tompkins.  Well,  if  they  did  complain,  they  would  have  done 
that  to  our  banking  department ;  it  wouldn't  have  come  to  me. 

Mr.  Nehemkis.  Do  you  happen  to  know  whether  or  not  Charles 
Hay  den  and  other  partners  of  Hay  den .  Stone  &  Co.  requested  a  sub- 
participation  in  the  bank  loan  for  the  Equitable  Trust  Co.  ? 
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Mr.  Tompkins.  I  knew  about  that,  because  that  came  to  me.  They 
had  never  been  in  the  picture  at  all. 

Mr.  Nehemkis.  But  they  had  requested  a  subparticipation. 

Mr.  Tompkins.  For  the  Equitable  Trust. 

Mr.  Nehemkis.  Do  you  happen  to  know  of  your  own  personal 
knowledge  or  information  or  belief  whether  or  not  Mr.  Hayden  owned 
the  controlling  interest  in  the  Equitable  Trust  Co.  at  that  time? 

Mr.  Tompkins.  I  think  he  did. 

Mr.  Nehemkis.  Isn't  it  a  fact  that  you  refused  a  subparticipation 
to  the  Equitable  Trust  Co.  ? 

Mr.  Tompkins.  That  is  correct. 

Mr.  Nehemkis.  Will  you  examine  the  letter  dated  December  18, 
1935,  from  yourself  to  Mr.  Greene,  and  tell  me  whether  you  recognize 
that  as  a  true  and  correct  copy  of  the  original  that  is  in  your  custody  ? 

Mr.  Tompkins.  That  is  right. 

Mr.  Nehemkis.  Th3  letter  identified  by  the  witness,  Mr.  Chairman, 
is  offered  in  evidence. 

(The  letter  referred  to  was  marked  "Exhibit  No.  1844"  and  is  in- 
cluded in  the  appendix  on  p.  12760.) 

Mr.  Nehemkis.  Was  not  Bankers  Trust  Co.  appointed  corporate 
trustee  under  the  indenture? 

Mr.  Tompkins.  Right. 

Mr.  Nehemkis.  And  was  not  that  in  accordance  with  the  contract 
of  January  1,1935? 

Mr.  Tompkins.  Correct. 

Mr.  Nehemkis.  Are  you  familiar  with  the  fact  that  the  bankers 
in  pursuance  of  their  agreement  of  December  4  with  Cleveland-Cliffs 
also  obtained  assurances  from  the  directors  of  Cleveland-Cliffs  that 
so  long  as  the  bonds  were  outstanding  the  bankers  would  have  a  con- 
tinuing interest  in  seeing  that  the  company  would  have  a  satisfactory 
management? 

AGREEMENT  RE :  MANAGEMENT  OF  CLEVELAND  CLIFFS 

Mr.  Tompkins.  I  don't  remember  that.  Part  of  the  agreement,  3rou 
say? 

Mr.  Nehemkis.  Yes.  From  a  letter  identified  by  Witness  Greene 
this  morning,  being  committee's  "Exhibit  No.  1824,"  I  now  read  to 
you,  Mr.  Tompkins,  to  see  whether  or  not  this  doesn't  refresh  your 
recollection.  That  is  a  letter  from  Mr.  Greene  dated  December  6, 
1935,  to  the  bankers  [reading  "Exhibit  No.  1824"]  : 

Dear  Sirs  :  Referring  to  the  agreement  dated  December  4,  1935,  between  this 
company  and  yourselves  and  certain  associates  under  which  you  severally  agree 
as  therein  provided  to  purchase  $16,500,000,  principal  amount  of  First  Mort- 
gage Sinking  Fund  4%%  Bonds  of  this  Company,  the  Board  of  Directors  has 
authorized  me  to  advise  you  as  follows : 

We  recognize  that  you  will  have  a  continuing  interest  for  the  protection  of 
bondholders,  in  seeing  that  the  Company  has  a  satisfactory  management,  and, 
accordingly,  desire  to  confirm  tie  assurances  given  you  during  the  course  of  the 
negotiations  to  the  effort  that,  so  long  as  any  of  the  Bonds  remain  outstanding, 
the  Company  will,  in  case  Mr.  William  G.  Mather,  Chairman  of  the  Board 
of  Directors  or  Mr.  E.  B.  Greene,  president  of  the  Company,  shall  cease  to  hold  such 
offices  or  cease  to  exercise  their  duties  by  reason  of  death  or  other  cause,  consult 
■vith  you  regarding  the  choice  of  a  successor  to  either  or  both  of  such  officers,  to 
the  end  that  any  such  successor  shall  be  satisfactory  to  three  or  more  underwriters 
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named  in  the  above-mentioned  agreement  who  have  agreed  to  purchase  not  less 
than  50%  of  the  aggregate  principal  amount  of  bonds. 

Tours  truly, 

Cleveland-Cliffs  Iron  Company 

by  E.  B.  Greene. 

President. 

Mr.  Henderson.  May  I  ask  a  question  right  there 

Mr.  Nehemkis.  I  just  want  to  develop  one  or  two  things. 

In  effect,  Mr.  Tompkins,  this  agreement  meant  that  the  bankers 
could  dictate  to  the  directors  who  the  future  president  or  chairman 
of  the  board  would  be.    Is  that  not  correct,  sir? 

Mr.  Tompkins.  That  was  an  agreement  between  Cleveland  Cliffs 
and  those  underwriters. 

Mr.  Nehemkis.  Absolutely.  You  knew  something  about  that, 
didn't  you? 

Mr.  Tompkins.  I  remember  it  only  vaguely. 

Mr.  Nehemkis.  Had  you  ever  heard  of  it  prior  to  your  testimony 
here  and  my  reading  of  it  ? 

Mr.  Tompkins.  No — Yes,  in  this  way,  that  I  know  the  bankers 
were  concerned  about  a  continuity  of  management  there.  They  had 
seen  what  had  happened  to  this  company  before  Mr.  Greene  took  the 
presidency  and  they  were  looking  ahead  to  the  day  when  he  might 
not  be  president. 

Mr.  Nehemkis.  I  am  going  to  repeat  to  you  my  question,  which  I 
would  like  you,  as  an  expert  banker,  to  give  me  your  opinion  on.  In 
effect,  did  not  this  agreement  mean  that  the  bankers  could  dictate 
to  the  directors  who  the  future  president  or  chairman  of  the  board 
would  be? 

Mr.  Tompkins.  I  would  have  to  examine  the  language  of  it  pretty 
carefully"  to  know  whether  that  is  right  or  not.  I  think  that  its 
purpose  was  to  see  that  future  officers  of  the  company  would  be 
selected  only  after  consultation  with  the  bankers,  that  would  be 
agreeable  to  the  bankers. 

Mr.  Nehemkis.  Would  you  say  that  the  bankers  possessing  a  veto 
power  over  who  was  to  fill  these  two  offices  in  reality  were  assured 
of  controlling  all  future  public  financing  by  Cleveland-Cliffs? 

Mr.  Tompkins.  Under  their  agreement  they  had  a  first  call  on  any 
future  financing. 

Mr.  Nehemkis.  But  in  addition  to  that,  pursuant  to  this  arrange- 
ment in  "Exhibit  No.  1824."  which  has  gone  into  evidence,  since  no 
person  could  be  either  president  or  chairman  who  was  not  acceptable 
to  the  bankers,  didn't  that  in  effect  mean  that  they  controlled  all 
future  financing  because  only  these  two  men  would  ever  hold  those 
offices? 

Mr.  Tompkins.  Well,  that  assumes  that  a  board  of  directors  could 
abdicate  its  right  to  choose  its  officers,  the  officers  of  the  corporation. 

Mr.  Nehemkis.  Isn't  that  precisely  what  was  done  in  this  case,  Mr. 
Tompkins? 

Mr.  Tompkins.  If  it  is  a  good  agreement ;  I  don't  know. 

Mr.  Nehemkis.  I  am  not  asking  you  to  pass  judgment  on  its  legal 
validity;  I  am  asking  you  as  an  expert,  a  banker  of  many  years' 
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standing  in  the  community  and  well  known  in  financial  circles,  to  give 
me  your  opinion  as  an  expert. 

Acting  Chairman  King.  As  to  what  ? 

Mr.  Tompkins.  You  are  asking  me  to  give  my  opinion  as  to  valid- 
ity of  that  agreement  and  I  can't  do  it. 

Mr.  Nehemkis.  No,  sir,  I  ask  you  whether  in  effect  the  Cleveland- 
Cliffs  management  didn't  abdicate  all  their  rights  of  management  to 
four  banking  firms. 

Mr.  Tompkins.  If  that  document  is  good  legally,  then  the  answer 
is  "yes."  I  don't  know  whether  they  could  impose  that  on  a  board  of 
directors. 

Mr.  Henderson.  You  say  you  don't  recall  this  particular  clause 
:ery  explicitly.     Was  that  negotiated  when  you  were  agent? 

Mr.  Tompkins.  This  agreement  about  future  management? 

Mr.  Henderson.  Yes. 

Mr.  Tompkins.  It  was  done  between  Greene  and  the  syndicate. 

Mr.  Henderson.  It  wasn't  any  part  of  your  negotiation  ? 

Mr.  Tompkins.  No. 

Mr.  Henderson.  Do  you  recall  whether  it  is  a  common  custom  in 
connection  with  financing  arrangements  for  the  underwriters  to  get 
from  the  board  of  directors  such  a  statement  as  this  ? 

Mr.  Tompkins.  No,  I  think  it  would  be.  most  unusual. 

Mr.  Henderson.  Do  you  recall  any  other  cases  in  which  similar 
terms  were  negotiated,  perhaps  in  the  companies  that  were  in  des- 
perate shape  or  the  like? 

Mr.  Tompkins.  I  can't  give  you  the  names. 

Mr.  Henderson.  It  is  done  sometimes,  is  it  not  ? 

Mr.  Tompkins.  Yes,  I  would  say,  Mr.  Commissioner,  it  is  only  done 
when  you  want  to  be  sure  that  the  people  who  are  now  in,  and  in 
whom  you  have  confidence,  are  going  to  be  there. 

Mr.  Henderson.  Where  you  might  say  that  the  management  is 
one  of  the  consideration^  upon  which  the  underwriters  engage,  to 
take  the  underwriting? 

Mr.  Tompkins.  Yes. 

Acting  Chairman  King.  Is  it  not  a  common  thing  between  private 
persons  in  business  and  their  local  bank  or  persons  who  may  loan 
them  money,  to  annex  as  a  condition  to  the  extension  of  the  credit 
that  A,  B  shall  continue  in  control  of  the  sheep  herd,  or  in  control 
of  the  mine  operation? 

Mr.  Tompkins.  Yes,  in  direct  commercial  loans  we  ought  to  do 
that. 

Acting  Chairman  King.  I  have  in  mind  cases  where  in  mining 
operations  loans  have  been  obtained  largely  upon  the  strength  of 
the  ability  of  the  man  who  was  in  charge.  He  was  an  expert  tech- 
nician and  understood  mining,  understood  the  technology  of  mining, 
and  the  banker  or  private  individuals  would  extend  credit  upon  the 
ground  that  he  be  continued  in  control,  because  they  had  confidence 
in  his  technical  knowledge  and  his  understanding  of  mining  activities, 
and  if  some  new  man  came  in  who  was  unacquainted  with  the  mine, 
the  ore  deposits,  they  would  not  feel  safe  in  making  the  loan. 

Mr.  Tompkins.  They  would  at  least  want  an  opportunity  to  review 
it. 

Acting  Chairman  King.  To  find  out  his  competency. 

Mr.  Lubtn.  Mr.  Tompkins,  do  you  know  of  any  instances  where 
such  requirement  was  made   on  management,  where   management 
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yielded,  except  in  those  cases  where  management  was  so  hard  up  it 
had  no  other  alternative?  In  other  words,  would  it  be  likely  that  any 
corporation  would  yield  its  right  to  select  its  own  officers  or  that  any 
board  of  directors  would  yield  its  right  to  select  its  own  officers, 
except  under  those  conditions  where  they  were  so  hard  pressed  that 
they  had  no  other  alternative? 

Mr.  Tompkins.  I  think  you  are  right. 

Mr.  Ltjbin.  In  other  words,  then,  it  is  those  instances  such  as  the 
chairman  just  mentioned  which  are  typical  only  when  the  management 
has  no  alternative  and  has  to  yield  to  what  the  banker  demands? 

Mr.  Tompkins.  Well,  in  an  industrial  situation,  management  is  of 
such  paramount  importance — it  is  the  first  thing  we  always  look  at — 
that  a  banker  always  tries  to  guard  himself  against  a  shift  in  that 
management,  to  the  best  of  his  ability.  If  you  have  an  old-line  com- 
pany that  has  a  long  record  of  successful  management,  where  you 
are  absolutely  confident  that  the  board  will  always  fill  those  positions 
with  competent  men,  it  never  occurs  to  you  to  have  an  agreement. 
As  in  this  case,  it  was  only  the  fact  that  Mr.  Greene  had  taken  over 
this  and  was  operating  it  and  giving  it  vitality  that  made  it  possible 
to  do  this  business  at  all. 

Mr.  Lubin.  In  other  words,  if  a  telephone  company  should  go  to 
an  investment  house  and  want  to  borrow  $20,000,000,  no  investment 
banker  would  dare  put  such  conditions  in  the  contract. 

Mr.  Tompkins.  I  don't  think  it  ever  would  occur  to  an  investment 
banker  to  do  that. 

Mr.  Henderson.  Mr.  Tompkins,  in  this  case  the  underwriters  might 
have  had  at  least  two  thoughts  in  mind.  In  the  first  place,  they  were 
selling  securities  to  the  public,  and  in  that  case  they  wanted  to  keep 
the  continuing  good  will  of  those  with  whom  the  bonds  had  been 
placed.  The  second  thing  they  might  have  had  in  mind  was  the 
insurance  of  the  continuing  financing.    Isn't  that  true  ? 

Mr.  Tompkins.  To  see  that  they 

Mr.  Henderson  (interposing).  That  they  got  the  financing. 

Mr.  Tompkins.  I  think  they  covered  that  in  their  first  memorandum. 

Mr.  Henderson.  This  might  have  been  just  a  double  lock. 

Mr.  Tompkins.  This  was  just  to  prevent  any  sudden  shift  in  that 
management  that  might  produce  a  management  that  would  go  out 
and  buy  another  Corrigan,  McKinney. 

Mr.  Henderson.  I  was  just  about  to  asK  you  that.  There  was  in  the 
antecedent  history  of  this  company  considerable  gyration,  investment, 
and  some  might  call  it  speculation  with  the  funds,  and  it  is  likely 
that  they  had  that  in  mind  also,  Is  that  what  you  mean  by  buying 
Corrigan  McKinney— not  "doing  a  Corrigan"  ? 

Mr.  Tompkins.  Mr.  Commissioner,  a  little  too  much  vision,  one 
might  say. 

Mr.  Henderson.  The  vision  turned  out  to  be  a  nightmare  in  some 
cases. 

Acting  Chairman  King.  Would  not  a  reputable  investment  house 
that  sells  its  bonds  to  the  public,  even  though  it  doesn't  put  up  the 
money  itself  but  sells  bonds  and  gets  the  money  for  its  patron,  be 
interested  '.n  having  the  company  whose  bonds  it  was  selling  or  under- 
writing operated  in  a  judicial  manner  and  by  persons  competent  to 
deal  with  the  problems  that  would  arise  in  the  administration  ? 

Mr.  Tompkins.  Absolutely. 
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Acting  Chairman  King.  And  though  they  didn't  put  up  their  own 
monej'  in  some  instances,  their  honor  was  more  or  less  involved  in 
the  fact  tnat  they  would  sell  these  securities  to  the  public. 

Mr.  Tompkins.  Yes,  sir. 

Acting  Chairman  King.  Therefore,  is  there  anything  improper,  in 
your  judgment,  and  has  it  not  been  the  practice  not  only  with  private 
individuals  who  are  loaning  money,  but  investment  companies  and 
banks,  to  inquire  into  the  character  of  the  business  and  who  was  in 
charge  of  it,  and  to  desire  to  be  satisfied  as  to  the  competency  of  the 
persons  in  charge  to  discharge  their  duties  and  obligations  so  as  to 
make  the  business  a  success  ? 

Mr.  Tompkins.  That  is  always  a  very  important  consideration  in 
handling  money. 

Acting  Chairman  King.  So  the  investment  company,  I  would  sup- 
pose, would  feel  its  honor  was  more  or  less  involved  when  it  sold 
securities  to  the  public,  though  it  did  not  advance  its  own  money. 

Mr.  Tompkins.  Yes ;  it  has  a  continuing  responsibility  to  the  people 
who  buy  the  securities. 

Mr.  Henderson.  You  get  into  a  number  of  very  delicate  questions 
in  management,  do  you  not,  when  you  get  into  the  position  of  passing 
on  management  and  its  judgments.  You  get  into  what  they  call 
banker  management  once  in  a  while,  do  you  not  ? 

Mr.  Tompkins.  Yes.  Management  itself  is  a  thing  that  a  banker 
tries  to  avoid.  He  feels  that  his  responsibility  is  to  help  select  man- 
agement, but  wherever,  in  our  experience,  I  have  seen  a  banker  as  a 
banker  try  to  operate  an  industrial  company,  the  record  of  his  man- 
agement generally  indicates  that  he  ought  to  have  stayed  in  the 
banking  business. 

Mr.  Henderson.  That  isn't  always  true,  though.  There  are  some 
examples  where  the  bankers  took  over  successfully. 

Mr.  Tompkins.  There  are  some  examples. 

Mr.  Henderson.  But  I  think  I  would  incline  to  agree  with  you 
that  they  ought  to  stick  to  their  banking. 

Mr.  Tompkins.  In  general. 

BROKERAGE  TRANSACTIONS  FOR  CLEVELAND-CLIFFS 

Mr.  Nehemkis.  Mr.  Tompkins,  did  not  the  agreement  between  <ue 
bankers  also  include  the  right  to  participate  in  the  commissions  for 
brokerage  transactions  involving  Cleveland-Cliffs? 

Mr.  Tompkins.  That  is  right. 

Mr.  Nehemkis.  And  did  not  the  four  underwriting  firms  actually 
share  commissions  when  Cle ,  eland-Cliffs  sold  10,000  shares  of  Re- 
public Steel  common  in  '35.  and  20,000  shares  in  1936  * 

Mr.  Thompkins.  That  is  right. 

Mr.  Nehemkis.  I  now  offer  in  evidence  a  letter  from  the  files  of 
Lehman  Bros,  and  a  memorandum  from  the  files  of  Lehman  Bros, 
covering  brokerage  transactions.  These  two  documents  are  covered 
by  the  stipulation  x  previously  admitted  in  evidence. 

(The  documents  referred  to  were  marked  "Exhibits  Nos.  1845  and 
1846"  and  are  included  in  the  appendix  on  p.  12761.) 

1  "Exhibit  No.  1838." 
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Mr.  Nehemkis.  And  bearing  upon  the  same  subject  three  extracts 
from  the  registration  statement  of  Cleveland-Cliffs  Iron  Co.  on  file 
with  the  Securities  and  Exchange  Commission. 

Acting  Chairman  King.  They  may  be  received. 

(The  memoranda  referred  to  were  marked  "Exhibits  Nos.  1847-1 
to  1847-3"  and  are  included  in  the  appendix  on  pp.  12761-12763.) 

FEES   PAID  TO   LEHMAN   BROS.   AND  BANKERS  TRUST  CO. 

Mr.  Nehemkis.  According  to  the  underwriters'  agreement,  Mr. 
Tompkins,  of  June  28/  Lehman  Bros,  were  to  be  paid  one-half  per- 
cent of  the  principal  amount  of  the  bonds  as  a  management  fee.  Is 
that  correct  ? 

Mr.  Tompkins.  Yes. 

Mr.  Nehemkis.  But  they  finally  received  a  fee  of  only  three-eighths 
percent. 

Mr.  Tompkins.  It  was  readjusted  among  themselves. 

Mr.  Nehemkis.  Readjusted  between  the  group  ? 

Mr.  Tompkins.  That  is  right. 

Mr.  Nehemkis.  When  the  contract  of  January  30, 1935,2  was  drawn 
up,  Bankers  Trust  Co.  was  to  be  paid  a  fee  of  1  percent  of  $24,000,- 
000,  or  $240,000. 

Mr.  Tompkins.  Right. 

Mr.  Nehemkis.  When  the  agreement  among  the  underwriters  was 
drawn  up  on  June  28,  1935,  Bankers  Trust  was  to  be  paid  a  fee  of 
one-half  percent  of  $24,000,000  or  $120,000. 

Mr.  Tompkins.  Yes. 

Mr.  Nehemkis.  In  December  1935,  Bankers  Trust  was  actually  paid 
$25,000. 

Mr.  Tompkins.  Yes. 

Mr.  Nehemkis.  So  it  would  appear,  would  it  not,  that  the  longer 
you  worked  the  less  you  got  paid? 

Mr.  Tompkins.  That  is  unfortunately  the  case. 

Mr.  Nehemkis.  No  further  questions,  Mr.  Chairman. 

Mr.  Henderson.  In  some  cases  a  banker  works  and  doesn't  get 
paid  at  all. 

Mr.  Tompkins.  In  some  cases. 

Acting  Chairman  King.  In  some  cases  the  banker  loans  money  and 
he  doesn't  get  paid. 

Mr.  Tompkins.  That  is  very  often  true. 

Mr.  O'Connell.  I  would  like  to  ask  a  question.  This  morning  I 
asked  you  a  question  or  two  about  the  consideration  that  was  given 
to  the  question  of  whether  or  not  what  your  bank  did  in  this  opera- 
tion was  in  violation  of  the  1933  Banking  Act,  and  I  am  not  entirely 
clear  exactly  what  consideration  was  given  thaj^  question  by  you. 
Will  you  clear  that  up  for  me? 

Mr.  Tompkins.  When  Mr.  Greene  came  to  me  and  asked  if  we 
could  undertake  this  job  I  said  I  thought  we  could  as  his  agent.  We 
discussed  the  general  basis  on  which  I  might  act  as  agent.  Then  I 
said,  "We  will  reduce  this  to  a  contract  which  we  will  nave  the  law- 
yers draw  and  which  they  can  submit  to  your  lawyers."    White  & 

1  "Exhibit  No.  1833." 

2  "Exhibit  No.  1819." 
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Case,  ray  counsel,  drew  a  contract  which  they  sent  to  me  and  which  I 
naturally  assumed  was  drawn  in  keeping  with  the  law. 

Mr.  O'Connell.  But  the  only  thing  that  you  got  from  White  & 
Case  when  they  returned  the  contract  to  you  was  a  statement  to  the 
effect  that  in  their  opinion  [reading  from  "Exhibit  No.  1825"]  : 
the  same  is  in  satisfactory  form  and  sufficient  for  the  purposes  indicated. 

Now  that  to  you  meant  that  they  had  considered  whether  or  not 
that  contract  was  proper  under  the  Banking  Act  of  1933  and  were  so 
advising  you  in  this  fashion? 

Mr.  Tompkins.  That,  supplemented  by  long  conversations  with 
various  members  of  the  firm  on  this  subject. 

Mr.  O'Connell.  So  it  is  clear  in  your  mind  at  least  that  from  this 
letter  and  from  conversations  with  your  lawyers  it  was  their  con- 
sidered opinion  that  the  contract  was  legal  within  the  Banking  Act 
of  1933? 

Mr.  Tompkins.  That  is  correct. 

Mr.  Nehemkis.  I  think,  Mr.  Tompkins,  that  you  are  dismissed  and 
we  are  very  grateful  to  you  for  having  given  us  so  much  of  your  time. 

Mr.  Tompkins.  Thank  you. 

(Representative  Williams  took  the  chair.) 

Mr.  Nehemkis.  Will  Mr.  William  Whitehead  take  the  stand, 
please  ? 

Mr.  Whitehead,  will  you  examine  these  documents  and  tell  me 
whether  they  were  obtained  by  you  from  the  files  of  Kuhn,  Loeb 
&  Co.? 

Mr.  William  Whitehead  (Securities  &  Exchange  Commission). 
They  were. 

Mr.  Nehemkis.  Mr.  Chairman,  I  am  offering  in  evidence  at  this 
time  the  documents  identified  by  Mr.  Whitehead  of  my  staff,  insofar 
as  they  pertain  to  another  agreement  between  the  Guaranty  Co., 
which  as  you  recall  was  the  old  affiliate  of  the  Guaranty  Trust  Co., 
and  Kuhn,  Loeb,  concerning  American  Smelting  &  Refining  Co.  The 
matter  will  be  dealt,  with  in  the  report  which  we  will  ultimately  sub- 
mit to  the  committee,  but  I  would  like  them  spread  on  the  records  of 
the  committee. 

Acting  Chairman  Wtlltams.  They  may  be  received. 

(The  letters  referred  to  were  marked  "Exhibits  Nos.  1848  to  1851" 
and  are  included  in  the  appendix  on  pp.  12764-12765.) 

Mr.  Nehemkis.  Mr.  Mathers,  will  you  take  the  stand,  please?  Both 
of  these  gentlemen  have  been  previously  sworn,  and  I  merely  want 
them  to  identify  these  documents.  Mr.  Mathers,  will  you  examine 
those  documents  and  tell  me  whether  you  obtained  them  from  the 
firms,  partnerships,  or  corporations  indicated  therein? 

Mr.  L.  C.  Mathers  (Securities  and  Exchange  Commission).  I  did. 

Mr.  Nehemkis.  And  they  were  given  to  you  by  duly  authorized 
representatives  in  response  to  your  request? 
•    Mr.  Mathers.  That  is  correct. 

Mr.  Nehemkis.  Mr.  Chairman,  I  ask  leave  of  the  committee  that 
these  documents  be  received. 

(The  documents  referred  to  were  marked  "Exhibits  Nos.  1852-1  to 
1856"  and  are  included  in  the  appendix  on  pp.  12766-12772. 

Mr.  Nehemkis.  Mr.  John  F.  Fennelly,  please. 
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Acting  Chairman  Williams.  Do  you  solemnly  swear  that  the  testi- 
mony you  are  about  to  give  will  be  the  truth,  the  whole  truth,  and 
nothing  but  the  truth,  so  help  you  God  ? 

Mr.  Fennelly.  I  do. 

TESTIMONY    OF    JOHN    F.    FENNELLY,    GLOBE,    FORGAN    &    CO., 

CHICAGO,  ILL. 

Mr.  Nehemkis.  Will  you  state  your  full  name  and  address,  Mr. 
Fennelly? 

Mr.  Fennelly.  My  name  is  John  F.  Fennelly,  partner  of  Glore, 
Forgan  &  Co.,  resident  of  Chicago. 

Mr.  Nehemkis.  How  long  have  you  been  a  partner  of  Glore,  Forgan 
&Co.? 

Mr.  Fennelly.  Since  July  1,  1935. 

INDIANAPOLIS  POWER  &  LIGHT  CO.  FINANCING,  1938 

Mr.  Nehemkis.  On  or  about  August  1, 1938,  did  not  the  Indianapolis 
Power  &  Light  Co.  engage  in  a  refunding  operation  involving  some 
$32,000,000  of  4-percent  mortgage  bonds  and  about  $5,500,000  of  serial 
notes? 

Mr.  Fennelly.  Yes.  My  recollection  is  that  they  were  3%-percent 
bonds,  but  that  may  be  incorrect. 

Mr.  Nehemkis.  Is  not  Indianapolis  Power  &  Light  a  subsidiary  of 
Utilities  Power  &  Light? 

Mr.  Fennelly.  That  is  correct. 

Mr.  Nehemkis.  Was  not  this  financing  brought  out  under  the  lead- 
ership of  Lehman  Bros.  ? 

Mr.  Fennelly.  Yes. 

Mr.  Nehemkis.  Can  you  tell  me  who  some  of  the  principal  under- 
writers associated  with'  Lehman  Bros,  were  in  that  financing? 

Mr.  Fennelly.  Well,  my  firm,  Glore,  Forgan  &  Co.,  The  First  Bos- 
ton Corporation  was,  I  recall.  Frankly,  the  list  as  such  is  not  in  my 
mind.    It  was  a  very  broad  list  6*f  underwriters. 

Mr.  Nehemkis.  But  those  who  had  the  largest  participations  were 
your  firm  ancf  First  Boston,  and  I  show  you  a  prospectus  to  see  if  that 
doesn't  refresh  your  recollection  and  give  you  a  clue  to  the  other  names. 

Mr.  Fennelly.  The  First  Boston  was  in  second  position;  Glore, 
Forgan  in  third — this  is  in  appearance ;  Halsey,  Stuart  in  fourth  posi- 
tion, and  the  last  three  houses  named  all  having  an  equal  interest  in 
participation  in  the  business;  Stone  &  Webster  and  Blodgett,  Inc., 
Blyth  &  Co.,  Brown  Harriman  &  Co.,  all  with  the  same  interest;  Gold- 
man, Sachs  &  Co.  and  Lazard  Freres  &  Co.  with  an  equal  interest  with 
the  houses  just  previously  named.    Do  you  want  me  to  go  on? 

Mr.  Nehemkis.  No  ;  that  is  sufficient ;  thank  you  very  much.  In  the 
spring  -of  1938  did  not  Mr.  Charles  True  Adams  approach  your  firm 
with  the  suggestion  that  he  would  like  your  firm  to  head  up  the 
financing  of  Indianapolis  Power  &  Light  ? 

Mr.  Fennelly.  That  is  correct. 

Mr.  Nehemkis.  Did  you  not  at  that  time  advise  Mr.  Adams  that 
you  were  a  member  of  the  Lehman  group,  and  being  under  a  com- 
mitment to  Lehman  Bros.,  could  not  accept  his  invitation? 
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Mr.  Fennellt.  That  is  also  correct. 

Mr.  Nehemkis.  Did  not  Mr.  Adams  inform  you  that  he  had  no 
intention  of  having  Lehman  Bros,  head  up  the  group  since  he 
wanted  the  business  handled  by  a  Middle  Western  firm? 

Mr.  Fennellt.  That  is  the  way  that  I  stated  his  position  in  the 
letter  that  I  subsequently  wrote  on  this  matter.  I  would  like  to 
say  that  is  correct  with  a  slight  variation  in  that  what  he  was  trying 
to  convey  was  that  he  had  felt  he  had  no  commitment  to  do  the 
business  with  Lehman  Bros,  and  that  as  such  he  would  prefer  to  do 
the  business  in  the  Middle  West. 

Mr.  Nehemkis.  Were  you  aware  at  the  time  of  your  discussions 
with  Mr.  Adams  that  in  the  spring  of  1938  the  finance  committee  of 
Indianapolis  Power  and  Light  had  on  or  about  July  15,  1937,  already 
authorized  Lehman  Bros,  to  head  up  a  syndicate  for  the  refunding 
operations  ? 

Mr.  Fennellt.  No  ;  I  was  not. 

Mr.  Nehemkis.  You  were  not  aware  of  that  ? 

Mr.  Fennellt.  No. 

Mr.  Nehemkis.  Were  you  aware  of  that  fact  prior  to  your  testi- 
mony here  and  my  statement?  • 

Mr.  Fennellt.  Not  as  such.    I  knew  that  Lehman  Bros,  had  gone 
to  work  on  the  deal  in  1937.    How  far  they  had  entered  into  an  actual . 
agreement  with  the  finance  committee  I  have  never  been  aware. 

Mr.  Nehemkis.  Mr.  Chairman,  I  now  refer  the  committee  to  "Ex- 
hibit No.  1852,  1  to  3,"  previously  received  in  evidence,  containing 
the  authorization  of  the  finance  committee  of  Indianapolis  Power 
&  Light  to  Lehman  Bros.,  authorizing  them  to  head  up  the  syndi- 
cate to  which  reference  has  been  made. 

Now,  on  May  24,  1938,  during  the  time  of  your  discussion  with 
Mr.  Adams,  did  you  not  have  occasion  to  transmit  the  subject  mat- 
ter of  your  discussion  to  your  New  York  partner,  Mr.  J.  Russell 
Forgan  ? 

Mr.  Fennellt.  I  did. 

Mr.    Nehemkis.  And   now   reading   from   "Exhibit   No.   1853," 
previously  received  in  evidence,  a  letter  dated  May  24,  1938,  by 
Witness  Fennelly  to  Mr.  J.  Russell  Forgan,  I  call  your  attention,  if 
I  may,  Mr.  Fennelly,  to  the  following  paragraphs : 

Some  weeks  ago  when  Mr.  Adams  first  approached  us  with  regard  to  helping 
him  work  out  the  reorganization  of  Utilities  Power  &  Light,  he  told  us  that 
he  would  like  to  have  us  head  up  the  financing  of  Indianapolis  Power  &  Light. 
We  immediately  told  him  of  our  commitment  to  Lehman  Brothers  and  that 
we  had  already  accepted  a  position  in  Lehman's  group  subject  to  that  position 
being  satisfactory  to  us. 

Now  skipping  to  the  third  paragraph : 

More  recently,  Mr.  Adams  asked  us  if  we  could  work  out  a  satisfactory  ar- 
rangement with  Lehman  Brothers,  and  advised  us  that  if  we  could  do  so  he 
was  prepared  to  proceed  immediately  with  the  Indianapolis  financing.  We 
have  told  Mr.  Adams  that  we  felt  it  was  entirely  possible  for  us  to  work  out 
such  an  arrangement  and  would  proceed  to  do  so  at  once.  Our  ideas,  as  you 
know,  of  a  satisfactory  arrangement  are  a  joint  managership  account  which  we 
should  head  in  the  West  and  which  Lehman  should  head  in  the  East.  Pending 
the  reaching  of  such  an  agreement,  we  find  ourselves  in  the  awkward  position 
of  being  unable  to  talk  with  Mr.  Adams  about  this  financing,  and  at  the  same 
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time  realizing  that  practically  everybody  In  the  investment  business  is  shoot- 
ing at  him  about  it,  in  fact  we  have  good  reason  to  believe  that  other  mem- 
bers of  the  Lehman  account  are  working  independently  and  actively  for  the 
business.  Our  sincere  feeling  about  this  matter  is  that  if  Lehman  Brothers 
are  willing  to  agree  to  a  joint  managership  as  outlined  above,  we  can  be  very 
helpful  in  convincing  Mr.  Adams  as  to  the  desirability  of  proceeding  at  once 
with  the  business.  If  this  is  not  done,  we  feel  that  Mr.  Adams  is  likely  to  let 
the  whole  matter  drift,  at  least  until  next  fall,  by  which  time  he  may  have 
missed  the  opportunity  to  do  the  job  under  present  favorable  market  conditions. 
If  Lehman  Brothers  cannot  see  their  way  clear  to  such  an  arrangement,  we 
shall  feel  obliged  to  withdraw  from  their  account.  If  we  do  so  withdraw,  we 
will  agree  with  them  that  we  will  do  nothing  about  this  business,  either  inde- 
pendently or  in  conjunction  with  others,  for  some  reasonable  length  of  time. 
Our  idea  of  a  reasonable  length  of  time  would  be  from  now  until  next  fall, 
during  which  time  Lehman  Brothers  would  have  a  free  hand  as  far  as  we  are 
concerned,  to  proceed  with  their  present  negotiations. 

Now  Mr.  Fennelly,  did  you  succeed  in  getting  joint  managership? 

Mr.  Fennelly.  No;  we  did  not. 

Mr.  Nehemkis.  You  had,  however,  a  substantial  underwriting  posi- 
tion, did  you  not? 

Mr.  Fennelly.  That  is  right;  yes. 

Mr.  Nehemkis.  Now,  if  you  will  follow  me  on  the  postscript  to 
your  letter  [reading  from  "Exhibit  No.  1853"]  : 

Since  writing  the  above,  I  have  discussed  the  matter  further  with  Charlie — 

Charles  Glore,  I  take  it 

Mr.  Fennelly.  Yes. 

Mr.  Nehemkis  (continuing)  : 

and  we  have  both  agreed  it  would  be  dangerous  to  show  this  letter  to  Lehman 
Brothers.  He  agrees,  however,  that  the  letter  states  his  position  exactly  and 
that  all  of  the  matter  contained  herein  can  be  used  in  discussing  the  matter 
with  them;  he  is  even  willing  to  have  you  agree  to  a  joint  managership  ar- 
rangement for  all  future  Utilities  Power  &  Light  financing  if  you  think  it  desir- 
able. He  feels  it  is  most  important  that  Lehman  give  us  an  immediate  answer 
on  this  matter  because  he  has  just  had  another  call  from  Adams  asking  about 
the  situation  and  telling  him  that  the  finance  committee  of  the  Company  in 
Indianapolis  is  anxious  to  proceed  at  once  and  that  pressure  is  being  put  on 
him  from  all  directions. 

Did  your  partner  discuss  with  Lehman  Brothers  the  possibilities 
of  joint  managership  on  future  Utilities  financing? 

Mr.  Fennelly.  I  really  don't  know  whether  they  did  or  not,  be- 
cause we  never  came  to  an  agreement  with  them  on  this  particular 
piece  of  financing,  and  it  is  my  belief  that  that  subject  was  never 
discussed. 

AGREEMENT    ON    LEADING    POSITIONS    IN    FUTURE    FINANCING    OF    INDIAN- 
APOLIS POWER  &  LIGHT  AND  UTILITIES  POWER  &  LIGHT 

Mr.  Nehemkis.  If  Indianapolis  Power  &  Light  should  in  the  near 
future  bring  out  another  issue,  what  do  you  contemplate  your  rela- 
tionship to  the  syndicate  would  be,  Mr.  Fennelly? 

Mr.  Fennelly.  Frankly,  I  have  never  given  it  any  thought.  My 
guess  would  be  that  probably  we  would  expect  n  substantial  position 
m  the  group  under,  the  leadership  of  Lehman  Brothers.  There  is  no 
necessity  that  that  would  follow  at  all. 

Mr.  Nehemkis.  Your  treatment  of  Lehman  Brothers  in  the  spring 
of  '38,  when  in  effect  you  m  ere  offered  the  financing  on  a  platter  by 
the  trustee  of  the  organization,  was  extremely  generous.     Would  you 
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not  in  view  of  that  fact  expect  to  receive,  shall  I  say,  favorable  con- 
sideration (a)  in  any  Indianapolis  Power  and  Light  financing,  and 
(b)  favorable  consideration  in  any  future  Utilities  Power  &  Light 
financing  as  well? 

Mr.  Fennelly.  Frankly,  we  might  expect  it  but  I  would  be  very 
much  surprised  if  we  got  anything  back  from  them.  That  has  been 
the  history  of  all  such  expectations  as  far  as  I  can  see. 

Mr.  Nehemkis.  You  would  not  then  hope  to  have  even  the  same 
consideration  that  might  be  accorded  to,  shall  I  say,  First  Boston 
Corporation,  who  had  an  equal  participation  with  you? 

Mr.  Fennelly.  Well,  yes;  I  would  be  surprised  if  -we  did  not 
receive  as  favorable  consideration  in  the  Indianapolis  Power  &  Light 
account,  but  as  far  as  the  rest  is  concerned  it  would  have  no  reference 
as  far  as  I  can  see. 

Mr.  Nehemkis.  Well,  I  am  afraid  it  is  my  painful  dutv  to  inform 
you  that  you  will  not  receive  that  consideration,  because  in  this  par- 
ticular case  virtue  was  not  rewarded.  In  connection  with  ''Exhibit 
No.  1854^1,"  previously  received  in  evidence,  I  now  read  to  you,  Mr. 
Fennelly.  a  memorandum  by  Joseph  A.  Thomas,  partner  of  the  in- 
vestment banking  firm  of  Lehman  Brothers,  dated  June  26,  1939 
[reading  from  "Exhibit  No.  1854-1"] : 

I  met  today  with  Sidney  Weinberg  and  Howard  Sachs,  of  Goldman,  Sachs  & 
Company,  Harry  Addinsell  and  George  Woods,  of  the  First  Boston  Corporation. 

We  made  the  following  agreement  on  Indianapolis  Power  &  Light  financing : 

Lehman  Brothers  is  to  head  the  business,  handle  the  details  in  our  office 
and  negotiate  the  deal  in  behalf  of  themselves,  Goldman,  Sachs  &  Company  and 
The  First  Boston  Corporation. 

In  the  advertising  the  three  firms  are  to  appear  on  the  same  line  in  the 
following  order :  Lehman  Brothers,  Goldman,  Sachs  &  Co.,  The  First  Boston 
Corp. 

The  management  compensation  is  to  be  divided  as  follows:  40%  to  Lehman 
Brothers,  40Tc  to  Goldman,  Sachs  &  Company,  and  20%  to  The  First  Boston 
Corporation.     All  three  firms  are  to  have  equal  percentages  in  the  underwriting. 

We  made  a  similar  arrangement  on  Utilities  Power  &  Light  Company  and 
its  subsidiaries,  i.  e.  management  compensation  to  be  divided  into  4.0%  to  Leh- 
man Brothers.  40 %  to  Goldman,  Sachs  &  Company,  and  20%  to  The  First 
Boston  Corporation. 

And  then  I  have  here,  but  they  will  no  longer  interest  you,  letters 
of  confirmation  from  the  respective  firms,  and  I  regret  to  say  that 
Glore,  Forgan  was  not  included. 

Mr.  Fennelly.  May  I  ask  a  question  with  reference  to  that? 

Mr.  Nehemkis.  I  want  to  get  one  more  thing  in  and  then  you  may. 
I  call  attention  to  a  collection  of  correspondence  between  Mr.  Floyd 
Odium  and  Mr.  Robert  Lehman  concerning  the  agreement  entered 
into  by  the  three  linns  to  which  reference  has  been  made  and  which 
is  now  in  evidence.1 

Mr.  Nehemkis.  No  further  questions  of  the  witness. 

Acting  Chairman  Williams.  Has  anyone  any  questions? 

""MORAL   COMMITMENT"    RESULTING    FROM    MEMBERSHIP   IN    AN    ACCOUNT 

Mr.  Henderson.  Yes.  What  was  the  reason  you  felt  you  couldn't 
talk  to  Mr.  Adams  about  the  financing? 

Mr.  Fennelly.  Simply  because  we  had  made  a  commitment  to 
Lehman  Brothers,  being  a  member  of  their  account,  and  we  regarded 

1  See  "Exhibit  No.  1S55-1  to  1S55-4. 
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that  as  a  moral  commitment  which  we  weren't  prepared  to  abro- 
gate- .  .  • 

Mr.  Henderson.  Is  that  a  usual  thing  in  the  underwriting  busi- 
ness? 

Mr.  Fen  nelly.  I  don't  know  whether  it  is  usual  or  not,  but  I  can 
assure  you  it  was  usual  as  far  as  my  firm  is  concerned. 

Mr.  Henderson.  That  is,  they  make  commitments  in  groups  and 
then  they  will  not  engage  individually  in  trying  to  get  the  business. 

Mr.  Fennelly.  I  would  like  to  put  it  this  way,  Mr.  Commis- 
sioner, that  we  have  gone  to  Lehman  Brothers  and  asked  to  be  a 
member  of  their  account,  had  asked  for  a  position  in  their  group. 
Having  gone  to  them  and  put  ourselves  under  obligation  to  them, 
and  they  having  agreed  to  include  us  in  their  group,  we  felt  that  it 
would  be  an  unethical  thing,  and  I  mean  that  not  professionally, 
but  just  simply  human  ethics  to  turn  around  and  try  to  take  the 
business  away  from  them. 

Mr.  Henderson.  They  didn't  have  the  business,  did  they? 

Mr.  Fennelly.  Well,  they  had  it  under  the  agreement  which  has 
been  read  to  me. 

Mr.  Henderson.  What  was  the  status  of  Mr.  Adams  in  the  pic- 
ture? 

Mr.  Fennelly.  Mr.  Adams  was  a  trustee  of  Utilities  Power  and 
Light,  who,  as  I  recall,  had  been  appointed  to  that  position  in  the 
spring  of  1938,  and  as  such  he  had  no  part  in  the  negotiations  in 
1937. 

Mr.  Henderson.  Yes;  but  did  he  have  the  say-so  on  the  financing 
all  that  time? 

Mr.  Fennelly.  He  led  us  to  believe  that  he  did. 

Mr.  Henderson.  Was  there  a  doubt  in  your  mind  that  he  did 
have  the  say-so? 

Mr.  Fennelly.  I  shouldn't  think  there  was  any  doubt  in  our 
mind ;  we  knew  that  he  was  the  chief  factor  in  that  holding  company 
which  controlled  Indianapolis  Power  and  Light. 

Mr.  Henderson.  Well,  if  you  had  not  gone  to  Lehman,  would  you 
have  been  free,  do  you  think,  to  accept  the  commitment? 

Mr.  Fennelly.  Yes;  very  definitely  so;  would  have  had  no  hesi- 
tation in  so  doing. 

Mr.  Henderson.  Knowing  that  the  prior  indication,  of  the  board 
was  that  they  wanted  Lehman  to  hold  it? 

Mr.  Fennelly.  Without  any  hesitation  at  all,  because  if  Mr. 
Adams  as  trustee  told  us  that  he  didn't  recognize  a  previous  commit- 
ment made  when  he  was  not  trustee  and  was  in  a  position  to  give 
us  the  business,  if  we  had  had  no  prior  moral  obligation  in  our  own 
minds,  we  certainly  would  have  taken  the -business.' 

Mr.  Henderson.  Absenting  the  trustee  status,  suppose  it  was  gen- 
erally understood  that  Lehman  had  the  business  and  no  contract  had 
been  executed,  would  you  feel  free  to  go  ? 

Mr.  Fennelly.  Absolutely,  yes. 

Mr.  Henderson.  Do  you  in  many  instances  do  that  ? 

Mr.  Fennelly.  We  have  in  my  recollection  in  a  number  of  in- 
stances, yes. 

Mr.  Henderson.  In  those  cases  with  a  historical  relationship  with 
any  banking  firm  as  issuer? 

Mr.  Fennelly.  Very  definitely. 
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Mr.  Henderson.  Does  that  mean  that  your  corporation  is  actively 
and  vigorously  trying  to  get  accounts? 

Mr.  Fennellt.  All  the  time. 

Mr.  Henderson.  Are  you  having  any  luck? 

Mr.  Fennellt.  Sometimes  too  few,  in  my  opinion. 

Mr.  Henderson.  Do  you  think  any  part  of  that  is  due  to  gen- 
eral feeling  that  you  are  a  Chicago  house  ? 

Mr.  Fennellt.  The  fact  that  we  don't  get  more  business?  I 
shouldn't  say  so;  no. 

Mr.  Henderson.  Do  you  go  after  any  of  the  railroad  accounts  that 
come  into  Chicago? 

Mr.  Fennellt.  There  has  been  so  little  railroad'  financing  I  would 
hate  to  make  a  statement  as  to  whether  we  had  or  not,  Mr.  Com- 
missioner.    Nothing  recent  on  it. 

Mr.  Henderson.  Do  you  make  a  persistent  effort  to  try  to  get 
financing  of  Chicago  concerns? 

Mr.  Fennellt.  Oh,  yes ;  all  the  time. 

Mr.  Henderson.  Have  you  been  having  any  luck  in  getting  any  of 
them  away  from  the  eastern  banking  houses  ? 

Mr.  Fennellt.  I  couldn't  answer  the  question  as  far  as  getting 
away  from  the  eastern  banking  houses,  Mr.  Commissioner,  because, 
frankly,  we  don't  think  of  ourselves  as  a  Chicago  banking  house.  We 
have  an  office  in  New  York  with  four  partners  in  New  York,  and 
three  partners  in  Chicago,  and  while  our  background  is  more  middle 
western  than  others,  we  are  doing  business  in  the  East  and  we  are 
doing  business  in  the  West.    Does  that  answer  your  question? 

Mr.  Henderson.  Yes.     I  have  no  further  questions. 

Mr.  Lubin.  May  I  ask  the  witness  a  question?  Just  what  is  in- 
volved in  what  you  call  in  this  correspondence  your  commitment  to 
Lehman  Brothers?  Is  it  a  commitment  not  to  try  to  get  firms  that 
have  had  agreements  with  Lehman  in  the  past,  or  is  it  a  commitment 
to  stay  out  of  certain  definite  fields  of  activity? 

Mr.  Fennellt.  No,  sir;  not  at  all.  That  commitment  is  our  own 
idea  of  a  moral  commitment  of  ours  on  this  specific  piece  of  business 
because  we  had  gone  to  Lehman  and  asked  them  to  be  included  in 
their  account,  and  refers  not  at  all  to  historical  relationships,  and  it 
isn't  a  question  of  competition  or  noncompetition.  We  had  given  our 
word  to  somebody,  and  we  just  thought  it  would  be  a  low  trick  to  go 
out  and  try  to  take  the  business  away. 

Mr.  Lubin.  In  other  words,  Lehman  already  had  a  relationship  with 
this  corporation  and  you  had  agreed  that  as  far  as  that  corporation 
was  concerned  you  wouldn't  undertake  to  get  the  financing. 

Mr.  Fennellt.  We  didn't  make  any  such  agreement.  We  under- 
stood that  Lehman  was  in  a  position  to  head  up  a  syndicate.  We  went 
to  Lehman  Brothers  and  asked  if  they  would  include  us  in  their  busi- 
ness as  a  prominent  house  with  an  important  office  in  the  Middle 
West — this  was  a  Middle  Western  piece  of  business — and  they  agreed 
they  would  be  delighted  to  have  us  in  the  business,  and  the  point  I 
want  to  express  is  there  was  no  agreement  about  staying  clear  of  this 
thing,  we  had  asked  to  be  in  their  business,  and  because  we  had  asked 
to  be  in  their  business,  we  felt  we  had  a  moral  obligation  not  to  com- 
pete with  them  on  this  specific  piece  of  business. 

Mr.  Henderson.  It  was  a  two-way  commitment,  was  it  not  ?     They 
had  agreed  to  give  ycu  a  piece  of  the  business,  and  they  didn't. 
Mr.  Fennellt.  Oh,  yes ;  they  did. 
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Mr.  Henderson.  It  had  nothing  to  do  with  future  financing. 
Mr.  Fennelly.  Absolutely  not  at  all. 

AGREEMENT  ON  FUTURE  FINANCING  OF  ASSOCIATED  GAS  &  ELECTRIC  CO.  AND 

SUBSIDIARIES 1 9  3  7 

Mr.  Nehemkis.  Mr.  Chairman,  before  we  conclude  this  session  I 
should  like  to  read  a  memorandum  which  has  been  covered  by  a  stipu- 
lation which  I  shall  ask  you  to  examine  in  a  moment.  This  is  a  memo- 
randum regarding  the  relationship  of  The  First  Boston  Corporation 
and  Lehman  Brothers  in  connection  with  Associated  Gas  &  Electric 
financing  and  such  is  the  agreement  entered  into  on  January  25,  1937, 
with  reference  to  these  companies.  It  reads  as  follows  [reading  from 
"Exhibit  No.  1857-4"] : 

With  respect  to  all  future  financing  for  Associated  Gas  &  Electric  or  its  sub- 
sidiaries, the  two  firms  are  to  manage  such  financing  jointly  as  leaders  (details 
of  the  handling  of  the  business  to  be  worked  out  later)  due  recognition  to  be 
given  in  such  financing  to  the  obligations  of  The  First  Boston  Corp.  to  old  par- 
ticipants in  the  Chase-Harris  Forbes  groups  in  a  manner  satisfactory  to  both 
firms. 

In  connection  with  New  York  State  Electric  and  Gas  Corporation  financing, 
The  First  Boston  Corp.  and  Glore,  Forgan  &  Co.  are  to  be  managers;  Lehman 
Brothers  are  to  be  offered  an  equal  participation  in  amount  with  the  above  two 
firms,  Lehman  Brothers'  name  to  appear  in  third  place. 

This  is  covered  by  stipulation  entered  into  with  me  by  Mr.  Arthur 
Dean,  of  Messrs.  Sullivan  &  Cromwell,  counsel  to  The  First  Boston 
Corporation.   I  ask  that  these  documents  be  admitted  in  evidence,  bear- 
ing on  the  points  under  discussion. 
Acting  Chairman  Williams.  They  may  be  admitted. 

(The  documents  referred  to  were  marked  "Exhibits  Nos.  1857-1  to 
1857-5"  and  are  included  in  the  appendix  on  pp.  12773-12775.) 

Mr.  Nehemkis.  May  I  ask  my  associate,  Mr.  Mathers,  to  take  the 
stand  just  for  a  moment?  Mr.  Fennelly,  before  you  make  your 
statement?    Just  be  seated,  if  you  will. 

Mr.  Mathers,  will  you  be  good  enough  to  identify  "Exhibit  No. 
1856,"  being  a  transcription  of  a  telephone  conversation  by  Mr.  Igle- 
hart  re  New  York  State  Gas  &  Electric  Co.,  dated  October  20,  1932, 
so  that  the  record  may  be  thoroughly  clear?  Tell  me  once  again 
where  you  obtained  that  document  ? 

Mr.  Mathers.  I  found  this  document  in  the  files  of  the  New  York 
office  of  Glore,  Forgan  &  Co.  It  is  a  copy  of  a  transcript  of  Mr. 
Joseph  A.  W.  Iglehart's  telephone  conversation  on  October  20,  1932. 
relative  to  New  York  State  Electric  &  Gas  financing. 

Mr.  Nehemkis.  Now  Mr.  Iglehart  is  no  longer  a  partner,  to  your 
knowledge,  of  Glore,  Forgan  &  Co.  ? 

Mr.  Mathers.  No,  sir. 

Mr.  Fennelly.  He  never  was  a  partner. 

Mr.  Mathers.  He  is  presently  a  partner  of  W.  E.  Hutton  &  Co. 

Mr.  Nehemkis.  Will  you  tell  me  the  other  person  with  whom  Mr. 
Iglehart  was  holding  the  telephone  conversation  at  the  time? 

Mr.  Mathers.  The  memorandum  does  not  state,  but  Mr.  Joseph 
Iglehart  told  me  it  was  with  Mr.  Russell. 

Mr.  Nehemkis    And  can  you  tell  me  Mr.  Russell's  initials? 

Mr.  Mathers.  P.  N.  Russell,  I  believe  it  is. 

Mr.  Nehemkis.  And  you  went  to  see  Mr.  Iglehart  expressly  to  ascer- 
tain who  the  other  person  on  the  telephone  was,  did  yon  no!  ? 
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Mr.  Mathers.  Yes. 

Mr.  Nehemkis.  Thank  you  very  much,  Mr.  Mathers. 
I  shan't  discuss  the  document  at  this  time.     I  think  the  committee 
will  find  at  its  leisure  that  this  document  is  well  worth  reading. 

AGREEMENT  RE  MANAGEMENT  OF   CLEVELAND-CLIFFS  CO. — RESUMED 

STATEMENT  BY  MR.  JOHN  F.  FENNELLY 

Mr.  Chairman,  may  it  please  the  committee,  Mr.  Fennelly  has  asked 
leave  of  the  committee  to  make  a  statement  clarifying  certain  things 
that  were  said  during  Mr.  Tompkins'  testimony,  in  which  he  feels 
there  may  be  some  misunderstanding,  and  I  have  no  objection  if  it  is  the 
committee's  pleasure. 

Mr.  Henderson.  What  is  the  nature  of  it? 

Mr.  Fennelly.  With  reference  to  the  document  that  was  filed,  the 
contract  entered  into  between  Mr.  E.  B.  Greene  and  the  underwriting 
group,  of  which  my  firm  was  one,  of  which  Mr.  Tompkins  testified  he 
knew  nothing  about. 

Mr,  Nehemkis.  That  was  the  letter  in  which  Mr.  Greene  abdicated 
the  functions  of  the  board  of  directors  for  a  period  of  time  in  favor  of 
the  four  banking  houses,  one  of  which  was  Field,  Glore,  now  Glore, 
Forgan,  of  which  Mr.  Fennelly  is  a  partner.  Does  the  committee  care 
to  hear  Mr.  Fennelly's  statement  ? 

Acting  Chairman  Williams.  I  think  you  might  proceed  with  that. 
I  think  that  is  relevant,  if  it  is  about  that  matter. 

Mr.  Fennelly.  All  I  wanted  to  say  was  this,  that  that  agreement  was 
entered  into  between  Mr.  Greene  and  the  four  underwriting,  four 
chief  underwriting  houses  namely  Lehman  Brothers;  Kuhn,  Loeb; 
Field,  Glore;  and  Hayden,  Stone  &  Co.  This  point  I  wanted  to  put 
in  the  record  was  that  that  agreement  was  entered  into  at  the  specific 
request  of  Mr.  E.  B.  Greene.  Mr.  Greene  informed  us  he  was  con- 
cerned, in  view  of  the  past  experience  of  Cleveland-Cliffs,  about  the 
continuity  of  that  management,  and  was  concerned  about  what  might 
happen  in  the  event  he  or  Mr.  Mathers,  chairman  of  the  board,  should 
die,  and  he  requested  us  to  enter  into  that  agreement  with  him.  The 
agreement  was  never  at  any  time  brought  up  by  the  bankers  and  it  was 
a  kind  of  an  agreement  that  I  for  one  have  never  seen  entered  into  in  a 
mortgage  issue  of  this  kind.  And  it  was  only  done  because  Mr.  Greene 
was  concerned  that  the  continuity  of  the  management  should  be  pre- 
served, and  he  wanted  to  have  the  outside  assistance  of  the  underwrit- 
ers to  that  effect. 

Mr.  Nehemkis.  May  I  take  this  occasion,  Mr.  Chairman,  of  thanking 
Mr.  Fennelly  for  having  given  us  so  freely  of  his  time?  He  spent 
many  hours  with  us  on  this  problem. 

Acting  Chairman  Williams.  Have  you  anything  else  at  this  time? 

Mr.  Nehemkis.  No,  sir.  Shall  I  tell  you,  sir,  the  witnesses  for 
tomorrow?  Tomorrow  we  expect  to  discuss  the  financing  of  the  Wil- 
son Co.  and  the  Armstrong  Cork  Co.,  and  the  witnesses  will  be  Mr. 
Joseph  R.  Swan,  head  of  the  house  of  Smith,  Barney  &  Co. ;  Mr.  John 
M.  Schiff,  and  Mr.  Lewis  L.  Strauss,  partners  of  Kuhn,  Loeb  &  Co. 
Acting  Chairman  Williams.  That  is  all  for  the  present?  The 
committee  will  stand  in  recess  until  10 :  30  tomorrow. 

(Whereupon  at  4 :  05  p.  m.  the  committee  recessed  until  Wednesday 
morning  at  10:30  o'clock.) 
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WEDNESDAY,  JANUARY   10,   1940 

United  States  Senate, 
Temporary  National  Economic  Committee, 

Washington,  D.  C. 

The  committee  met  at  10:45  a.  m.,  pursuant  to  adjournment  on 
Tuesday,  January  9,  1940,  in  the  Caucus  Room,  Senate  Office  Build- 
ing, Senator  William  H.  King  presiding. 

Present:  Senator  King  (acting  chairman);  Representative  Wil- 
liams; Messrs.  Henderson,  O'Connell,  Lubin,  and  Brackett.  Present 
also;  Clifton  Miller,  Department  of  Commerce;  Peter  R.  Nehemkis, 
Jr.,  special  counsel ;  and  W.  S.  Whitehead,  security  analyst,  Securities 
and  Exchange  Commission. 

Acting  Chairman  King.  The  committee  will  be  in  order. 

Mr.  Henderson.  Mr.  Chairman,  it  is  always  difficult  to  indicate  in 
a  sentence  the  nature  of  a  day's  hearing,  but  today  we  will  be  con- 
cerned with  typical  examples  as  shown  by  two  or  three  pieces  of 
financing  of  the  continuing  relationship  of  some  of  the  New  York 
banks  that  had  affiliates,  and  also  we  will  be  dealing  with  some 
aspects  other  than  price  competition  that  mark  out  the  distinction 
between  the  investment  banking  business,  or  profession,  as  some 
choose  to  describe  it,  and  the  usual  concept  of  competition  as  we  see 
it  in  industry. 

Mr.  Nehemkis.  Will  Mr.  Joseph  R.  Swan,  Mr.  John  M.  SchifT,  and 
Mr.  Lewis  L.  Strauss  take  the  witness  stand,  please? 

Acting  Chairman  King.  Mr.  Swan,  you  have  been  sworn  hereto- 
fore, so  we  will  not  need  to  re-swear  you. 

Will  the  other  gentlemen  raise  their  right  hands  ? 

Do  you  solemnly  swear  the  testimony  you  give  in  this  hearing  will 
be  the  truth,  the  whole  truth,  and  nothing  but  the  truth,  so  help  you 
God? 

Mr.  Strauss.  I  do. 

Mr.  Schiff.  I  do. 

TESTIMONY  OF  JOSEPH  R.  SWAN,  SMITH,  BARNEY  &  CO.,  NEW 
YORK  CITY;  JOHN  M.  SCHIEF,  KUHN,  LOEB  &  CO.,  NEW  YORK 
CITY;  AND  LEWIS  L.  STRAUSS,  KUHN,  LOEB  &  CO.,  NEW  YORK 
CITY 

Mr.  Nehemkis.  Will  you  state  your  full  name  and  address,  Mr 
Schiff? 

Mr.  Schiff.  John  M.  Schiff,  Oyster  Bay,  N.  Y. 

Mr.  Nehemkis.  Are  you  not  a  partner  of  the  firm  of  Kuhn,  Loeb  & 
Co.? 
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Mr.  Schiff.  I  am  a  partner  of  the  firm  of  Kuhn,  Loeb  &  Co. 

Mr.  Nehemkis.  How  long  have  you  been  a  partner  of  that  firm  ? 

Mr.  Schiff.  Since  January  1,  1931. 

Mr.  Nehemkis.  Mr.  Strauss,  will  you  state  your  full  name  and 
address,  please? 

Mr.  Strauss.  Lewis  L.  Strauss,  52  William  Street,  New  York  City. 

Mr.  Nehemkis.  And  are  you  not  a  partner  of  the  banking  firm  of 
Kuhn,  Loeb  &  Co.? 

Mr.  Strauss.  I  am. 

Mr.  Nehemkis.  How  long  have  you  been  a  partner  of  that  firm? 

Mr.  Strauss.  Since  January  1,  1929. 

Acting  Chairman  King.  A  partnership  and  not  a  corporation? 

Mr.  Strauss.  That  is  correct. 

Mr.  Nehemkis.  Mr.  Swan,  was  not  the  account  of  Wilson  &  Co. 
once  handled  by  the  Guaranty  Co.,  the  security  affiliate  of  the  Guar- 
anty Trust  Co.,  of  New  York? 

Mr.  Swan.  It  was  handled  by  them  in  conjunction  with  others. 

Mr.  Nehemkis.  And  was  that  not  the  case  also  in  the  Pure  Oil 
Co.  financing? 

Mr.  Swan.  That  was  handled  by  Guaranty  Co.  alone. 

Mr.  Nehemkis.  And  in  the  case  of  Bethlehem  Steel  Corporation, 
was  that  handled  by  Guaranty  Co.  alone,  or  in  conjunction  with 
others  ? 

Mr.  Swan.  That  was  handled  in  conjunction  with  others. 

Mr.  Nehemkis.  Do  you  recall  the  situation  with  respect  to  Amer- 
ican KollingMill  Co.? 

Mr.  Swan.  That  was  handled  by  the  Guaranty  Co.  in  conjunction 
with  W.  E.  Hutton  &  Co. 

Mr.  Nehemkis.  And  in  the  case  of  the  Armstrong  Cork  Co.,  Mr. 
Swan,  was  that  not  an  account  of  Guaranty  Co.  ? 

Mr.  Swan.  They  were  in  that  account.  I  think  the  account  was, 
to  my  recollection,  led  by  the  Union  Trust  Co.,  of  Pittsburgh. 

Mr.  Nehemkis.  And  Guaranty  was  joint  manager? 

Mr.  Swan.  Very  likely  they  were  joint  manager. 

Mr.  Nehemkis.  Has  not  E.  B.  Smith  &  Co.  either  headed  or  par- 
ticipated in  all  of  the  foregoing  accounts? 

Mr.  Swan.  They  have,  I  believe. 

Acting  Chairman  King.  Is  that  an  investment  banking  company 
of  New  York— E.  B.  Smith  &  Co.  ? 

Mr.  Swan.  Edward  B.  Smith  &  Co.  was  a  private  partnership; 
it  was  not  a  corporation.  It  was  a  private  company  in  New  York, 
an  investment  company  in  New  York. 

Acting  Chairman  King.  What  was  the  name? 

Mr.  Swan.  Edward  B.  Smith  &  Co.,  a  firm  which  was  originally 
formed  in  Philadelphia  many  years  ago  and  has  since  transferred 
its  principal  office  to  New  York. 

FINANCING  OF  THE  ARMSTRONG  CORK  CO. 19  35    AND    193  0   ISSUES 

Mr.  Nehemkis.  Mr.  Swan,  I  show  you  a  document  which  bears 
the  title  "Calendar  Record  on  Armstrong  Cork  Co."  Will  you  ex- 
amine this  document  and  briefly  describe  its  purpose  to  me? 

Mr.  Swan.  Tins  document  was  kept  by  what  we  call  our  new 
business  department  and  was  a  record  of  the  various  times  when  we 
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gave  some  attention  to  the  company  in  question  as  to  whether  we 
should  take  some  action  in  connection  with  them,  or  follow  them  up 
in  some  way.     It  was  a  record  of  our  contacts  with  the  company. 

Mr.  Nehemkis.  Will  you  be  good  enough  to  examine  the  second 
sheet,  which  is  labeled  "Contacts  with  Armstrong  Cork  Co."?  Will 
you  be  good  enough  to  examine  this  sheet  and  tell  me  its  purpose 
or  function? 

Mr.  Swan.  This  was  another  sheet  kept  by  our  new-business  de- 
partment to  indicate  what  members  of  our  firm  were  acquainted 
with  and  in  contact  with  what  members  of  some  corporation  we  might 
be  trying  to  do  business  with,  or  for  whom  we  might  be  bankers. 

Mr.  Nehemkis.  Would  you  say,  Mr.  Swan,  that  that  practice  of 
keeping  such  references  is  a  generally  prevailing  one  in  the  industry  ? 

Mr.  Swan.  I  do  not  know. 

Mr.  Nehemkis.  Mr.  Schiff,  have  you  been  following  the  testimony  ? 

Mr.  Schiff.  Yes ;  I  have. 

Mr.  Nehemkis.  Do  you  know  whether  it  is  the  custom  of  your 
firm  to  keep  records  of  progress  of  negotiations  and  of  individuals 
who  have  special  contacts  with  officials  of  various  companies? 

Mr.  Schiff.  I  don't  think  it  is  the  general  practice  of  our  firm; 
no. 

Mr.  Nehemkis.  Now  on  or  about  July  25,  1935,  did  not  E.  B. 
Smith  &  Co.  head  a  group  of  underwriters  which  brought  out  a 
public  offering  of  $9,000,000  15-year  4-percent  debentures  of  the 
Armstrong  Cork  Co.  ? 

Mr.  Swan.  We  brought  out  such  an  issue  and  I  take  your  date  as 
being  the  approximate  date. 

Mr.  Nehemkis.  You  may,  if  you  wish,  Mr.  Swan,  accept  my  dates 
and  figures  subject  to  further  check  on  your  part. 

Do  you  recall  who  composed  the  original  purchase  group? 

Mr.  Swan.  My  recollection  is  that  it  was  Edward  B.  Smith, 
Lazard  Freres  &  Co. 

Mr.  Nehemkis  (interposing).  Kidder,  Peabody? 

Mr.  Swan.  Kidder,  Peabody  and  Kuhn,  Loeb. 

Mr.  Nehemkis.  Now  Kuhn,  Loeb  had  a  nonappearing  position  in 
that? 

Mr.  Swan.  That  is  correct. 

Mr.  Nehemkis.  And  by  a  nonappearing  position  is  meant  that  the 
name  of  a  particular  house  does  not  appear  in  the  public  advertising? 

Mr.  Swan.  I  think  that  is  correct. 

Mr.  Nehemkis.  Now,  to  the  best  of  your  knowledge  had  Kuhn, 
Loeb  ever  been  a  participant  in  the  financing  of  Armstrong  Cork  Co. 
when  it  had  been  led  by  the  Guaranty  Co.  ? 

Mr.  Swan.  I  think  not. 

Mr.  Nehemkis.  Can  you  tell  me  that  you  are  certain  that  it  never 
was? 

Mr.  Swan.  I  think  I  can  go  so  far  as  to  say  I  am  certain;  yes. 

Mr.  Nehemkis.  And  I  think  you  indicated  a  moment  ago  that  the 
Guaranty  Co.,  along  with  Union  Trust  of  Pittsburgh,  had  headed 
the  financing  previously. 

Mr.  Swan.  That  is  correct. 

Mr.  Nehemkis.  And  was  not  the  last  previous  financing  for  the 
Armstrong  Cork  Co.  an  issue  of  $14,931,000  of  10-year  convertible 
5-percent  debentures  due  June  1,  1940,  and  offered  in  June  of  1930? 
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Mr.  Swan.  I  think  that  is  correct. 

Mr.  Nehemkis.  And  to  the  best  of  your  knowledge  and  recollection, 
that  was  the  last  piece  of.  financing  that  the  Armstrong  Cork  Co.  en- 
gaged in  prior  to  the  offering  under  the  leadership  of  E.  B.  Smith. 

Mr.  Swan.  To  the  best  of  my  recollection ;  yes. 

Mr.  Nehemkis.  Do  you  recall  when  the  1935  negotiations  for  the 
Armstrong  Cork  financing  began,  approximately  ? 

Mr.  Swan.  I  don't  know  exactly  when  the  negotiations  began.  As 
soon  as  the  various  officers  of  Guaranty  Co.  who  became  partners  of 
Edward  B.  Smith  &  Co.  went  into  that  new  firm  and  took  with  them  a 
large  part  of  the  Guaranty  Co.  organization,  we  immediately  set  out 
to  see  all  of  our  old  contacts;  amongst  others  that  we  immediately 
contacted  was  the  Armstrong  Cork  Co.  From  that  time  on  we  were 
in  contact  with  them  from  time  to  time.  We  advised  them,  I  think, 
at  one  time  that  a  certain  piece  of  business  might  be  done,  but  I  think 
we  rather  advised  against  doing  it,  and  then  later  on  we  took  up 
active  negotiations  for  an  issue,  and  exactly  when  we  took  up  those 
negotiations  I 'am  afraid  I  couldn't' say.  We  were  in  rather  constant 
touch  with  them  over  a  period. 

Mr.  Nehemkis.  Would  it  be  correct  for  me  to  state  that  the  negotia- 
tions, discussions,  conferences  in  the  first  instance,  however,  had  been 
instituted  by  your  people  ? 

Mr.  Swan.  Oh,  I  think  so. 

M.  L.  FREEMAN  DISCUSSES  ARMSTRONG  FINANCING  WITH  KUHN,  LOEB  &  CO. 

Mr.  Nehemkis.  Mr.  Schiff,  are  you  familiar  with  a  gentleman  whose 
name  is  M.  L.  Freeman  ? 

Mr.  Schiff.  Yes ;  I  have  made  his  acquaintance. 

Mr.  Nehemkis.  And  do  you  recall  whether  or  not  on  or  about  July 
27, 1934,  Mr.  M.  L.  Freeman  had  occasion  to  discuss  with  you  the  possi- 
bility of  financing  the  Armstrong  Cork  Co.  through  the  good  offices  of 
3'our  banking  firm  ? 

Mr.  Schiff.  I  believe  he  did. 

Mr.  Nehemkis.  Mr.  Freeman,  in  the  parlance  of  the  Street,  is  a 
"finder,"  is  he  not?  That  is  to  say,  he  brings  prospective  deals  to 
investment  banking  firms? 

Mr.  Schiff.  I  don't  know  whether  you  would  call  him  a  finder.  I 
think  he  is  probably  a  sort  of  middleman  that  brings  people  together. 
I  don't  know  quite  what  the  correct  term  is. 

Mr.  Nehemkis.  What  do  you  regard  him  as  ? 

Mr.  Schiff.  I  said  a  middleman  who  brings  people  together. 

Mr.  Nehemkis.  Now,  just  for  my  own  information,  what  is  the 
distinction  between  the  person  who  is  a  "middleman"  and  one  who  is  a 
"finder"?  Perhaps  there  isn't  any.  If  so,  I  would  be  glad  to  pass  on. 
I  just  wanted  to  know,  so  I  might  be  precise  and  accurate  as  I  asked  my 
questions  of  you. 

Mr.  Schiff.  I  suppose  there  is  no  terrific  distinction.  I  just  prefer 
my  own  definition. 

Mr.  Nehemkis.  But  you  wouldn't  object  if  I  used  the  word  "finder," 
would  you  ?    It  wouldn't  disturb  you  in  any  way  % 

Mr.  Schtff.  I  just  don't  happen  to  like  the  word  "finder,"  but 
that  is  a  matter  of  preference. 
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Mr.  Nehemkis.  I  will  use  for  your  benefit  the  word  "middleman." 

Now,  in  a  subsequent  discussion  with  Mr.  Freeman,  did  he  not  say 
to  you  that  the  Armstrong  Cork  Co.  had,  after  their  1930  financing 
with  the  Guaranty  Co.,  attempted  to  borrow  $2,000,000  from  the 
Guaranty  Trust  Co.? 

Mr.  Schiff.  I  believe  he  did ;  yes. 

Mr.  Nehemkis.  And  that  the  bank  would  only  grant  the  company 
some  $500,000? 

Mr.  Schiff.  I  believe  he  claimed  that. 

Mr.  Nehemkis.  And  as  a  result,  did  not  Mr.  Freeman  state  to  you 
that  the  company  was  forced  to  borrow  from  certain  Pittsburgh 
banks? 

Mr.  Schht.  I  think  Mr.  Freeman  stated  that,  as  I  remember. 

Mr.  Nehemkis.  And  as  a  result  of  that  dissatisfaction,  as  Mr.  Free- 
man indicated  to  you,  with  treatment  received  by  the  Guaranty  Trust 
Co.,  the  Armstrong  people  were  a  little  bit  loath  to  deal  with  those 
closely  associated  in  the  past  with  the  Guaranty  ? 

Mr.  Schiff.  That  was  what  Mr.  Freeman  stated ;  yes. 

SEEKING  ASSURANCE  THAT  A  COMPANY  HAS  MADE  A  " CLEAN  BREAK"  WITH 
ITS  PRIOR  BANKER  BEFORE  DISCUSSING  FINANCING 

Mr.  Nehemkis.  After  the  passage  of  the  Banking  Act,  Mr.  Schiff, 
was  it  not  generally  recognized  in  the  Street  that  E.  B.  Smith  &  Co. 
had  become  the  successor  or  heir  of  the  Guaranty  Co.  ? 

Mr.  Schiff.  I  think  it  was  generally  recognized  that  the  chief 
officers  and  the  main  part  of  the  staff  of  the  Guaranty  were  going 
into  E.  B.  Smith  &  Co. 

Mr.  Nehemkis.  Did  you  not  yourself  recqgnize  E.  B.  Smith  &  Co. 
as  the  successor  to  the  Guaranty  Co.  ? 

Mr.  Schiff.  We  recognized  that  the  individuals  of  E.  B.  Smith 
had  the  contacts  that  they  had  while  they  were  in  the  Guaranty. 

Mr.  Nehemkis.  You  were  aware,  were  you  not,  at  the  time  of  your 
conversation  with  Mr.  Freeman  that  the  Armstrong  business  had  been 
an  account  of  the  Guaranty  Co.  ? 

Mr.  Schiff.  I  was  aware  either  at  that  time  or  shortly  afterwards, 
after  I  looked  it  up. 

Mr.  Nehemkis.  When  it  was  presented  to  your  mind  you. were 
aware  of  that  fact? 

Mr.  Schiff.  Yes. 

Mr.  Nehemkis.  Now,  in  view  of  the  fact  that  the  Armstrong  Cork 
account  had  been  a  former  account  of  the  Guaranty  Co.,  and  in  view 
of  the  fact  that  you  and  your  associates  recognized  that  E.  B.  Smith 
&  Co.  had  certain  relationships  to  that  account,  were  you  not  some- 
what reluctant  to  discuss  this  matter  with  Mr.  Freeman  ? 

Mr.  Schht.  Well,  I  think  we  told  Mr.  Freeman  that  after  all,  any 
company  could  pick  its  own  bankers,  it  was  entirely  up  to  the 
company 

Mr.  Nehemkis.  But 

Mr.  Schiff.  May  I  go  on  with  that — that  if  the  company  wanted 
to  leave  the  people  who  had  done  their  banking  in  the  past,  for  some 
legitimate  reason,  naturally  we  should  be  glad  to  receive  them  pro- 
vided they  were  the  type  of  company  that  came  up  to  our  standards, 
but,  on  the  other  hand,  if  it  was  a  perfectly  happy  relationship  and 
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they  had  been  successful  in  taking  care  of  their  needs  and  had  done 
it  properly,  we  had  not  desire  to  try  to  take  that  away  from  them. 

Mr.  Nehemkis.  Mr.  Schiff,  according  to  the  professional  code  of 
the  Street,  would  it  not  have  been  distinctly  unethical  for  you  to 
discuss  this  business  with  Mr.  Freeman  without  first  contacting  E.  B. 
Smith  &  Co.,  or  unless  you  were  quite  certain  that  the  company  was 
coming  to  you  of  their  own  free  will  ? 

Mr.  Schiff.  I  think  it  would  have  been  bad  business. 

Mr.  Nehemkis.  But  not  unethical? 

Mr.  Schiff.  Well,  unethical  and  bad  business,  but  after  all  you 
have  a  certain  code  of  ethics,  which  I  agree  with,  but  you  also  are 
guided  by  what  is  good  business  and  what  is  bad  business. 

Mr.  Nehemkis.  But  you  do  think  that  it  would  have  been  distinctly 
unethical  to  have  discussed  this  with  an  official  of  the  Armstrong 
Cork  Co.  without  first  having  been  in  contact,  let  us  say,  with  Mr. 
Swan's  house? 

Mr.  Schiff.  I  think  it  would  have  been  unethical  and  bad  business, 
just  as  if  some  dentist  called  me  on  the  telephone  and  said,  "I  hear 
you  want  a  tooth  pulled,"  and  tried  to  get  the  trade  away  from  my 
usual  dentist  who  had  been  doing  a  satisfactory  job. 

Mr.  Nehemkis.  So  you  feel  that  under  similar  circumstances  it 
would  be  necessary,  if  one  were  adhering,  to  the  code  of  ethics  of  the 
Street,  first  to  be  clear  of  the  other  banking  firm. 

Mr.  Schiff.  But  I  want  to  point  out  one  thing.  It  is  not  only  the 
code  of  ethics :  it  is  what  is  good  business,  what  is  good  business  and 
bad  business  for  the  continuation  of  your  future  business  with  your 
clients. 

Mr.  Henderson.  With  your  clients  and  with  other  members  of  the 
fraternity,  too? 

Mr.  Schiff.  I  suppose  so,  out  I  mean  basically  with  the  corpora- 
tions with  which  you  deal. 

Acting  Chairman  King.  And  if  you  established  a  reputation  of 
trying  to  undermine  other  companies  and  steal  the  business  away 
from  them  it  would  injure  your  own  business. 

Mr.  Schiff.  It  would  injure  our  own  business'  certainly,  just  as 
much  as  if  a  doctor  tried  to  steal  patients;  eventually  he  wouldn't 
have  any  patients  at  all. 

Acting  Chairman  King.  Just  like  several  lawyers  dissolve  and 
if  they  knew  that  the  business  of  A,  B,  and  C  corporation  was  left 
with  one  member  of  the  firm  that  had  been  dissolved,  you  would 
regard  it  perhaps  as  unethical  to  go  to  them  and  attempt  to  take  it 
away  from  the  one  to  whom  it  had  been  assigned  and  who  had  con- 
ducted it  during  the  period  of  the  partnership. 

Mr.  Schiff.  I  think  that  is  fair. 

Mr.  Nehemkis.  Mr.  Schiff,  unless  you  had  such  unequivocal  assur- 
ance from  the  other  firm  that  had  prior  association  with  the  business, 
your  firm  would  have  been  placed  in  the  position  of  entering  into 
competition  with,  shall  I  say,  a  friend,  and  such  competition  would 
not  be  considered  desirable  ?     I  take  it  that  is  the  situation  ? 

Mr.  Schiff.  No;  I  don't  think  it  is.  I  think  >e  are  willing  to  com- 
pete at  any  time  when  a  corporation  is  dissatisfied  with  its  existing 
banking  relations.  We  wan'  to  do  new  business,  we  are  anxious  to 
do  it,  but  we  see  no  point  i1  trying  to  break  up  what  is  considered  a 
happy  relationship. 
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Mr.  Nehemkis.  I  think  you  didn't  quite  understand  my  question, 
and  I  may  not  have  made  it  as  clear  as  it  could  be.  In  the  situation 
that  we  are  now  discussing,  the  case  of  Mr.  Freeman  coming  to  you 
and  telling  you,  "Here  is  a  piece  of  business  that  I  think  you  people 
might  be  interested  in,"  under  the  code  of  ethics  as  adhered  to  by  your 
firm  and  presumably  by  others,  you  do  not  feel  free  to  discuss  rhat 
with  the  company  officials  unless  two  things  occurred:  jou  were 
assured  that  the  company  was  clear  of  E.  B.  Smith  &  Co.,  or,  on  the 
other  hand,  that  you  had  first  discussed  it  with  E.  B.  Smith  &  Co.  to 
make  quite  certain  that  further  discussions  would  be  satisfactory. 
Does  that  substantially  summarize  the  ethical  problem  there  ? 

Mr.  Schiff.  I  think  we  would  say  that  we  wouldn't  want  to  discuss 
it  unless  we  had  everv  assurance  that  the  company  had  made  a  clean 
break  with  E.  B.  Smith  &  Co. 

Mr.  Nehemkis.  Now,  if  those  circumstances  were  not  present  in 
this  situation,  then  you  would  be  in  the  position,  Avould  you  not,  of 
competing  for  business  against  a  friend 

Mr.  Schiff.  No. 

Mr.  Nehemkis.  And  that  is  not  desirable. 

Mr.  Schiff.  No;  we  would  be  in  the  position  of  breaking  up  a 
relationship  that  had  been  perfectly  satisfactory. 

Mr.  Nehemkis.  Now,  perhaps  you  and  I  are  having  some  difficul- 
ties about  the  use  of  words.  I  used  the  word  "competing."  You  seem 
to  be  very  allergic  to  that  word  so  I  will  try  and  use  another  one. 
If  you  had  actively  continued  discussing  this  piece  of  business  with 
officials  of  the  Armstrong  Cork  Co.,  knowing  that  it  was  a  former 
Guaranty  account  and  hence  by  inheritance,  so  to  speak, -within  the 
sphere  of  interest  of  E.  B.  Smith,  that  would  not  have  been  desirable 
Irom  a  business  point  of  view.    Do  you  follow  me  on  that? 

Mr.  Schiff.  I  don't  think  it  would  have  been  desirable  because  if 
we  did  it  enough  we  would  end  up  with  no  corporations  doing  busi- 
ness with. us  at  all. 

Mr.  Henderson.  May  I  ask  a  question  there  ?  Would  you  be  willing 
to  say  that  it  was  unethical  competition? 

Mr.  Schiff.  I  am  not  quite  "sure  of  the  definition  of  the  word 
ktethical"  that,  keeps  being  brought  in  all  the  time.  I  am  looking  at 
it  from  the  point  of  view  of  what  is  a  sensible  way  to  run  your  busi- 
ness. I  think  it  would  be  bad  business  to  do  it.  Certainly  I  think 
morals  and  ethics  come  in.  It  is  just  as  unethical  as  it  is  in  any 
profession. 

Mr.  Henderson.  Take  the  condition  existing  after  the  divorce 
when  these  accounts  presumably  might  be  free.  If  you  went  out  after 
any  of  those  accounts,  would  you  be  competing  for  them? 

Mr.  Schiff.  Certainty  that  is  competing;  yes. 

Acting  Chairman  King.  As  I  understand  the  situation,  if  E.  B. 
Smith  &  Co.  had  been  doing  business  with  the  Armstrong  Cork  Co. 
and  floated  its  securities,  and  the  time  had  come  when  the  situation 
developed  that  Armstrong  Cork  wanted  to  deal  with  somebody  else 
and  some  representative  came  to  consult  with  you,  you  would,  before 
ye*-. would  take  that  business,  desire  to  know  whether  the  relations 
be  ^een  E.  B.  Smith  &  Co.  and  the  Armstrong  Co.  had  been  severed 
lether  there  were  any  obstacles,  ethical  or  moral  or  in  a  business 
fva.y,  to  your  becoming  a  competitor  with  E.  B.  Smith  &  Co.  in  nego- 
tiating a  deal  with  the  Armstrong  Co.  to  handle  their  securities. 
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Mr.  Schiff.  I  think  that  is  generally  true.  We  are  willing  to  com- 
pete where  there  is  a  complete  break,  but  not  where  there  is  a  con- 
tinuous and  happy  relationship  as  between  lawyer  and  client,  doctor 
and  patient. 

Acting  Chairman  King.  But  if  you  were  satisfied  that  E.  B.  Smith 
&  Co.  would  be  willing  to  have  others  associated  with  it  and  the 
Armstrong  Co.  were  perfectly  willing  to  have  others  brought  into 
the  handling  of  their  securities,  would  there  be  any  objection  from 
your  point  of  view  to  your  organization  becoming,  shall  I  say,  a  com- 
petitor or  a  partner  or  cooperating  with  the  E.  B.  Smith  &  Co.  in 
handling  the  new  issue  or  refunding  the  issue? 

Mr.  Schiff.  No  ;  I  think  not. 

Mr.  Nehemkis.  Mr.  Schiff,  I  show  you  a  memorandum  which  pur- 
ports to  bear  your  initials.  Will  you  examine  this  memorandum  and 
tell  me  whether  these  are  your  initials  and  whether  this  memorandum 
was,  in  fact,  dictated  by  you  on  or  about  July  27,  1934  ? 

Mr.  Schiff.  Yes. 

Mr.  Nehemkis.  I  want  to  read  to  you  a  statement  you  wrote  in  this 
memorandum,  Mr.   Schiff.     [Reading   from   "Exhibit   No.    1858"]  : 

Yesterday  Mr.  M.  L.  Freeman  discussed  with  me  the  possibility  of  doing  some 
financing  for  the  Armstrong  Cork  Company,  with  which  he  has  a  connection. 
I  told  him  that  I  would  discuss  it  here  in  the  office,  and  asked  him  to  return 
today. 

Having j^hecked  up  on  the  Company  and  found  that  the  original  financing  had 
been  done^by  the  Guaranty  Company,  I  explained  to  Mr.  Freeman  that  the 
Guaranty  Company's  successor  was  E.  B.  Smith  &  Co.  and  that  naturally  we 
did  not  want  to  poach  on  their  preserves. 

I  venture  to  say,  Mr.  Chairman,  that  that  statement  epitomizes  the 
entire  problem  that  we  have  been  discussing  and  presenting  to  you 
during  these  past  several  days.  I  am,  indeed,  very  grateful  to  Mr. 
Schiff  for  having  summed  it  up  so  neatly,  so  succinctly,  for  having 
made  such  an  excellent  presentation  of  a  rather  difficult  problem. 

Then  you  continue,  Mr.  Schiff,  as  follows.  [Reading  further  from 
"Exhibit  No.  1858"] : 

I  told  him  that  provided  he  explained  in  detail  to  the  company  that  they  were 
coming  to  us  of  their  own  free  will,  we  should  be  pleased  to  have  a  talk  with 
them  if  he  would  bring  in  one  of  their  senior  officers  the  next  time  he  was  in 
New  York,  which  he  agreed  to  do. 

Mr.  Chairman,  may  the  document  identified  by  the  witness  be 
presented  in  evidence  ? 

Acting  Chairman  King.  It  may  he  received. 

(The  memorandum  referred  to  was  marked  "Exhibit  No.  1858" 
and  is  included  in  the  appendix  on  p.  12776.) 

TRADITIONAL  ATTITUDE  OF  KUHN,  LOEB  &  CO.  TOWARD  COMPETITION  WHERE 
A  SATISFACTORY  BANKING  RELATIONSHIP  EXISTS 

Mr.  Nehemkis.  Mr.  Schiff,  hasn't  the  position  to  which  you  have 
given  philosophic  expression  in  your  memorandum  been  the  tradi- 
tional attitude  of  the  house  of  Kuhn,  Loeb? 

Mr.  Schiff.  I  think  the  traditional  attitude  of  the  house  of  Kuhn, 
Loeb  has  been  as  I  just  stated  a  few  minutes  ago.  I  probably  can't 
restate  it  in  the  same  terms,  but  generally  that  the  corporation  has 
the  right  to  choose  its  own  bankers,  it  is  not  tied  in  any  way,  it  is 
entirely  in  the  hands  of  the  corporation ;  that  if  they  want  to  change 
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bankers  that  is  their  privilege,  but  as  long  as  there  is  a  satisfactory 
relationship  between  the  corporation  and  its  bankers  we  are  not  going 
to  try  to  steal  it  away  from  them,  but  we  are  willing  to  compete 
openly  for  any  unaffiliated  corporation  or  any  corporation  that  is 
dissatisfied  with  its  existing  relationship. 

Mr.  Nehemkis.  Was  not  that  the  position  of  your  father,  Mortimer 
Schiff? 

Mr.  Schief.  He  is  no  longer  living ;  it  is  very  hard  for  me  to  spean 
for  him. 

Mr.  Nehemkis.  You  don't  know,  however,  whether  he  had  occasion 
to  also  express  that  view? 

Mr.  Schiff.  I  hope  that  was  his  position. 

Mr.  Nehemkis.  Was  it  not  also  the  position  of  your  late,  dis- 
tinguished grandfather,  Jacob  Schiff? 

Mr.  Schiff.  He  died  while  I  was  still  at  school,  so  I  can't  tell  you. 
I  don't  know  whether  he  had  that  point  of  view.. 

Mr.  Nehemkis.  May  I  ask  Mr.  Strauss,' who  has  been  associated 
with  the  firm  a  little  longer  than  you,  whether  or  not  the  position  of 
Mr.  John  Schiff  epitomized  also  the  philosophy  and  position  of  Mr. 
Jacob  Schiff? 

Mr.  Strauss.  It  was. 

Mr.  Nehemkis.  Was  it  not  also  the  position  of  Mr.  Mortimer 
Schiff? 

Mr.  Strauss.  It  was.  It  might  be  stated,  however,  by  way  of  am- 
plification, that  a  change,  a  direct  change  in  banker  relationships  of  a 
corporate  borrower  was  regarded  by  Kuhn,  Loeb  &  Co.  as  contrary  to 
the  best  interests  of  the  public,  the  investing  public,  in  that  it  made 
it  impossible  for  a  continual  flow  of  banking  advice  to  the  borrower 
from  one  source. 

Mr.  Henderson.  May  I'ask  a  question  ?  Mr.  Strauss,  how  did  the 
investment  banking  fraternity  regard  a  company,  that  shifted 
around  ? 

Mr.  Strauss.  I  can't  speak  for  the  fraternity. 

Mr.  Henderson.  How  did  your  house  regard  it?  Did  you  have 
a  sort  of  danger  signal  up  ? 

Mr.  Strauss.  Well,  I  might  illustrate  it  by^  an  anecdote  or  an  in- 
stance, if  yon  will  permit  me,  that  is  fairly  illustrative.  Several 
years  ago — I  can't  recall  the  date — the  same  intermediary  or  middle- 
man brought  the  president  and  one  of  the  junior  officers  of  a  corpora- 
tion to  see  me,  stated  they  wished  to  change  their  bankers,  and 
upon  their  departure,  I  looked  over  their  list  of  directors  and  found 
on  their  directorate  a  member  of  a  banking  firm  whom  I  called  to 
inquire  about  the  circumstances,  and  who  told  me  that  they  were  in 
negotiation  with  that  firm,  whereupon  we  declined  to  have  anything 
to  do  with  it.  The  concern  was  McKesson  &  Bobbins,  and  the 
banker  in  question  was  our  mutual  friend  Mr.  Weinberg*. 

I  think  the  adventitious  change  of  bankers  without  good  cause  is  a 
sufficient  red  flag  to  a  conservative  banker  to  make  him  wish  to  know 
more  about  the  situation. 

Mr.  Henderson.  You  wouldn't  say,  though,  that  everyone  who 
wants  to  change  bankers  probably  has  something  in  his  inventory. 

Mr.  Strauss.  No  ;  by  no  means ;  by  no  means ;  but  in  any  event,  a 
careful  banker  would  wish  to  know  why. 
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Mr.  Henderson".  Do  you  think  in  this  case  that  McKesson  & 
Robbins  wanted  to  change  because  they  felt  that  the  continuing  rela- 
tionship with  Goldman,  Sachs  would  disclose  a  fake  inventory? 

Mr.  Strauss.  I  can't  imagine  what  was  in  their  mind  in  that 
instance. 

Mr.  Henderson.  I  was  just  wondering  what  was  in  your  mind 
about  it,  because  you  used  it  as  the  instance. 

Mr.  Strauss.  I  have  engaged  in  many  speculations,  but  I  don't 
think  any  of  them  would  be  proper  for  the  record. 

Mr.  Nehemkis.  Mr.  Strauss,  are  you  not  regarded  as  the  expert 
in  your  firm  on  Youngstown  Sheet  &  Tube  Company  matters  ? 

Mr.  Strauss.  The  habit  in  our  firm  is  for  all  the  partners  who  are 
in  the  office  at  the  time  to  be  fairly  familiar  with  transactions. 

Mr.  Nehemkis.  Is  that  a  general  practice  in  your  firm? 

Mr.  Strauss.  Yes ;  that  is  usually  the  practice  where  the  number  of 
partners  are  few. 

Mr.  Nehemkis.  In  other  words,  Mr.  SchifF,  then,  would  be  as 
familiar,  let  us  say,  with  Armstrong  Cork  as  any  of  the  other  part- 
ners? 

Mr.  Strauss.  Not  necessarily;  he  might  have  been  away  at  the 
time,  or  particular  details  of  the  transaction  might  have  been  handled 
by  one  or  another,  but  there  is  no  attempt  to  make  an  expert  of  any. 
partner. 

Mr.  Nehemkis.  For  example,  your  firm  differs  in  that  respect  from 
J.  P.  Morgan  &  Co.  when  it  was  in  the  investment  banking  business 
and  had  certain  partners  who  were  specialists  in  Telephone  affairs 
and  railroad  affairs,  and  that  sort  of  thing. 

Mr.  Strauss.  I  am  unable  to  testif}7  as  to  that,  sir. 

Mr.  Nehemkis.  You  are  familiar  with  Youngstown  Sheet  &  Tube 
matters,  aren't  you  ? 

Mr.  Strauss.  Yes. 

Mr.  Nehemkis.  I  ask  you  to  examine  a  memorandum  dated  No- 
vember 18,  1927,'  which  was  apparently  written  by  Mr.  Jerome  Han- 
auer.  It  bears  the  imprint  of  your  stamp,  Kuhn,  Loeb  &  Co.  For 
the  sake  of  the  record,  will  you  be  good  enough  to  identify  it  for 
me,  please? 

Mr.  Strauss.  It  appears  to  be  a  fairly  long  memorandum,  Mr. 
Nehemkis,  and  I  came  down  prepared  on  Armstrong  Cork  and  Lino- 
leum. I  didn't  know  you  wished  me  to  testify  with  respect  to  this 
memorandum. 

Mr.  Nehemkis.  I  shan't  ask  you  any  question  on  it. 

Mr.  Strauss.  The  memorandum  is  one  bearing  Mr.  Hanauer's 
initial. 

Mr.  Nehemkis.  That  is  fine,  sir.     Thank  you  very  much. 

I  note  back  in  1927  this  same  mysterious  middleman,  finder 
or  entrepreneur  also  was  in  to  see  your  firm  in  regard  to  Youngstown 
Sheet  &  Tube  matters.  Let  me  read  you,  Mr.  SchifF,  from  a  memo- 
randum by  Mr.  Hanauer  as  of  November  18,  1927.  [Reading  from 
"Exhibit  No.  1859" :] 

Mr.  Seward  Prosser,  late  in  the  afternoon  of  November  17th,  telephoned  to  me 
asking  whether  he  conld  come  around  to  see  me  and  a  few  minutes  after- 
wards he  came.     Mr.  Prosser — 

Would  you  identify  Mr.  Prosser  for  the  record  ? 

Mr.  Strauss.  Mr.  Prosser  was  chairman  of  the  board  of  directors. 
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Mr.  Swan.  Chairman  of.  the  board  at  that  time. 
Mr.  Nehemkis  [reading  further]  : 

Mr.  Prosser  stated  that  he  understood  we  were  negotiating  for  the  Youngstown 
refunding,  and  that  he,  realizing  our  usual  practices,  and  our  friendship  for  his 
company,  felt  we  were  negotiating  under  a  misapprehension  of  the  Bankers 
Trust  Company's  position :  that  the  Youngstown  Company  and  Mr.  Campbell,  the 
President,  were  the  closest  friends  of  the  Bankers  Trust  Company,  that  Mr. 
Samuel  Mather  was  a  director  of  the  Bankers  Trust  Company  and  it  would  be  a 
great  blow  for  the  Trust  Company  if  they  should  lose  this  business.  *  *  * 
In  reply  I  told  Mr.  Prosser  that  this  matter  had  been  suggested  to  us  originally 
many  months  ago  by  an  intermediary  and  we  had  at  first  ridiculed  the  suggestion, 
saying  to  the  intermediary  that  the  Bankers  Trust  Company  was  the  banker  of 
the  Youngstown  Company.  The  intermediary  insisted  that  this  was  not  so  and 
that  Mr.  Campbell  would  like  to  do  the  business  with  us.  We  declined  to  discuss 
the  matter  any  further  with  the  intermediary  and  stated  that  we  could  only 
consider  the  matter  if  these  things  were  stated  to  us  directly  by  Mr.  Campbell. 

Continuing  with  the  memorandum, 

Mr.  Schiff— 

And  this  is  Mr.  Schiff's  father — 

came  into  the  room  at  about  this  time  and  most  of  what  was  said  above  was  re- 
peated on  both  sides — Mr.  Prosser  emphasizing  what  a  blow  it  would  be  to  his 
Trust  Company  to  lose  this  business  and  Mr.  Schiff  emphasizing  how  we  had  made 
every  effort  to  be  sure  that  we  were  not  competing  with  them.  I  stated  that 
while  we  never  competed  for  business,  we  of  course  would  not  take  the  position 
that  if  a  corporation  came  to  us  and  told  us  they  were  free  that  we  would  not 
deal  with  them. 

That  pretty  much  sums  up  the  historical  position,  does  it  not,  of  the 
house  of  Kuhn,  Loeb  by  Mr.  Schiff? 

Mr.  Strauss.  Mr.  Nehemkis,  of  course,  you  are  noting  that  you 
have  omitted  part  of  a  paragraph  there,  and  that  is  not  a  continuation 
of  the  memorandum. 

Mr.  Nehemkis.  I  am  offering  for  the  record  the  entire  document. 
May  it  be  received  ? 

Acting  Chairman  King.  Yes. 

(The  document  referred  to  was  marked  "Exhibit  No.  1859"  and  is 
included  in  the  appendix  on  p.  12776.) 

Mr.  Nehemkis.  I  asked  a  question,  I  believe,  of  Mr.  Schiff  and  I 
don't  believe  the  record  shows  any  answer. 

Mr.  Schiff.  What  was  the  question  again,  please? 

Mr.  Nehemkis.  The  question  was,  did  not  the  various  excerpts  I 
read  pretty  much  sum  up  the  historical  position  of  the  house  of 
Kuhn,  Loeb  on  the  problem  of  competing  or  not  competing? 

Mr.  Schiff.  They  wouldn't  compete  except  where  there  was  dis- 
satisfaction. As  a  matter  of  fact,  I  wasn't  with  Kuhn,  Loeb  at  that 
time ;  I  was  working  for  the  Bankers  Trust  Co.  at  that  time. 

Mr.  Nehemkis.  The  Bankers  Trust  Co.  ?     How  interesting ! 

Acting  Chairman  King.  If  an  issue  were  brought  to  the  Street 
by  a  corporation  from  any  part  of  the  United  States,  and  its  repre- 
sentatives were  seeking  a  house  or  an  investment  company  that  would 
take  charare  of  their  securities  and  dispose  of  them,  I  suppose  that  your 
house  and  any  other  investment  house  would  feel  at  liberty  to  compete 
in  the  market  for  that  business. 

Mr.  Schiff.  Provided  the  corporation  would  have  the  standing 
of  securities  that  we  would  be  willing  to  offer  to  the  public,  a  cor- 
poration* of  proper  standing. 
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Acting  Chairman  King.  I  am  assuming  that  the  securities  which  it 
would  offer  would  be  meritorious. 
Mr.  Schiff.  Yes,  sir. 

Acting  Chairman  King.  But  if  the  person  should  come  to  your 
house  and  state  that  he  or  his  firm  had  been  doing  business  with 
the  Jones  Investment  Co.,  and  that  their  relations  were  strained, 
and  they  didn't  care  to  continue  with  t  the  Jones  Co.,  you  would 
feel  at  liberty,  then,  to  investigate  the  character  of  these  securities 
with  a  view  to  deciding  whether  your  house  would  undertake  to 
negotiate  ? 

Mr.  Schiff.  Yes,  sir ;  we  would. 

Mr.  O'Connell.  I  am  not  entirely  clear  on  that.  As  I  understood 
your  prior  testimony,  it  was  to  the  effect  that  if  an  industrial  con- 
cern or  a  prospective  issuer  came  to,  your  firm  and  was  considering 
using  you  as  a  banker,  you  would  first  ascertain  what  its  former 
banking  connection  was  and  would  not  discuss  the  situation  with 
their  company  until  you  had  ascertained  the  connection  between 
the  former  banking  connection  and  the  issuing  concern  was  no  longer 
in  your  judgment  satisfactory. 

Mr.  Schiff.  If  he  told  us  he  was  no  longer  satisfied,  we  would 
take  the  word  of  the  senior  officer  of  the  corporation. 

Mr.  O'Connell.  You  wouldn't  contact  the  other  bankers? 
Mr.   Schiff.  I   don't  think — we  might,  we 'might  not;  I  think 
circumstances  alter  cases.    It  is  hard  to  lay  down  a  hard  and  fast 
rule  on  that. 

Acting  Chairman  King.  Would  there  be  a  different  rule — and  I 
am  asking  to  make  clear  the  distinctions  which  may  be  made  in 
connection  with  your  testimony  and  with  the  testimony  of  those 
who  have  preceded — would  there  be  an  analogy  between  the  bank- 
ing fraternity  and  the  legal  fraternity?  Suppose  that  you  were  a 
lawyer  and  some  prospective  client  came  and  stated  that  his  firm 
was  Jones  &  McLaughlin,  that  they  had  been  his  lawyers  for  many, 
many  years,  but  he  desired  to  disassociate  himself  from  them  and  to 
get  other  lawyers.  Would  not  a  reputable  lawyer,  before  taking  over 
their  business,  call  up  Jones  &  McLaughlin  to  ascertain  whether  or 
not  the  relation  of  the  client  and  the  attorney  still  existed? 

Mr.  Schiff.  I  believe  they  would;  I  believe  that  is  a  very  fair 
comparison,  sir. 

Acting  Chairman  King.  But  if  the  relation  did  not  exist,  if  they 
had  broken  off,  then  a  reputable  lawyer  under  the  highest  form  of 
ethics  would  not  feel  debarred  from  taking  on  that  business. 
Mr.  Schiff.  That  is  correct,  sir. 

Mr.  O'Connell.  Mr.  Schiff  is  not  a  lawyer,  and  I  happen  to  be, 
and  I  am  not  so  sure  that  a  reputable  lawyer,  if  approached  by  a 
prospective  client,  would  be  under  any  duty  to  determine  that  a 
change  was  satisfactory  not  only  to  the  prospective  client  but  also 
to  the  former  attorney. 

Acting  Chairman  King.  Well,  then,  you  may  differ  from  me.  I 
have  been  a  lawyer,  and  when  a  person  would  come  to  me  to  bring 
business  and  would  tell  me  Jones  &  Co.  had  been  their  lawyers  for 
years,  that  they  had  broken  with  them,  I  would  feel  at  liberty  to  take 
their  business,  although  I  invariably  would  inquire  of  Jones  &  Co. 
whether  that  was  a  fact,  that  they  had  broken  and  they  had  paid 
their  obligation,  so  that  the  relation  between  them  no  longer  existed. 
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I  didn't  want  my  client  to  be  sued  by  some  other  lawyer  because  he 
failed  to  pay  his  bill. 
Proceed. 
Mr.  O'Connell.  That  is  a  very  practical  aspect  of  the  problem. 

PAYMENTS  BY  KUHN,  LOEB  &  CO.  TO  M.  L.  FREEMAN 

Mr.  Nehemkis.  Mr.  Strauss,  before  leaving  the  matter  of  Youngs- 
town  Sheet  &  Tube  Co.,  I  would  like  to  ask  you  a  few  questions 
about  it.  We  have  been  speaking  of  this  middleman  or  entrepreneur 
M.  L.  Freeman.  I  note  that  he  comes  into  the  Youngstown  Sheet  & 
Tube  picture  as  far  as  your  firm  is  concerned  as  early  as  the  year 
1927.  Did  he  not  in  that  year  receive  a  payment  from  Kuhn,  Loeb 
&Co.  of  some  $75,000? 

Mr.  Strauss.  Yes;  he  did. 

Mr.  Nehemkis.  Was  that  in  connection  with  bringing  you  the 
Youngstown  Sheet  &  Tube  business? 

Mr.  Strauss.  The  question  of  whether  he  brought  the  business  or 
not,  Mr.  Nehemkis,  is  a  moot  point.  In  any  event,  we  felt  suffi- 
ciently indebted  to  him  for  his  services  to  pay  him  that. 

I  would  like  to  comment  on  just  another  question.  You  referred 
to  him  as  a  "man  of  mystery."  He  is  hardly  that,  he  is  very  well 
known  in  Wall  Street  and  in  many  other  institutions  besides  those 
which  have  been  mentioned  today. 

Mr.  Nehemkis.  I  think  before  the  testimony  ends,  we  will  see  he  is 
very  well  known  elsewhere. 

Mr.  Henderson.  I  think,  if  I  may  interpret,  counsel  had  in  mind 
the  mystery  as  to  whether  he  was  intermediary,  tinder,  or  middleman, 
and  when  you  say  it  is  a  moot  question  whether  he  was  paid  a  finder's 
fee,  it  still  leaves  it  a  nvvstery. 

Mr.  Nehemkis.  In  any  event,  in  1936  did  not  Mr.  Freeman  also  re- 
ceive payment  of  $20,000  from  Kuhn,  Loeb  &  Co.  in  full  settlement 
of  his  services  to  date? 

Mr.  Strauss.  He  did.  I  don't  recall  the  date  but  you  have  the 
figures  before  you. 

Mr.  Nehemkis.  And  was  that  not  also  in  connection  with  the 
Youngstown  Sheet  &  Tube  matter? 

Mr.  Strauss.  That  was  in  connection  with  a  great  multitude  of 
services.  Mr.  Freeman  favored  us  with  suggestions  of  scores  of  pieces 
of  business  which  may  or  may  not  have  been  feasible.  They  were 
not  for  us.  But  he  exhibited  a  degree  of  good  will  that  seemed  to 
me  to  warrant  that  compensation. 

Mr.  Nehemkis.  It  is  interesting  to  observe,  however,  that  ap- 
parently for  internal  purposes  in  your  office,  you  regarded  that  $20,- 
000  payment  in  1936  as  referring  to  Youngstown  Sheet  &  Tube  mat- 
ters, because  your  letter  of  transmittal  of  your  check  appears  in  your 
files  under  Youngstown  Sheet  &  Tube. 

Mr.  Strauss.  That  is  correct.  It  wasn't  possible  to  allocate  it 
against  the  profits  of  businesses  that  didn't  eventuate. 

Mr.  Nehemkis.  Now  didn't  your  firm  bring  out  an  offering  for 
Youngstown  Sheet  &  Tube  about  that  time  ? 

Mr.  Strauss.  I  don't  recall  the  dates,  Mr.  Nehemkis.  As  I  said  to 
you,  I  wasn't  prepared  to  testify,  on  Youngstown  financing,  but  those 
dates  are  of  record,  so  it  is  quite  easy  to  ascertain  them. 
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Mr.  Nehemkis.  On  April  23,  1936,  an  offering  of  $60,000,000  first 
mortgage  bonds  and  $30,000,000  of  debentures  was  made  public.  Now 
you  were  the  leader  of  that  financing,  were  you  not,  I  mean  K.  L.  ? 

Mr.  Strauss.  Unfortunately,  I  am  asked  to  testify  now  about 
something  which  is  a  matter  of  record,  but  I  don't  have  the  facts 
before  me. 

Mr.  Nehemkis.  Then  suppose  you  accept  these  matters  of  public 
record  as  I  indicate  them  to  you,  subject  to  confirmation. 

(Off  the  record  colloquy  between  Mr.  Nehemkis  and  Mr.  Swan.) 

Mr.  Nehemkis.  Now,  Mr.  Strauss,  as  one  of  the  principal  under- 
writers of  that  financing,  were  you  not  under  a  responsibility  to  have 
disclosed  in  your  registration  statement  under  item  25  that  Mr.  M. 
<  L.  Freeman  had  received  a  fee  of  $20,000  ? 

Mr.  Strauss.  No  more  than  any  other  of  our  expenses.  This 
Wasn't  an  expense  of  the  business. 

Mr.  Nehemkis.  What  was  it,  then  ? 

Mr.  Strauss.  It  was  a  part  of  our  own  expenses. 

Mr.  Nehemkis.  And  this  $20,000  fee  was  charged  up  to  your  own 
expenses  ? 

Mr.  Strauss.  That  is  right,  and  not  to  the  business. 

Mr.  Nehemkis.  If  it  had  been  charged  up  to  the  business,  you 
would  have  had  to  disclose  it. 

Mr.  Strauss.  I  don't  know  what  the  legal  requirement  there  is, 
but  certainly  he  had  nothing  to  do  with  the  transaction  at  all.  This 
was  a  compensation  paid  in  respect  of  this  and  other  services  and 
was  paid  entirely  as  an  expense  of  Kuhn,  Loeb  &  Co. 

Mr.  Nehemkis.  Now  is  it  your  contention,  Mr.  Strauss,  that  the 
payment  of  $20,000  to  the  gentleman  whom  we  have  been  designating 
M.  L.  Freeman,  was  not  a  finder's  fee  ? 

Mr.  Strauss.  Yes;  it  is  my  contention  that  it  was  not. 

Mr.  Nehemkis.  That  it  was  not  a  finder's  fee  ? 

Mr.  Strauss.  That  is  right. 

Mr.  Nehemkis.  Can  you  enlighten  me  at  this  time'  as  to  the  nature 
of  the  services  rendered  by  M.  L.  Freeman  in  193 

Mr.  Strauss.  In  connection  with  that  transaction  he  performed  no 
services  whatever.  In  fact,  I  doubt  if  he  knew  anything  about  it 
until  he  read  it  in  the  press. 

Mr.  Nehemkis.  And  for  his  performing  no  services  you  were 
prompted  to  pay  him  $20,000? 

Mr.  Strauss.  No. 

Mr.  Nehemkis.  Then  what  did  you  pay  him  fori 

Mr.  Stkauss.  If  you  refer  to  the  answer  I  niafe  to  a  previous  ques- 
tion,1 I  indicated  over  a  period  of  years  he  life  on  many  occasions 
proposed  business  to  us,  and  he  has  proposed  to  us  business  that 
wasn't  always  feasible.  Sometimes  it  was  feasible  for  others.  And 
in  order  to  compensate  him  for  those  services  and  so,  shall  I  say, 
insure  his  continued  goodwill,  this  payment  was  made. 

Mr.  Nehemkis.  Will  you  be  good  enough  to  explain  to  me,  then, 
Mr.  Strauss,  why  this  letter  of  transmittal  sending  Mr.  Freeman  a 
check  of  $20,000  appears  in  the  files,  "Re  Youngstown  Sheet  &  Tube 
Company?" 

1  Supra,  p.  12489. 
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Mr.  Strauss.  I  have  seen  that  letter  and  pencil  notation,  and  out- 
side of  the  fact  that  there  was  no  other  place  to  file  it,  I  can't  account 
for  the  pencil  notation. 

Mr.  Nehemkis.  Would  it  be  a  reasonable  hypothesis  for  me  to 
make  that  conceivably  this  may  have  been  Yoimgstown  business? 
You  indicate  a  certain  vagueness  as  to  why  it  should  have  been  filed 
under  Yoimgstown  Sheet  &  Tube.  May  there  not  be  some  gaps  in 
your  recollection  as  to  whether  or  not  it  was  Yoimgstown  business? 

Mr.  Strauss.  No;  it  seems  to  me  perfectly  reasonable  this  man 
having  been  responsible,  so  far  as  I  was  concerned,  for  the  initial 
Youngstown  transaction,  and  this  transaction  having  been  not  a 
direct  continuation  of  it  but  nevertheless  a  contract  with  the  same 
company,  that  some  recognition  of  that  might  be  appropriate  even 
though  it  were  not  requisite. 

PROFESSIONAL  CHARACTER  OF  INVESTMENT  BANKING 

Mr.  Nehemkis.  By  the  way,  and  digressing  for  a  moment,  is  it 
your  opinion,  too,  Mr.  Strauss,  that  investment  banking  is  a  profes- 
sion and  analogous  to  that  of  the  lawyer's  profession  ? 

Mr.  Strauss.  With  some  fine  nuances  of  distinction,  I  have  always 
regarded  banking  as  a  profession  in  the  same  way  as  the  medicine, 
and  the  law;  yes,  sir. 

Mr.  Nehemkis.  Now,  you  have  dealt  with  lawyers,  I  assume,  for 
many  years  in  connection  with  your  business.  What  would  you  think 
of  lawyers  who  paid  fees  to  other  people  for  having  brought  business 
to  them? 

Mr.  Strauss.  I  don't  know  as  I  ever  heard  of  such  an  instance. 

Mr.  Nehemkis.  Have  you  ever  read  "The  Canons  of  Legal  Ethics" 
by  chance? 

Mr.  Straus.  No  ;  I  have  not. 

Mr.  Nehemkis.  Have  you,  Mr.  SchifF? 

Mr.  Schiff.  No. 

Mr.  Nehemkis.  Have  you,  Mr.  Swan  ? 

Mr.  Swan.  No. 

Mr.  Nehemkis.  Isn't  this  curious?  How  does  it  all  happen  that 
you  use  the  analogy  of  the  relationship  of  the  banker  to  his  clients 
as  corresponding  to  that  of  the  lawyer  to  his  clients — and,  inciden- 
tally, the  committee  will  recall  that  Mr.  Whitney  used  that  analogy, 
Mr.  Sidney  A.  Mitchell  used  that  analogy,  Mr.  Walter  Sachs  used 
that  analogy,  and  Mr.  Charles  E.  Mitchell,  and  I  think  Mr.  Leib,  and 
possibly  others.    Isn't  that  curious? 

Mr.  Strauss.  Might  I  state  what  I  think  the  analogy  is?  The 
analogy  is,  sir,  that  the  choice  is  the  choice  of  the  client  and  that 
the  relation  is  one  of  confidence. 

Mr.  Nehemkis.  Now  you  say  you  have  never  read  "The  Canons  of 
Legal  Ethics."  Do  you  know  there  is  a  provision  in  "The  Canons  of 
Legal  Ethics"  that  expressly  forbids  a  lawyer  from  paying  money 
to  a  third  party  for  bringing  in  business?  And  as  a  matter  of  fact, 
if  I  recall — and  there  are  more  distinguished  lawyers  sitting  at  the 
bench  here — we  use  a  rather  ugly  term  for  anyone  who  does  that. 
Mr.  O'Connell,  don't  we  call  that  "ambulance  chasing"? 

Mr.  O'Connell.  That  is  right. 
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Mr.  Strauss.  Mr.  Nehemkis,  aren't  there  great  differences  between 
all  the  professions?  For  example,  I  am  sure  you  would  agree  there 
is  no  question  that  both  the  law  and  medicine  are  professions,  but 
no  doctor  would  permit  himself  to  be  put  up  on  the  stand  and  ques- 
tioned, for  example,  on  the  private  affairs  of  a  patient.  There  are 
these  differences  between  the  relationships 

Mr.  Nehemkis  (interposing).  May  I  interrupt  a  moment  because 
I  think  you  have  raised  a  rather  interesting  point.  Simply  because 
no  docotor  or  no  lawyer,  by  the  recognized  concepts  of  society,  is 
permitted  to  be  subjected  to  the  kinds  of,  shall  I  say,  indignities 
that  the  members  of  your  profession  .are  subjected  to  by  people  like 
myself,  is  plain  recognition  of  the  fact  that  society  does  not  regard 
your  profession  as  a  profession  in  the  same  fashion  that  it  regards 
the  medical  profession  or  the  legal  profession. 

Mr.  Strauss.  The  professor  of  that  profession  may  have  a  better 
opinion  of  it  than  society. 

Mr.  Nehemkis.  That  is  possible. 

Mr.  Henderson.  Since  this  has  been  raised,  Mr.  Strauss,  do  you 
regard  investment  banking  as  a  competitive  profession?  Is  there 
competition  in  it? 

Mi.  Strauss.  Within  the  limits  of  the  definition  of  the  term;  we 
know  that  there  is  competition  required  by  law  in  some  instances,  we 
know  there  is  voluntary  competition  in  others.  I  don't  know  just 
what  you  mean,  Mr.  Henderson. 

COMPETITION  IN  INVESTMENT  BANKING 

Mr.  Henderson.  I  think  it  is  very  pertinent  since  things  have 
frequently  come  up  during  this  hearing  which  would  be  a  little  bit 
quaint  in  competition.  The  investment  banking  witnesses  have  in- 
variably said,  "Ours  is  a  profession,"  and  every  time  we  were  directly 
on  the  point  of  competition  we  have  been  assured  that  the  most 
vigorous  competition  prevades  the  investment  banking  business. 

Now  I  am  not  qualified — I  take  it  that  you  didn't  undertake  to  be 
qualified  either — to  pass  on  the  canons  of  the  legal  profession,  but 
I  think  that  I  am  reasonably  qualified  to  test  competition,  and  I  am 
frankly  between  the  two  horns  of  a  dilemma,  and  so  we  might  say  it 
is  a  competitve  profession.    Do  we  want  to  say  that? 

Mr.  Strauss.  I  don't  want  to  get  myself  in  the  position  where  I 
am  speaking  for  the  investment  banking  community.  I  am  not  quali- 
fied to  do  so.  I  can  only  tell  you  how  I  personally  regard  it,  and  I 
would  attempt  to  answer  your  questions  in  the  first  person  if  they 
were  put  in  the  first  person  singular. 

Mr.  Henderson.  Put  them  in  the  first  person.  What  do  you  say? 
Do  you  regard  it  as  a  competing  profession  ? 

Mr.  Strauss.  I  do  in  this  sense,  Doctor 

Mr.  Henderson  (interposing).  I  am  not  a  doctor.  I  have  pre- 
served my  virginity  for  a  good  many  years.  I  don't  propose  to 
lose  it  at  this  distinguished  table.     [Laughter.] 

Mr.  Strauss.  I  will  answer  that  off  the  record.     [Laughter.] 

We  are  obviously  in  competition  with  all  other  investment  bankers 
in  that  our  brains  and  our  experience  are  for  sale.  Our  shingle 
is  out.  The  prospective  borrowers  know  that.  That  is  the  kind 
of  competition  that  is  going  on  day  and  night.    However,  we  don't 
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send  a  catalog  of  baby  carriages  every  time  we  see  a  wedding  an- 
nouncement in  the  paper — following  up  your  expression,  to  extend 
your  metaphor. 

Mr.  Miller.  May  I  ask  a  question?  Isn't  the  distinction,  Mr. 
Strauss,  that  3^011  are  trying  to  make  in  answer  to  Commissioner  Hen- 
derson's question  as  to  competition,  this,  that  in  the  investment  bank- 
ing business  you  are  selling  services,  whereas  in  ordinary  commerce 
and  businesses,  commodities  are  being  sold?  Isn't  that  the  distinc- 
tion that  you  attempted  to  make  ? 

Mr.  Strauss.  If  you  will  add  to  your  point  that  we  also  take  risks. 

Mr.  Henderson.  Well,  do  I  understand  then  that  accepting  Mr. 
Miller's  suggestion  with  your  addendum,  }rou  feel  that  any  service 
industry  is  entitled  to  be  outside  the  frame  of  competition? 

Mr.  Strauss.  I  am  sorry,  I  didn't  follow  that. 

Mr.  Henderson.  Well,  the  cleaning  and  dyeing  industry  sells  a 
service,  the  barber  sells  a  service,  and  we  had  in  N.  R.  A.  a  long 
line  of  service  codes  that  presumably  were  under  the  regulation  of 
competition.  Now  none  of  them,  of  course,  put  themselves  on  the 
plane  of  the  investment  banker,  but  they  were  certainly  selling  serv- 
ices, and  it  was  not  considered  unethical  to  go  after  an  account. 
In  fact,  in  the  automobile  industry,  for  example,  there  is  no  such 
thing,  as  I  recall,  as  a  successor  to  a  business;  there  is  no  question- 
asked  even  in  the  steel  industry  whether  IT.  S.  Steel  had  formerly 
gotten  the  business  if  Mr.  Weir  wants  to  go  after  it. 

Now,  even  if  this  were  a  selling  of  services,  certainly  all  the 
ideology  that  surrounds  American  competition  would  be  applicable, 
would  it  not  ? 

Mr.  Strauss.  Perhaps  it  is  my  unfamiliarity  with  the  subject — 
I  don't  know  what  the  ideology  surrounding  American  competition  is. 

Mr.  Henderson.  And  I  gather  that  is  true  of  a  lot  of  the  invest- 
ment bankers  who  have  been  down  here. 

Mr.  Strauss.  I  don't  think  so,  Mr.  Henderson,  because  the  atti- 
tude of  the  investment  banking  fraternity  toward,  competition  is  a 
relative  thing.  Some  institutions  are  more  aggressive  than  others, 
and  an  answer  that  I  might  make  as  to  our  attitude  wouldn't  at  all 
be  applicable  to  the  whole  industry. 

Mr.  Henderson.  Now  let's  suppose  there  were — I  guess  you  didn't 
like  "fraternity" — in  the  competitive  profession  of  investment  bank- 
ing two  or  three  firms  which  were  more  competitive,  relatively. 
Aren't  they  working  in  a  decidedly  shrunken  field  when  there  is  the 
captive  company,  you  might  say,  the  continuing  relationship  over  a 
long  period  of  years,  when  there  is  the  reciprocal  obligation  passing 
all  the  time,  and  when  there  is  the  regard  for  business  in  its  tradi- 
tional relationship  such  as  we  have  instanced  here  today,  where  you 
will  not  touch  it  unless  the  company  declares  itself  free?  Aren't 
they  working  in  a  decidedly  shrunken  area  ? 

Mr.  Strauss.  No.  In  the  first  place,  I  don't  know  of  a  captive 
company,  speaking  only  of  my  own  experience.  We  have  no  contrac- 
tual relation  with  any  client  that  compels  them  to  deal  with  us.  As 
far  as  the  more  aggressive  banker  working  in  a  restricted  area,  I 
think  the  record  of  the  financing  of  the  last  year  would  bear  me  out 
that  that  is  not  the  case. 

Mr.  Henderson.  Right  on  that  point,  are  you  sure  that  there  are 
no  frozen  accounts  with  K.  L.? 
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Mr.  Strauss.  I  don't  know  what  a  frozen  account  is. 

Mr.  Henderson.  Maybe  T  will  have  to  get  Charlie  Mitchells  defi- 
nition for  you,  then.  But  aren't  there  accounts  that  over  a  long 
period  of  years  have  stayed  with  K.  L.  ? 

Mr.  Strauss.  We  are  very  proud  of  the  fact  that  over  a  long  period 
of  years  some  clients  have  continued  to  use  us  as  their  bankers,  but 
there  has  never  been  any  compulsion  and  frequently  many  months 
go  by  without  even  consultation. 

AGREEMENTS  FOR   FUTURE   FINANCING    BETWEEN    UNDERWRITERS    AND 
BETWEEN    ISSUER    CORPORATIONS    AND   UNDERWRITERS 

Mr.  Henderson.  Leaving  apart  the  fact  that  there  is  no  obligation 
on  the  company,  do  you  not  have  contract?  as  do  other  houses  for  the 
future  financing  of  business? 

Mr.  Strauss.  Xone,  none. 

Mr.  Henderson.  Have  you  been  following  the  testimony  before 
this  committee? 

Mr.  Strauss.  I  have  not ;  except  in  the  newspaper. 

Mr.  Henderson.  Have  you  seen  the  references  to  the  contracts  for 
future  financing  ( 

Mr.  Strauss.  No ;  I  don't  think  I  have. 

Mr.  Henderson.  We  had  one  yesterday.  Cleveland-Cliffs,  where  a 
part  of  the  underwriting  undertaking  did  envision  going  forward 
for  all  future  financing.    Then  there  is  A.  T.  &  T. 

Mr.  Sirauss.  You  mean  as  between  the  underwriters? 

Mr.  Henderson.  Yes. 

Mr.  Strauss.  I  saw  some  letters  as  I  came  in  this  morning  that  had 
been  distributed  yesterday.  It  seemed  to  me  that  perhaps  was  an 
arrangement  that  was  subject  entirely  to  the  continued  approval  of 
the  borrower,  because,  as  I  understand  it.  it  is  the  borrower  that  allo- 
cates the  participation. 

Mr.  Henderson.  In  this  case  it  was  not  that.  This  was  a  little 
unusual,  because  we  had  the  veto  power  in  the  management  in  the 
Cleveland-Cliffs  case  by  virtue  of  a  board  of  directors?  letter  to  the 
underwriters.  But  there  have  been  over  a  peric  ; — I  think  counsel 
could  recite  these  better  than  I — numerous  contractual  relationships 
between  the  underwriting  houses  for  continued  financing. 

Mr.  Strauss.  We  have  no  such. 

Mr.  Xehemkjs.  May  I  interrupt  to  point  out,  perhaps  refresh  Mr. 
Strauss'  memory,  that  I  had  occasion  to  offer  in  evidence  at  the  end 
of  the  hearing  the  day  before  yesterday  an  agreement,  an  understand- 
ing, if  you  will,  between  Kuhn,  Loeb  *&  Co.  and  the  Guaranty  Com- 
pany of  New  York  at  the  time  that  Mr.  Swan  was  president  of  that 
company  with  reference  to  American  Smelting  &  Refining  Company 
financing.1  I  had  occasion  yesterday  to  offer  in  evidence  before  this 
Committee,  and  Ave  listened  to  much  discussion  on  a  memorandum  - 
written  by  Mr.  Strauss  in  connection  with  Cleveland-Cliffs  Iron  Com- 
pany financing  pertaining  to  mutual  arrangements 

Mr.  Strauss  (interposing).  Between  the  underwriters;  and  all 
those  things.  Mr.  Xehemkis,  are  subject  to  the  borrower. 

1  "Exhibit  No.  1848." 
:  "Exhibit  No.  1833." 
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Mr.  Nehemkis.  Let  me  finish  my  sentence.  An  arrangement  be- 
tween the  underwriters  pertaining  to  the  future  financing  of  the 
Cleveland-Cliffs  Iron  Company,  and  if  my  recollection  serves  me  cor- 
rectly, Kuhn,  Loeb  is  involved  in  some  other  arrangements  of  that 
sort  involving  underwriters. 

Mr.  Strauss.  There  may  be  many  such,  but  none  of  those  are  bind- 
ing on  the  borrower. 

Mr.  Henderson.  Your  answer  to  me  was  that  you  had  no  such  with 
other  underwriters;  that  is  what  I  understood. 

Mr.  Strauss.  There  is  a  misunderstanding  between  us,  then. 

Mr.  Henderson.  Assume  that  you  have  these  contracts  as  far  as 
future  financing  is  concerned 

St.  Strauss  (interposing).  I  wouldn't  call  them  contracts,  there  is 
nothing   enforceable  in  connection  with  any  of  them. 

Mr.  Henderson*.  Let's  make  it  understandings. 

Mr.  Strauss.  Precisely. 

Mr.  Henderson.  And  the  testimony  here  has  shown  that  you  are 
probably  better  off  with  an  understanding  than  you  would  be  with  a 
contract. 

Mr.  Strauss.  Is  that  a  question  ? 

Mr.  Henderson.  I  will  make  it  a  statement.  I  would  say  that 
the  testimony  as  to  the  60  companies  covered  by  the  Goldman,  Sachs- 
Lehman  Brothers  treaty  lid  show  that  one  of  those  accounts  passed, 
which  to  me  is  at  least  one  ^f  the  indicia  of  competition.  Now,  with 
these  contracts  you  have,  with  the  attitude  towards  not  competing 
so  long  as  the  banking  relationship  has  not  been  abandoned  by  the 
company,  would  you  not  agree  with  me  that  the  area  of  vigorous 
competition  open  to  an  investment  banker  has  considerably  shrunken  { 

Mr.  Strauss.  Why,  no,  Mr.  Henderson,  because  if  you  will  'take 
the  instance  to  which  you  have  referred,  you  or  Mr.  Nehemkis.  as 
having  come  up  on  yesterday  or  the  day  before,  of  the  four  firms  who 
were  in  that  particular  piece  of  financing,  Cleveland-Cliffs,  the  per- 
centage of  the  banking  area  involved  in  that  was  infinitesimal  com- 
pared with  the  total  picture. 

Mr.  Henderson.  Investment  banking? 

Mr.  Strauss.  Yes. 

Mr.  Henderson.  The  1926  treatv  for  the  Goldman,  Sachs-Lehman 
agreement  involved  $200,000,000  and  60  firms. 

Mr.  Strauss.  I  know  nothing  about  that. 

Mr.  Henderson.  It  is  not  a  small  amount  that  is  covered  by  this 
type  of  understanding. 

Mr.  Strauss.  As  I  understand  it.  that  understanding  between 
Lehman  Brothers  and  Goldman,  Sachs  was  not  one  to  which  these 
60  firms  were  a  party. 

Mr.  Henderson.  The  evidence  showed  some  of  them  were  very 
painfully  disturbed  when  there  came  that  little  dislocation  between 
the  companies. 

Mr.  Strauss.  Perhaps  because  of  the  personal  relationship,  but 
I  am  assuming  from  hearsay  that  they  were  not  parties  to  any  under- 
standing, any  contracts  between  them. 

Mr.  Neeeemkis.  Mr.  Commissioner,  may  I  recall  the  witness'  and 
perhaps  your  mind  to  the  fact  that  Mr.  Strauss'  and  Mr.  Schiff's 
partner,  Mr.  Bovenizer,  appeared  here  on  the  afternoon  of  the  first 
day  of  our  hearings  on  this  subject.     Mr.  Bovenizer  testified   for 
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some  time,  I  think  we  finished  up  that  day  around  6  o'clock,  and 
the  evidence  indicated  to  me,  at  least — I  don't  speak  for  the  com- 
mittee, of  course — that  the  Chicago  Union  Station  account,  which 
was  a  joint  account  between  your  firm  for  many  years  and  Lee 
Higginson,  was  as  frozen  as  any  account  that  I  know  anything  about.1 
I  would  even  go  so  far  as  to  say  it  was  more  frozen  than  A.  T.  &  T. 

Mr.  Strauss.  Perhaps  I  am  foggy-minded.  Are  you  talking  about 
an  account  between  underwriters  being  frozen  or  an  account  between 
the  borrowers  and  underwriters  being  frozen  ? 

Mr.  Nehemkts.  This  business  of  language  is  tricky.  I  am  using  a 
word  that  I  didn't  coin.  A  great  banker,  Charles  E.  Mitchell,  coined 
that  word  in  the  presence  of  this  committee,2  and  by  "frozen  account," 
Mr.  Mitchell,  if  I  understood  him  correctly,  meant  the  kind  of  ac- 
count that  over  the  years  as  the  participations  were  allocated  out 
by  the  leader  or  manager  to  the  various  members  of  the  syndicate, 
remained  fixed,  crystallized,  static. 

Mr.  Strauss.  That  is  greatly  at  variance  with  the  subject  that  I 
understood  Mr.  Henderson  to  first  question  me  about,  or  you,  sir, 
namely,  as  to  whether  there  was  a  contract  or  a  frozen  relationship 
between  the  borrower  and  the  banker.  There  are  agreements  be- 
tween underwriters ;  I  have  come  prepared  to  admit  it. 

Mr.  Nehemkis.  Dc  you  know  of  any .  agreements  between  under- 
writers and  issuers? 

Mr.  Strauss.  Do  I  know  of  any  ? 

Mr.  Nehemkis.  Yes. 

Mr.  Strauss.  No;  I  can't  say  that  I  do. 

Mr.  Nehemkis.  Well,  I  intend  to  offer,  may  it  please  the  com- 
mittee, Mr.  Chairman,  either  tomorrow  or  the  next  day,  at  an  appro- 
priate place,  some  30  agreements  which  have  in  the  past  existed 
between  investment  banking  firms  and  corporations  controlling  over 
a  long  period  of  time  the  issuance  of  securities  by  those  corporations.8 

Mr.  Strauss.  I  would  like  to  just  say  this,  that  I  have  negotiated 
with  many  dozens  of  borrowers  and  numbers  of  them  second,  third, 
fourth,  and  other  times.  I  have  never  executed  or  even  discussed 
such  a  contract. 

Mr.  Nehemkis.  But  in  the  'twenties  wasn't  that  one  of  the  most 
prevailing  customs  in  the  business? 

Mr.  Strauss.  Not  as  far  as  we  were  concerned. 

Mr.  Nehemkis.  Do  you  have  any  general  knowledge  on  the 
subject? 

Mr.  Strauss.  I  am  sorry,  I  don't  know  what  other  houses  have 
done.  I  would  assume  it  was  rather  unusual,  but  that  is  purely 
pulled  out  of  the  air. 

Acting  Chairman  King.  I  assume  that  a  banking  house  or  invest- 
ment company  that  has  a  client,  and  that  client  is  satisfied,  has  is- 
sues year  in  and  year  out,  sort  of  a  continual  relation,  that  there 
are  evidences  of  that  character  of  relation  where  the  investment 
banker  has  for  long  periods  of  time  supplied  the  credit  for  a  par- 
ticular client  and  that  particular  client  when  he  needed  additional 
funds,  by  refunding,  or  new  issues,  would  go  to  that  investment 
house  that  had  been  caring  for  his  business  for  many  years. 

Mr.  Strauss.  Yes,  sir,  Mr.  Chairman;  despite  the  objection  to 
the  parallelism  of  the  professional  relationship,  it  seems  to  me  that 


1  Hearings,  Part  22.  pp.  11426  et  seq. 

2  Ibid.  pp.  11570,  11573  et  seq 
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the  client  at  any  rate  has  regarded  it  in  much  the  same  way  as  he 
has  the  relationship  with  his  lawyer  and  his  doctor,  he  has  gone  to 
the  institution  he  trusted  and  that  he  had  dealt  with  before  and 
whose  habits  of  fair  play  he  is  familiar  with  and  in  most  instances 
those  relationships  have  continued  over  a  period  of  time. 

Acting  Chairman  King.  Can  you  conceive  of  anything  unethical 
or  improper  for  an  investment  banking  house  to  establish  relations 
under" the  terms  of  which  when  its  client,  wants  additional  money 
and  resorts  to  the  investment  house,  that  that  investment  house 
should  not,  if  it  can  reach  a  satisfactory  agreement  with  him,  con- 
tinue to  serve  him  ? 

Mr.  Strauss.  No,  Mr.  Chairman ;  I  not  only  agree  with  that,  but  I 
go  further,  I  think  a  continuing  relationship  of  a  mutually  free 
will  nature  is  really  essential  to  a  proper  consideration  of  the  prob- 
lems of  the  borrower.  It  is  only  through  long  familiarity  with  the 
requirements  of  a  business  and  coupled  with  familiarity  with  the 
market  that  the  kind  of  service  can  be  rendered  that  is  of  the  most 
use  to  the  borrower. 

Acting  Chairman  King.  An  investment  house  desires  to  know, 
does  it  not,  before  it  takes  on  an  obligation  to  sell  securities  or  to 
underwrite  them,  something  about  the  character  of  the  business  and 
the  habits  of  those  in  charge,  their  dependability,  their  character 
and  integrity,  and  also,  further,  if  they  have  outstanding  obligations 
and  if  so  why,  what  disposition,  what  arrangements  have  been  made 
to  meet  them? 

Mr.  Strauss.  Yes,  sir. 

Acting  Chairman  King.  And  all  of  those  considerations  are  in- 
volved before  the  prudent  banking  investment  house  will  undertake 
to  dispose  of  the  securities  of  a  client. 

Mr.  Strauss.  No  investment  banker  could  state  it  more  succinctly. 

Acting  Chairman  King.  What  is  that  ? 

Mr.  Strauss.  I  would  accept  that  definition  precisely. 

Mr.  Nehemkis.  What  was  your  previous  remark? 

Mr.  Strauss.  I  said  no  one  in  this  profession  could  state  it  more 
agreeably  or  succinctly. 

Mr.  Nehemkis.  Than  the  Chairman  has  just  put  it? 

Mr.  Strauss.  Yes. 

Acting  Chairman  King.  Of  course  there  is  an  element  in  those 
agreements  where  you  underwrite  that  calls  for  perhaps  great  losses 
to  be  paid  by  the  investment  house  if  the  securities  are  not  sold  or  if 
there  is  a  decline  in  the  market,  or  if  there  is  some  interruption  in 
the  ordinary  normal  business. 

Mr.  Strauss.  There  are  risks. 

Acting  Chairman  King.  There  are  risks,  so  that  not  only  is  the 
relationship  to  which  we  have  referred  where  client  and  lawyer  are 
involved,  but  there  is  the  additional  question  involved — namely,  the 
risk,  and  the  investment  house  assumes  those  risks,  especially  if  they 
underwrite  the  securites. 

Mr.  Strauss.  That  is  correct. 

Mr.  Henderson.  Mr.  Chairman,  I  want  the  record  to  be  decidedly 
clear.  I  think,  if  you  will  recall  the  interrogation,  I  have  not  raised 
the  question  of  propriety  with  the  witness.  What  I  am  interested 
in  is,  what  is  it?  Is  it  a  profession  or  is  it  a  business,  or  is  it  a  com- 
bination? It  is  at  least  slightly  tinged  with  the  public  interest  to 
know  what  this  thing  is  that  handles  tremendous  sums  of  the  public's 
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money,  and  I  think  we  are  well  served  by  this  kind  of  discussion 
because  if  we  get  a  clear  picture,  the  public  attitude  is  certainly  on  a 
good,  strong,  tactual  basis.  I  am  not  here  raising  the  question  of 
propriety :  I  am  trying  to  find  out  just  exactly  what  this  thing  is, 
and  I  have  undertaken  at  various  points  to  indicate  where  in  my 
opinion  it  does  not  meet  the  tests  of  competition — free  enterprise 
and  free  entry — which  we  presume  exist  in  the  public  mind  and 
which  certainly  are  contemplated  by  the  statute  set  down  for  the 
regulation  of  competition. 

I  think  we  are  getting  pretty  well  along  in  the  testimony  of  the 
witness  and  the  testimony  of  the  committee. 

Mr.  Nehemkis.  Senator  King,  last  night  in  looking  over  my 
papers,  I  read  a  rather  interesting  bit  of  testimony  by  one  of  the 
former  partners  of  the  gentlemen  who  are  here  this  morning.  I 
think  it  bears  directly  on  the  point.  I  want  to  read  to  you,  if  I  may, 
the  testimony  pf  the  late  Otto  Kahn,  who  in  1933  testified  on  a  simi- 
lar subject  but  a  few  doors  down  the  corridor. 

Mr.  Kahn  was  asked  by  Mr.  Pecora  the  following  questions.1 

What  is  the  general  method,  or  what  has  been  the  general  method  by  which 
your  firm  has  financed  railroad  operations? 

Mr.  Kahn.  May  I  ask,  in  order  that  I  may  correctly  understand  your  ques- 
tion before  I  answer:  Do  you  mean  the  general  method  in  detail  of  buying 
railroad  securities,  or  the  general  method  in  approaching  railroads? 

Mr.  Pecora  replied, 

Well,  take  the  latter  part  of  your  inquiry,  for  instance,  the  general  method 
of  approaching  railroads. 

Mr.  Kahn.  Well,  I  should  say  precisely  the  same  method  by  which  a  lawyer 
approaches  clients. 

Mr.  Pecora  replied, 

Well,  lawyers  are  not  supposed  to  approach  clients. 

And  then  Mr.  Kahn  continued,  and  this  is  what  I  wanted  to  get  at. 

Mr.  Kahn.  I  was  coming  to  that,  Mr.  Pecora.  Or  the  method  by  which  a 
doctor  approaches  a  patient  who  is  sick.  He  does  not  go  after  him.  Ethically 
and  as  a  standard  of  the  legal  profession  you  are  not  permitted  to  go  after  him. 
And  I  do  not  suppose  that  a  doctor  would  be  permitted  to  go  after  a  patient 
under  the  ethical  standards  of  the  medical  profession.  For  instance,  he  could 
not  go  if  someone  told  him  that  "Mr.  Smith  in  the  next  block  is  very  sick  with 
pneumonia,  you  better  run  in  and  try  to  find  out  if  can  get  him."  That 
would  not  be  the  way  to  do  it.  He  gets  his  clients  by  reason  of  his  reputation 
for  ability  and  for  successful  cures  and  for  sound  advice  given.  And  so  it  is 
with  the  lawyer.  So  it  is  with  the  architect.  And  so  in  our  case  it  has  long 
been  our  policy  and  our  effort  to  get  our  clients,  not  by  chasing  after  them, 
not  by  praising  our  own  wares,  but  by  an  attempt  to  establish  a  reputation 
which  would  make  clients  feel  that  if  they  have  a  problem  of  a  financial  nature, 
Dr.  Kuhn,  Loeb  &  Co.  is  a  pretty  good  doctor  to  go  to. 

Mr.  Strauss.  I  am  awfully  glad  you  read  that.  I  wish  I  had  that 
power  of  expression.     I  would  like  to  put  that  in  quotes. 

THE  ELEMENT  OF  PRICE  IN   INVESTMENT  BANKING  COMPETITION 

Mr.  O'Connell.  Mr.  Strauss,  a  few  moments  ago  you  explained, 
or  I  understood  you  to  explain,  the  plane  upon  which  you  understand 

1  Reading  from  hearings  before  the  Senate  Committee  on  Banking  and  Currency,  pursuant 
to  S.  Res.  84,  72d  Cong,  and  S.  Res.  56  and  S.  Res.  97,  73d  Cong.,  Vol.  3,  pp.  959-960, 
June  27.  1933. 
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competition  operates  in  this  industry.  It  is  apparently  a  peculiar 
type  of  competition ;  that  is,  it  doesn't  reflect  the  element  of  price. 

Mr.  Strauss.  Sometimes  it  does,  sir. 

Mr.  O'Connell.  But  the  element  of  price  is  a  disturbing  element, 
a  risk  element,  is  it  not? 

Mr.  Strauss.  No  ;  there  are  certain  securities,  for  example  munici- 
pal securities,  in  which  they  are  usually  sold  on  price. 

Mr.  O'Connell.  But  they  are  sold  that  way  because  the  law  re- 
quires them  to  be  sold  that  way.  Would  it  not  be  fair  to  state  that 
it  is  your  position  that  price  competition  is  undesirable  in  the  field 
of  investment  banking? 

Mr.  Strauss.  In  the  field  of  public  investing;  I  think  it  is  much 
more  important  to  the  investor  than  it  is  to  the  investment  banker. 

Mr.  O'Connell.  What  is? 

Mr.  Strauss.  That  price  competition  should  not  exist. 

Mr.  O'Connell.  Should  not  exist? 

Mr.  Strauss.  Should  not. 

Mr.  O'Connell.  I  am  asking  you  if  it  is  your  position  that  price 
competition  should  not  exist. 

Mr.  Strauss.  That  is  my  position. 

Mr.  O'Connell.  What  about  in  the  field  of  public  financing?  Do 
you  think  it  would  be  more  desirable  if  competitive  bidding  for  pub- 
lic securities  were  required  by  law? 

Mr.  Strauss.  I  would  be  glad  to  go  into  the  general  question  of 
competition  in  public  bidding  if  you  wish  me  to  do  it.  I  would  hate 
to  do  it  just  in  answer  to  a  question  because  it  seems  to  me  that  the 
problem  is  one  that  has  a  good  many  angles  and  I  don't  want  to  get 
myself  in  the  position  where  if  I  start  to  present  a  general  theory 
you  Would  feel  that  it  is  out  of  place. 

Mr.  Henderson.  I  think  the  witness  is  correct  in  that. 

Mr.  O'Connell.  Yes. 

Mr.  Strauss.  I  have  read  that  is  not  your  desire,  but  I  am  pre- 
pared to  do  it  if  you  wish. 

Mr.  O'Connell.  That  goes  pretty  far  afield.  The  thing  I  want  to 
be  clear  on  is  on  whatever  plane- competition  in  the  investment  bank- 
ing field  operates  it  is  your  view  that  it  should  not  include  the  ele- 
ment of  price"  competition. 

Mr.  Strauss.  That  is  my  feeling,  and  of  course  it  is  obvious  that 
sound  performance  is  another  element  of  competition  as  well  as  price. 

Mr.  O'Connell.  Oh,  yes ;  but  it  is  equally  obvious  to  me  that  price 
regulation  is  one  of  the  most  important  functions  of  competition  in 
competing  enterprises. 

Mr.  Strauss.  That  is  right. 

Mr.  CConnell.  It  is  a  regulator  of  price. 

Mr.  Strauss.  That  is  true. 

Mr.  O'Connell.  It  is1  one  of  the  most  important  functions  it  has. 
As  I  understood  it,  it  is  one  of  the  most  important  functions  a  system 
of  competition  has,  and  you  feel  that  it  is  so  inimical  to  the  interests 
of  the  investment  bankers  and  to  the  public  that  it  should  be  elim- 
inated entirely. 

Mr.  Strauss.  Yes;  and  I  am  prepared  to  go  into  that  at  length 
if  I  am  permitted  to. 

Mr.  Henderson.  I  think  at  the  proper  time  we  would  be  glad  to 
have  that  because  we  hoped  to  hear  it,  but  for  the  purpose  of  this 
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discussion  I  think,  as  was  developed?  Mr.  Chairman,  that  the  element 
of  price  is  a  minor  element,  whereas  m  industry  it  is  an  extraordinary 
and  prime  element  which  determines  whether  or  not  competition 
actually  exists. 

Mr.  Nehemkis.  Mr.  Strauss,  you  may  recall  that  earlier  I  offered 
in  evidence  a  memorandum x  prepared  by  Mr.  Schiff  in  which  he  had 
occasion  to  communicate  that  it  would  not  be  desirable  for  your  firm 
to  "poach  on  the  preserves"  of  E.  B.  Smith  &  Co.  without  first  estab- 
lishing certain  facts  and  conditions.  I  take  it  you  agree  with  that 
general  position. 

Mr.  Strauss.  Yes.  Of  course,  this  was  a  memorandum  for  the  use 
of  Mr.  Schiff's  partners  and  in  the  use  of  a  term  I  presume  Mr. 
Schiff  felt  it  was  unnecessary  to  go  into  a  disquisition  in  the  memo- 
randum of  what  he  meant  by  a  phrase  or  a  sentence. 

Mr.  Nehemkis.  You  all  understood  each  other. 

Mr.  Strauss.  We  understood  it. 

FINANCING    OF    THE    ARMSTRONG    CORK    CO. — 1935     ISSUE     (RESUMED)  — 
EDWARD    B.    SMITH   &    CO.    BELIEVES    ARMSTRONG    IS   ITS    ACCOUNT 

Mr.  Nehemkis.  Is  it  not  a  fact,  Mr.  Strauss,  that  you  had  a  number 
of  conferences  with  Armstrong  officials  during  the  early  part  of  the 
year  1935? 

Mr.  Strauss.  Yes. 

Mr.  Nehemkis.  And  .that  is  the  year  following  the  date  of  Mr. 
Schiff's  memorandum? 

Mr.  Strauss.  Precisely. 

Mr.  Nehemkis.  Had  you  satisfied  yourself  before  holding  these 
conversations  that  the  Armstrong  people  were  coming  to  Kuhn,  Loeb 
of  their  own  free  will,  to  use  Mr.  Schiff's  phrase? 

Mr.  Strauss.  I  asked  them  that  question  when  they  came  in. 
There  was  no  other  way  of  satisfying  myself. 

Mr.  Nehemkis.  What  did  they  indicate? 

Mr.  Strauss.  To*  the  best  of  my  recollection  they  satisfied  any 
qualms  I  might  have  had  on  that  point. 

Mr.  Nehemkis.  But  at  that  time  you  did  not  feel  constrained  to 
discuss  the  matter  with  E.  B.  Smith  &  Co.  ? 

Mr.  Strauss.  I  had  nothing  to  discuss  with  E.  B.  Smith  &  Co. 

Mr.  Nehemkis.  But  you  had  a  very  potent  caveat  by  Mr.  Schiff 
in  his  memorandum  of  July  of  1934  that  to  continue  such  discus- 
sions might  be  construed  as  poaching  on  the  preserves  of  E.  B. 
Smith  &  Co.? 

Mr.  Strauss.  If  those  relationships  which  were  referred  to  in  that 
memorandum  had  not  been  ruptured.  There  was  no  way  of  ascer- 
taining that. 

Mr.  Nehemkis.  So  that,  if  I  understand  correctly,  you  did  ascer- 
tain that  fact,  namely,  that  the  officials  were  coming  of  their  own 
free  will  and  you  were  satisfied  on  that  point. 

Mr.  Strauss.  I  think  the  correspondence  bears  that  out.  They 
came  to  me  after  telegraphing  me  for  an  appointment. 

1  "Exhibit  No.  1858." 


CONCENTRATION  OF  ECONOMIC  POWEIt  12501 

Mr.  Nehemkis.  But  you  did  not  discuss  the  matter  at  that  time 
with  any  of  the  partners  of  E.  B.  Smith  &  Co.? 

Mr.  Strauss.  Very  shortly  thereafter  I  did. 

Mr.  Nehemkis.  In  fact,  on  March  14,  1935,  did  you  not  com- 
municate with  Mr.  Swan  and  inform  him  that  Kuhn,  Loeb  had 
this  business  and  you  would  be  very  pleased  if  E.  B.  Smith  &  Co. 
would  join  hands  with  your  firm  in  bringing  out  the  financing? 

Mr.  Strauss.  The  precise  language  I  used  you  wouldn't  expect 
me  to  remember,  but  the  general  sense  of  what  I  said  was  undoubt- 
edly just  that. 

Mr.  Nehemkis.  Now,  Mr.  Swan,  will  you  be  good  enough  to  ex- 
amine these  diary  entries  which  purport  to  be  made  by  various 
partners  of  yours  pertaining  to  Armstrong  Cork  events,  and  tell  me 
whether  this  is  a  true  and  correct  copy  of  the  original  diary  in  the 
possession  and  custody  of  your  firm? 

Mr.  Swan.  It  is. 

Mr.  Nehemkis.  Mr.  Swan,  do  you  recall  that  on  or  about  March 
14,  Mr.  Strauss  called  you  and  said  substantially  what  I  have  men- 
tioned a  moment  ago,  namely,  that  K.  L.  had  the  business  and  they 
would  be  very  glad  to  join  hands  with  you? 

Mr.  Swan.  I  remember  that. 

Mr.  Nehemkis.  And  do  you  recall,  Mr.  Swan,  whether  you  ex- 
plained at  this  time  to  Mr.  Strauss  that  the  Armstrong  business  was 
an  old  account  of  yours? 

Mr.  Swan.  I  believe  that  we  explained  to  Mr.  Strauss  that  we 
individuals  who  had  been  in  the  Guaranty  Co.  had  previously 
handled  Armstrong  business  and  that  we  considered  that  at  that 
time  that  we  were  in  contact  with  them  in  respect  to  business  in  the 
future,  that  our  relations  /previously  had  been  such  that  we  expected 
that  the  Armstrong  Cork  Co.  would  continue  with  us  as  individuals. 

Mr.  Nehemkis.  Mr.  Strauss,  do  you  recall  such  a  conversation 
between  yourself  and  Mr.  Swan? 

Mr.  StRauss.  In  general  terms,  yes. 

Mr.  Nehemkis.  Now,  I  read  to  you,  Mr.  Strauss  and  Mr.  Swan, 
from  a  diary  entry  of  March  19,  1935,  by  your  partner,  Mr.  Swan, 
John  Cutler  [Reading  from  "Exhibit  No.  I860"] : 

Lewis  Strauss  of  KL  t<  W  JRS  and  myself — 
that  being  Mr.  Cutler— 

3/14/35  that  they  had  this  business — 

meaning  K.  L.  had  this  business — 

and  he — 

meaning  Lewis  Strauss — 

asked  if  we  would  be  interested  in  joining  them.  We  explained  that  this  was 
an  old  account  of  ours  and  we  believed  it  was  still  ours,  but  it  was  kind  of 
him  to  think  of  lis  and  we  would  like  to  consider  the  situation.  I  subsequently 
talked  to  Roy  Passmore  at  the  Bank — 

Will  _you  be  good  enough  to  tell  me  who  Roy  Passmore  is? 
Mr.  Swan.  He  is  vice  president  of  Guaranty  Trust  Co. 
Mr.  Nehemkis.  And  the  reference  to  the  bank  is  the  Guarantv 
Trust  Co.? 
Mr.  Swan.  Yes. 
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Mr.  Nehemkis.  Continuing  the  diary  entry  [reading  further  from 
"Exhibit  No.  I860"]  : 

who  said  that  he  had  been  in  conversation  with  officers  of  the  Company  within 
the  last  thirty  days  and  felt  very  sure  that  there  was  nothing  in  KL's  contention, 
and  that  the  Company  would  not  do  anything  without  discussing  the  matter 
with  them  at  the  Trust  Co.  first,  and  that  he  could  not  believe  they  would  accept 
any  other  offer  without  giving  us  a  chance — 

"us"  meaning  E.  B.  Smith  &  Co. 

I  suggested  it  might  be  well  for  us  to  take  a  day  and  run  down  to  Lancaster 
to  see  the  plant,  and  he — 

Roy  Passmore — 

thought  this  would  do  no  harm. 

Now  following  Mr.  Strauss'  call,  Mr.  Swan,  did  not  one  of  your 
partners  communicate  with  another  official  to  discuss  the  same  mat- 
ter, do  you  remember? 

Mr.  Swan.  Another  official  of  the  bank  ? 

Mr.  Nehemkis.  Of  the  bank. 

Mr.  Swan.  I  don't  happen  to  recall. 

Mr.  Nehemkis.  Why  was  it  necessary  to  consult  an  officer  of  the 
Guaranty  Trust  Co.  in  this  matter,  Mr.  Swan  ? 

Mr.  Swan.  When  the  officers  of  the  Guaranty  Co.  became  partners, 
when  certain  officers  of  the  Guaranty  Co.,  became  partners  of  E.  B. 
Smith  &  Co.,  they  did  so  with  the  hope  we  could  get  the  con- 
cerns with  which  the  Guaranty  Co.  had  been  doing  business  to  con- 
tinue to  do  their  business  with  Edward  B.  Smith  &  Co.  and  with  us 
as  individuals.  It  was  naturally  a  matter  of  the  highest  importance 
to  us  that  we  accomplish  this.  We  were  well  and  favorably  known 
to  all  of  the  men  in  the  Guaranty  Trust  Co.,  we  had  been  working 
there  for  many  years,  we  had  had  these  contacts  with  these  concerns 
as  officers  of  the  Guaranty  Co.  It  was  naturally  of  great  im- 
portance that  we  get  the  officers  of  the  Guaranty  Trust  Co.  to  recom- 
mend us  to  people  whom  we  contacted  and  whom  we  wanted  to  con- 
tinue to  hold.  If  they  wouldn't  recommend  us,  of  course  it  would 
have  been  very  adverse  to  us.  Naturally  we  expected  that  they  would 
recommend  us,  because  they  knew  how  we  did"  business,  they  knew 
how  we  had  conducted  business  in  the  past,  they  knew  that  our  new 
arrangement  provided  ample  capital  to  take  care  of  the  needs  of 
these  customers,  and  therefore  we  kept  in  touch  with  the  officers  of 
the  Guaranty  Trust  Co.,  who  were. particularly  handling  the  accounts 
which  might  be  under  discussion  in  order  to  urge  them  and  persuade 
them  and  push  them  on  to  helping  us  in  every  way  we  could  get 
them  to. 

Mr.  Nehemkis.  And  in  that  connection,  Mr.  Swan,  was  it  not  the 
practice  and  perhaps  is  it  not  the  practice  at  the  present  time  for 
members  of  your  organization  to  frequently  make  use  of  the  old 
records  and  books  of  account  at  the  bank  to  check  up  on  historical 
positions  and  percentage  participation  and  advertising  position  and 
things  of  that  sort? 

Mr.  Swan.  I  would  not  say  frequently,  I  would  say  occasionally. 

Mr.  Nehemkts.  Occasionally. 

Mr.  Strauss,  do  you  recall  that  on  or  about  March  20,  Mr.  Swan 
communicated  with  you  concerning  your  claims  to  the  Armstrong 
business  ? 
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Mr.  Strauss.  I  wouldn't  recall  the  date,  but  if  there  is  a  diary 
entry  perhaps  that  would  refresh  my  memory.     I  keep  no  dairy. 

Mr.  Nehemkis.  I  beg  your  pardon  ? 

Mr.  Strauss.  I  keep  no  diaries. 

Mr.  Nehemkis.  You  mean  as  a  partner  of  Kuhn,  Loeb  you  keep 
no  diary  entries? 

Mr.  Strauss.  No. 

Mr.  Nehemkis.  Do  you,  by  the  way,  Mr.  Schiff? 

Mr.  Schiff.  No,  I  don't. 

Mr.  Nehemkis.  Do  any  of  your  partners  keep  diary  entries? 

Mr.  Schiff.  I  wouldn't  know.  I  shouldn't  think  so  but  I  wouldn't 
know. 

Mr.  Nehemkis.  Did  not  Mr.  Swan  state,  Mr.  Strauss,  that  he 
believed  the  Armstrong  business  was  E.  B.  Smith's  at  this  time? 

Mr.  Strauss.  Yes. 

Mr.  Nehemkis.  Did  you  recognize  the  validity  of  Mr.  Swan's 
position  and  did  you  not  agree  that  K:  L.  would  not  compete  for  the 
business  ? 

Mr.  Strauss.  Yes.  As  a  matter  of  fact,  I  have  some  recollection 
at  that  time  of  having  reached  the  conclusion  that  we  were  not  the 
only  parties  with  whom  the  company  had  discussed  the  matter. 

Mr.  Nehemkis.  Did  you  not  also  indicate  to  Mr.  Swan  that  you 
so  informed  the  Armstrong  people? 

Mr.  Strauss.  I  don't  remember  whether  I  did  or  not. 

Mr.  Nehemkis.  Let  me  read  you  from  a  diary  entry  of  March 
20,  1935,  by  Mr.  Swan's  partner,  John  W.  Cutler  [reading  from 
"Exhibit  No.  I860"] : 

JRS— 

meaning  Mr.  Swan — 

and  I — 

meaning  Mr.  Cutler — 

talked  to  Strauss  of  KL&Co.  and  told  him  that  we  believed  Armstrong  to  be 
our  business  and  that  when  something  could  be  done  they  would  look  to  us. 
Strauss  said  if  that  were  so  KL  would  not  compete,  and  that  he  would  so 
inform  the  Armstrong  people.  If  they  really  wish  to  make  a  change  and  clear 
with  us,  KL  will  then  be  willing  to  talk  to  them.  We  indicated  that  if  and 
when  the  business  would  be  clone  we  would  have  a  place  for  them. 

Mr.  Strauss.  That  is  what  I  should  have  said  and'  probably  did 
say. 

Mr.  Nehemkis.  In  other  words,  Mr.  Strauss,  after  Mr.  Swan 
informed  you  of  the  fact  that  Armstrong  Cork  Co.  was,  so  to  speak, 
his  business,  and  that  this  was  confirmed  by  the  Guaranty  Trust 
Co.,  K.  L.  recognized,  did  it  not,  that  the  Armstrong  business  was 
within  the  sphere  of  interest,  so  to  speak,  of  E.  B.  Smith  and 
there 

Mr.  Strauss  (interposing).  No,  emphatically  not.  In  fact,  he 
said  it  was  his  business,  in  fact  he  indicated  that  the  Armstrong 
Cork  Co.  regarded  him  as  its  banker  and  that  there  was  some  sort 
of  negotiation  or  conversation,  at  any  rate,  that  was  under  way  or 
in  progress  or  had  taken  place.  In  any  event  it  was  not  a  clear  field, 
although  if  you  will  again  turn  to  this  memorandum  that  I  have 
just  heard  I  reserved  the  right,  in  the  event  that  that  should  not  be 
the  case,  to  freedom  of  action. 
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"shopping  around" 

Mr.  Nehemkis.  On  or  about  April  3,  1935,  Mr.  Swan,  did  not  Mr. 
Cutler  and  Mr.  Land  of  your  firm  call  on  some  of  the  company  of- 
ficials at  Lancaster  in  pursuance  of  the  suggestion  of  Mr.  Passmore 
of  the  bank? 

Mr.  Swan.  I  am  not  aware  whether  it  was  at  his  suggestion  or 
their  suggestion. 

Mr.  Nehemkis.  Do  you  recall  whether  or  not  these  gentlemen  dis- 
cussed with  Mr.  Suter,  the  vice  president  of  the  company,  his  previous 
visits  to  Kuhn,  Loeb? 

Mr.  Swan.  I  do  not  recollect  that. 

Mr.  Nehemkis.  You  don't? 

Mr.  Swan.  I  don't  happen  to  remember. 

Mr.  Nehemkis.  Do  you  recall  whether  or  not  Mr.  Suter  was  accused 
by  your  partners  of  having  committed  the  unpardonable  sin,  namely, 
of  having  "shopped  around"  on  the  Street  ? 

Mr.  Swan.  I  do  not  remember  that  they  accused  him  of  that. 

Mr.  Nehemkis.  Let  me  read  you  a  rather  interesting  statement  in 
a  diary  entry  by  J.  N.  L.,  and  f  think  J.  N.  L.  is  J.  N.  Land? 

Mr.  Swan.  J.  N.  Land. 

Mr.  Nehemkis.  This  is  a  diary  entrv  by  Mr.  Land  as  of  April  6, 
1935  [Reading  from  "Exhibit  No.  1860" :] 

JWC- 

being  John  W.  Cutler — 

and  JNL — 

just  identified. 

called  on  the  co.'s  officials  in  Lancaster  4/3/35.  Discussed  refunding  with 
4%  debs,  or  pfd.  See  letter  in  Buying  Dept.  file  dated  4/4/35  for  outline 
of  plans  discussed. 

Notice  carefully,  if  you  will,  the  next  sentence  [Reading  further :] 

Suter  said  Co.  had  not  done  any  shopping  around. 

Now  obviously  (and  I  believe  I  am  correct  in  making  this  infer- 
ence) Mr.  Suter  upon  meeting  Mr.  Lard  and  Mr.  Cutler  at  the  rail- 
road station  at  Lancaster  didn't  jump  on  their  necks  and  say,  "No. 
I  didn't  shop  around  "  Somebody  must  have  accused  him  of  having 
shopped  around  so  that  he  was  forced  to  defend  himself. 

Mr.  Swan.  I  don't  think  that  that  inference  is  of  necessity  correct. 
I  don't  know  how  he  happened  to  make  the  statement  that  he  hadn't 
been  shopping  around,  but  I  don't  think  it  is  fair  from  a  memoran- 
dum to  infer  anything  about  what  provoked  that  statement. 

Mr.  Nehemkis.  Let  us  s^e  if  we  can  agree  on  this.  Perhaps  you 
are  correct  that  that  inference  may  no!  be  fair,  I  don't  know.  Would 
you  be  willing  to  concede,  however,  that  the  problem  of  whether  or 
not  Suter  had  been  shopping  around  was  discussed  in  accordance 
with  the  diary  entry  from  which  I  have  just  read  ? 

Mr.  Swan.  From  the  diary  entry  you  have  just  read  apparently 
the  subject  of  shopping  around  was  discussed. 

Mr.  Nehemkis.  To  put  it  in  a  way  so  we  may  all  be  clear  on  that 
phrase,  what  is  meant  by  shopping  around? 

Mr.  Swan.  "Well,  I  think  shopping  around  means,  as  I  understand 
it,  getting  simultaneous  offers  from  two  or  more  banking  firms. 
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Mr.  Nehemkis.  Now  the  members  of  your  profession,  Mr.  Swan, 
and  your  profession,  Mr.  Strauss,  and  your  profession,  Mr.  Schiff, 
don't  think  that  that  is  a  very  good  practice,  do  you  ? 

Mr.  Swan.  Are  you  asking  me? 

Mr.  Nehemkis.  Yes. 

Mr.  Swan.  I  think  I  would  like  to  go  into  this  at  just  a  little  length, 
if  I  may.  Of  course,  you  must  recognize  that  at  this  particular  time 
the  Guaranty  Co.  had  ceased  to  exist.  They  had  previously  been  bank- 
ers for  the  Armstrong  Cork  Co.  Certain  officers  of  the  Guaranty  Co. 
had  gone  into  Edward  B.  Smith  &  Co.  as  partners.  Those  partners 
were  making  a  great  effort  to  secure  the  business  of  the  Armstrong 
Cork  Co.,  together  with  other  pieces  of  business  which  they  had  pre- 
viously handled.  It  is  obvious  from  the  record  that  at  some  stage 
of  our  effort  to  get  this  business,  Mr.  Suter  was  not  clear  as  to  just 
what  he  vv  anted  to  do  and  he  did  what  I  think  I  would  have  done  in 
similar  circumstances,  he  went  around  and  discussed  in  a  general 
way  the  affairs  of  the  Armstrong  Cork  Co.  with  different  banking 
houses,  with  us  and  with  others.  I  think  that  he  was  trying  to  clear 
up  in  his  own  mind  whom  he  wanted  to  select  as  his  bankers  and 
he  went  around  and  got  a  view  of  this  situation  by  these  various  disr 
cussions.  That  I  do  not  put  in  the  category  of  shopping  around. 
If  I  had  beeen  Mr.  Suter  I  would  have  done  just  as  he  did. 

Mr.  Nehemkis.  What  is  shopping  around,  as  you  understand  it  ? 

Mr.  Swan.  Finally  he  came  to  the  conclusion  that  he  wanted  to  do 
business  with  Edward  B.  Smith  &  Co..  If  after  he  had  come  to  that 
conclusion  he  then  continued  to  go  to  other  bankers  in  order  to  get 
competitive  offers  to  do  his  financing,  that  was  what  I  would  consider 
shopping  around. 

Mr.  Nehemkis.  And  Mr.  Strauss,  as  you  previously  indicated  in 
your  earlier  testimony,  you  do  not  think  that  that  is  a  very  good 
practice  to  encourage? 

Mr.  Strauss.  Well,  it  all  depends  on  the  circumstances,  Mr.  Ne- 
hemkis. If  I  had  one  security  to  sell  and  never  expected  to  have 
another  I  would,  to  use  the  expression,  shop  around.  If  I  expected, 
on  the  other  hand,  to  do  financing  at  some  future  time  I  would  not. 

Mr.  Henderson.  You  say  if  you 

Mr.  Strauss  (interposing).  I  can  only  answer  for  myself. 

Mr.  Henderson.  I  know.  If  you  were  getting  a  piece  of  business — 
but  how  do  you  regard  a  company? 

Mr.  Strauss.  If  I  were  an  executive  in  the  unusual  position  of 
never  having  to  sell  but  one  issue,  never  again,  so  that  continuing 
banking  relationship  or  continuing  financial  advice  was  of  no  interest 
to  me  whatever,  I  should  shop  around. 

Mr.  Nehemkis.  Mr.  Schiff,  suppose  this  situation  occurred,  would 
this  be  an  instance  of  shopping  around?  The  X  corporation  has 
had  continuous  banking  relationships  with  a  firm  and  comes  to  see 
you.  You  are  aware  of  the  circumstances,  but  in  an  unguarded 
moment  you  commit  yourself  on  price  and  then  that  individual 
runs  across  the  street  and  begins  dickering  around  with  another  in- 
vestment banking  firm  on  the  basis  of  the  price  he  has  received 
from  you. 

Mr.  Schitt.  I  hope  we  wouldn't  be  that  foolish  as  to  let  such  an 
unguarded  moment  take  us  unawares. 

Mr.  Nehemkis.  You  will  recall  I  said  "assume." 
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Mr.  Schlff.  I  don't  think  I  can  talk  from  assumptions  like  that. 

Mr.  Nehemkis.  I  thought  I  was  giving  you  an  instance  that  might 
lend  itself  to  a  "yes"  or  "no"  answer.  Suppose  you  tell  me  what  your 
conception  of  shopping  around  is. 

Mr.  Schiff.  I  think  shopping  around  is  talking  to  several  banking 
houses  at  the  same  time. 

Mr.  Nehemkis.  With  an  idea  of  the  issuer  jacking  up  the  price 
as  a  result  of  getting  several  bids  ? 

Mr.  Schiff.  Perhaps  jacking  up  the  price,  perhaps  getting  more 
liberal  terms  in  the  indenture,  which  would  be  of  destructive  nature 
to  the  security  holder. 

Mr.  Nehemkis.  Do  you  as  an  investment  banker  regard  that  as  a 
desirable  practice? 

Mr.  Schiff.  I  should  think  it  would  be  most  undesirable. 

Mr.  Nehemkis.  Beg  your  pardon? 

Mr.  Schiff.  I  should  think  it  would  be  most  undesirable  for  the 
corporation  issuing  and  for  the  public. 

Mr.  Henderson.  May  I  ask  a  question  there?  In  that  case  I  think 
you  must  put  it  on  different  grounds.  I  think  I  see  your  grounds, 
it  is  weakening  the  indenture,  but  it  strikes  me  as  a  contrast  between, 
we  might  say,  the  marketing  of  securities  through  an  investment 
banking  house  and  the  selling  of  securities  on  the  Exchange,  which 
are  strikingly  different.  The  Exchange  is  the' outstanding  example 
(I  hope  it  will  continue  so)  of  a  place  where  supply  and  demand 
exist,  where  buyer  and  seller  exist,  and  where  an  attempt  is  made 
to  have  a  large  number  of  buyers  and  a  large  number  of  sellers  trying 
to  fix  on  a  proper  market  price.  The  Exchange  is  always  consid- 
ered the  real  place  where  free  competition  exists  and  it  strikes  me 
that  there  is  a  decided  analogy  there.  I  think  you  have  explained 
some  of  the  reasons  why  you  feel  that  it  marks  itself  off. 

Mr.  Schiff.  I  might  say  that  the  Exchange  is  the  market  for 
trading  in  seasoned  securities.  We  are  talking  about  underwriting 
and  offering  new  securities,  after  all. 

Mr.  Henderson.  That  would  be  the  same  thing  for  the  secondary 
distribution  or  for  marketing  some  treasury  stock  that  has  already 
come  on  the  market. 

Mr.  Schiff.  But  then  you  are  offering  a  big  block.  The  exchange 
is  dealing  in  small  amounts.  The  offering  of  a  large  amount  gives 
an  entirely  different  reaction. 

Mr.  Henderson.  Yes ;  but  if  you  offered  a  big  block,  in  other  words 
if  the  supply  side  was  very  heavy  and  the  buying  side  was  less  heavy, 
the  market  would  determine  the  price. 

Mr.  Schiff.  And  that  is  one  of  the  main  functions  of  the  invest- 
ment banker,  to  determine  what  is  the  correct  price  for  the  existing 
market,  to  give  the  individual  investor  the  opportunity  to  get  it  at  the 
correct  price  and  the  issuer  the  opportunity  to  get  the  correct  price 
for  him,  and  if  he  doesn't  price  it  right  he  won't  stay  in  business 
very  long,  he  will  lose  his  business. 

KUHN,  LOEB  &   CO.   INFORMS   EDWARD  B.   SMITH   &   CO.    OF  CONVERSATIONS 
WITH  ARMSTRONG  CORK  CO. 

Mr.  Nehemkis.  Mr.  Swan,  after  your  conversation  with  Mr. 
Strauss,  when  you  informed  him  that  you  regarded  the  Armstrong 
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account  as  belonging  to  your  firm  and  that  you  were  ready  to  handle 
it,  did  not  Mr.  Strauss  thereafter  keep  you  informed  of  all  conversa- 
tions which  he  had  with  the  Armstrong  people? 

Mr.  Swan.  I  believe  that  he  may  have  had  other  conversations  of 
which  he  probably  informed  us. 

Mr.  Nehemkis.  Do  you  recall,  Mr.  Strauss? 

Mr.  Strauss.  I  don't  recall,  but  if  there  were  con  vers?  tions  subse- 
quently there  couldn't  have  been  many. 

Mr.  Nehemkis.  That  wasn't  quite  my  question.  My  question  was, 
do  you  recall  keeping  Mr.  Swan  or  his  associates  informed  of  each 
and  every  time  you  had  occasion  to  discuss  the  matter  with  the 
Armstrong  people? 

Mr.  Strauss.  No,  I  don't  recall  that,  but  such  things  may  have 
occurred. 

Mr.  Nehemkis.  I  am  going  to  read  to  you  from  a  diary  entry  by 
Mr.  John  W.  Cutler,  May  1,  1935.  [Reading  from  "Exhibit  No. 
1860" :] 

Lewis  Strauss  called  JRS,  said  Suter  had  been  in  to  see  hiin  when  he  was 
in  New  York  the  end  of  last  week  and  that  he  had  told  Suter  of  his  conversa- 
tion with  us.  Suter  had  also  been  to  the  Guaranty  and  talked  with  Passraore, 
who  said  that  he  felt,  sure  if  they  were  considering  immediate  action  Suter 
would  have  spoken  to  him  about  it. 

Mr.  Strauss.  May  I  interrupt  to  say  I  am  very  glad  you  read  that, 
because  it  enables  me  to  answer  a  previous  question  to  which  I  had  to 
reply  I  didn't  know.  You  asked  me,  as  I  recollect,  whether  having 
advised  Mr.  Swan  that  I  would  inform  the  company  of  my  conver- 
sation, I  had  in  fact  done  so ;  I  think  that  diary  entry  would  indicate 
that  I  had  done  so. 

Mr.  Nehemkis.  Now  again  on  June  13,  1935,  Mr.  Cutler  made  this 
entry.     [Reading  further  from  "Exhibit  No.  I860":] 

Strauss  said  he  had  not  seen  him  recently — 

Referring  to  Suter — 

and  believed  he  had  reported  to  us  each  and  every  time  the  Company  had  said 
anything  to  them. 

Now,  Mr.  Swan,  was  not  the  reason  for  Mr.  Strauss'  reports  to  you 
the  result  of  K.  L.'s  recognition  that  the  Armstrong  business  was 
within  your  sphere  of  interest  ? 

Mr.  Swan.  Oh,  I  think  when  we  had  the  conversation  in  which  Mr. 
Strauss  said  he  would  not  compete  unless  the  Armstrong  people  broke 
from  us,  that  he  recognized  that  the  business  was  in  our  hands. 

Mr.  Nehemkis.  And  that  for  K.  L.  to  carry  on  discussions  with 
the  company  under  the  circumstances  would  be  a  breach  of  banker's 
courtesy  to  you? 

Mr.  Swan.  I  think  that  he  did  rot,  as  far  as  I  know — he  can  testify 
to  this;  I  don't  think  he  carried  on  conversations  with  the  company 
after  he  had  advised  Mr.  Suter  that  he  could  not  carry  on  such 
conversations  unless  he  broke  with  us. 

Mr.  Nehemkis.  But  you  recall  I  just  read  into  the  record  a  diary 
entry  as  late  as  June  13,  in  which  Mr.  Strauss  indicated  that  he  was 
reporting  to  you  each  and  every  time  the  company  had  said  anything 
to  them. 

Mr.  Swan.  That  may  have  referred  to  conversations  far  previous 
to  that.    I  don't  know — Mr.  Strauss  can  testify  as  to  whether  or  not 
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he  had  any  conversations  with  Mr.  Suter  after  he  advised  him  that 
he  would  not  compete  unless  he  broke  with  us.  I  just  don't  know. 
I  don't  think  he  had  any  conversations  after  that. 

Mr.  Strauss.  I  don't  know.  If  I  had  any  visits  from  Mr.  Suter 
and  Mr.  Prentis,  they  were  completely  unsolicited  and  I  have  no 
recollection  of  them.  On  the  other  hand,  if  the  records  indicate  they 
came  in  to  see  me,  I  would  immediately  confirm  them. 

Mr.  Nehemkis.  I  would  like  to  offer  in  evidence  the  diary  entries 
previously  identified  by  the  witness. 

(The  diary  entries  referred  to  were  marked  "Exhibit  No.  1860" 
and  are  included  in  the  appendix  on  p.  12779.) 

Mr.  Nehemkis.  Is  it  your  pleasure  to  recess  at  this  time  ? 

Acting  Chairman  Williams.  How  long  will  it  be  before  you  con- 
clude with  these  witnesses? 

Mr.  Nehemkis.  I  should  think  Mr.  Schiff  and  Mr.  Strauss  may  be 
dismissed  at  this  time.  Mr.  Swan  unfortunately  must  continue  this 
afternoon. 

Mr.  Henderson.  I  have  a  question  before  they  go. 

Acting  Chairman  Williams.  Very  well,  proceed  if  it  is  just  a  ques- 
tion. I  think  it  is  time  to  recess,  but  if  there  is  only  a  question  or 
two,  we  will  have  it  now. 

Mr.  Henderson.  I  wanted  to  make  this  clear  before  these  witnesses 
leave.  When  we  were  having  the  free-for-all  discussion  Counsel  Ne- 
hemkis used  the  term  "ambulance  chasing"  to  indicate  the  payment 
of  fees  by  the  legal  fraternity  to  bring  in  clients.  I  think  he  meant 
to  say  that"  if  banking  were  clearly  and  exclusively  on  complete  fours 
with  a  profession,  then  that  analogy  would  prevail.  Certainly,  I 
don't  regard  the  function  which  a  finqer  or  an  intermediary  performs 
as  that  of  ambulance  chasing.  I  think  he  performs  a  very  definite 
function,  and  it  would  serve  the  general  philosophy  of  investment 
banking  much  better  if  we  had  more  finders  and  if  they  would  bring 
in  a  lot  of  business  to  add  to  new  investment. 

Mr.  Strauss.  I  would  like  to  say  amen  to  that. 

Acting  Chairman  Williams.  The  committee  will  be  in  recess  until 
2:30. 

Mr.  Nehemkis.  Mr.  Chairman,  I  take  it  Mr.  Strauss  and  Mr. 
Schiff  are  excused,  and  Mr.  Swan  must  remain. 

Acting  Chairman  Williams.  All  right. 

(Whereupon,  at  12:  35  p.  m.,  a  recess  was  taken  until  2 :  30  p.  m.  of 
the  same  day.) 

AFTERNOON  session 

The  committee  resumed  at  2:35  p.  m.  at  the  expiration  of  the 
recess. 

Acting  Chairman  O'Connell.  The  committee  will  please  be  in 
order. 

Mr.  Nehemkis.  Mr.  Swan,  will  you  be  good  enough  to  return  to 
the  witness  stand,  please? 

(Representative  Williams  took  the  chair.) 

TESTIMONY  OF  JOSEPH  It.  SWAN,  SMITH,  BARNEY  &  CO.,  NEW 
YORK,  N.  Y.— Resumed 

Mr.  Nehemkis.  As  you  have  already  testified,  Mr.  Swan,  on  the 
subsequent  public  offering  of  the  Armstrong  Cork  Co.  issue,  Kuhn, 
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Loeb  was  given  a  nonappearing  position  in  the  syndicate,  is  that 
not  correct,  sir? 
Mr.  Swan.  That  is  correct. 

EDWARD    B.    SMITH   &    CO.'s    RELATIONS    WITH    ISSUER    CORPORATIONS    AND 
WITH  GUARANTY  TRUST  CO. 

Mr.  Nehemkis.  Mr.  Swan,  I  show  you  a  document  bearing  the 
title,  "Outline  of  Guaranty  Co.  of  New  York's  relationship  to  public 
financing  of  the  American  Rolling  Mill  Company."  This  document 
waso  obtained  from  your  files.  Will  you  be  good  enough  to  identify  it 
for  me  ? 

Mr.  Swan.  Are  you  going  to  question  me  about  this  ? 

Mr.  Nehemkis.  I  do  not  intend  to,  sir. 

Mr.  Swan.  I  think  that  is  correct. 

Mr.  Nehemkis.  Mr.  Chairman,  I  ask  that  the  document  identified 
by  the  witness  be  spread  on  the  records  of  the  committee. 

Acting  Chairman  Williams.  It  may  be  received. 

(The  document  referred  to  was  marked  "Exhibit  No.  1861"  and 
is  included  in  the  appendix  on  p.  12781.) 

Mr.  Nehemkis.  Mr.  Swan,  will  you  examine  this  document  which 
purports  to  be  a  memorandum  by  your  partner,  Mr.  Weisheit,  with 
reference  to  the  Dow  Chemical  Co.  ? 

Mr.  Swan.  I  have  never  seen  it,  or  I  don't  remember  it,  but  I  have 
no  doubt  that  it  is  all  right. 

Mr.  Nehemkis.  This  memorandum  prepared  by  Mr.  Weisheit  for 
Mr.  Cutler  reads  as  follows  [reading  from  Exhibit  No.  1862-1"]  : 

Fred  Krayer 

Will  you  tell  me  who  Mr.  Krayer  is  ?     Do  you  recall  ? 

Mr.  Swan.  Fred  Krayer  was  formerly  an  employee  of  the  Guar- 
anty Co.  I  think  he  was  later  an  employee  of  Edward  B.  Smith 
&  Co.    I  think  he  is  now  an  employee  of  Harriman  Ripley  &  Co. 

Mr.  Nehemkis.  Formerly  Brown  Harriman  &  Co. 

Mr.  Swan.  Formerly  Brown  Harriman. 

Mr.  Nehemkis  [reading  further  from  "Exhibit  No.  1862-1"]  : 

Fred  Krayer  informed  me  today  that  he  had  been  approached  by  Wertheim 
&  Co.  to  form  a  joint  account  to  buy  rights  to  subscribe  to  this  company's 
preferred  stock  with  the  idea  of  subscribing  for  the  stock  and  marketing  it. 
Recognizing  us  as  the  company's  bankers,  he  had  told  Wertheim  &  Co.  that 
Brown  Harriman  would  do  nothing  without  first  talking  to  us  and  therefore 
wanted  to  know  (1)  whether  we  wanted  to  join  Brown  Harriman  and  Wert- 
heim in  such  a  joint  account,  (2)  if  we  did  not  want  to  go  along,  did  we  have 
any  objection  to  their  approaching  the  large  stockholders  with  the  idea  of  mak- 
ing a  bid  for  their  rights. 

Mr.  Swan.  That  is  not  the  whole  memorandum,  is  it? 

Mr.  Nehemkis.  There  is  another  part  here.    I  am  going  to  offer 
the  entire  memorandum  in  evidence.    Would  you  like  me  to  read" 
it  all? 

Mr.  Swan.  I  think  it  would  be  interesting  just  to  have  you  read 
how  we  approached  Mr.  Dow,  and  so  on. 

Mr.  Nehemkis  [reading  further  from  "Exhibit  No.  1862-1"]  : 

Or  (3)  did  we  prefer  that  they  take  no  action  whatever. 

The  next  paragraph — 

After  discussing  the  matter  with  JWC,   CWK,  and  Hamilton  Wilson,  who 
discussed  the  whole  story  with  Mr.  Dow,  I  informed  FK  that  Mr.  Dow  had  told 


12510       CONCENTRATION  OF  ECONOMIC  POWER 

us  that  he  had  received  many  letters  from  brokers  who  had  common  stock  in 
their  names — 

and  so  on. 

The  rest  of  the  memorandum  is  not  relevant  to  the  discussion. 

Mr.  Swan.  No;  I  just  wanted  it  brought  out. 

Mr.  Nehemkis.  It  will  all  be  in  evidence. 

(The  document  referred  to  was  marked  "Exhibit  No.  1862-1"  and 
is  included  in  the  appendix  on  p.  12781.) 

Mr.  Nehemkis.  Mr.  Swan,  I  show  you  a  memorandum  prepared 
by  C.  L.  Austin,  formerly  with  your  organization,  dated  July  23, 
1935,  which  purports  to  come  from  your  files.  Will  you  identify  it 
for  me,  please  ?    Do  you  so  identify  it  ? 

Mr.  Swan.  I  do. 

(The  memorandum  referred  to  was  marked  "Exhibit  No.  1862-2" 
and  is  included  in  the  appendix,  p.  12782.) 

Mr.  Nehemkis.  I  would  like  to  read  into  the  record,  Mr.  Chair- 
man, paragraphs  of  the  memorandum  identified  by  the  witness  [read- 
ing from  "Exhibit  No.  1862-2"] : 

JUS  and  CSC— 

Thai  is  a  new  set  of  initials  to  me 

Mr.  Swan.  Charles  S.  Cheston. 
Mr.  Nehemkis.  Charles  S.  Cheston. 

.TRS  and  CSC  called  on  Henry  Dawes  in  Chicago  on  October  22,  1934,  and 
discussed  generally  with  him  the  possibilities  of  doing  a  refunding  job  when 
market  conditions  warranted.  In  view  of  the  fact  that  Edward  B.  Smith  &  Co. 
had  inherited  the  Guaranty  Company's  position,  we  stated  to  Mr.  Dawes  that 
we  felt  we  should  be  given  first  consideration.  Mr.  Dawes  said  that  it  was  too 
early  to  discuss  the  matter,  but  that  he  appreciated  our  stopping  in  and  that 
he  would  let  us  know  whenever  he  had  anything  to  talk  about. 

Mr.  Swan.  May  I  comment  on  that? 

Mr.  Nehemkis.  Indeed,  sir. 

Mr.  Swan.  It  really  is  not  a  correct  statement  for  us  to  say  that 
we  inherited  the  business.  It  has  been  testified  here  a  number  of 
times  exactly  what  we  did  do,  and  we  could  not  claim  to  have  inher- 
ited the  Guaranty  Co.'s  business.  We  as  individuals  had  had  rela- 
tionships with  these  companies  which  we  were  trying  to  continue.  I 
wouldn't  want  the  Guaranty  Trust  Co.  to  think  that  I  let  this  go  by 
in  this  investigation  and  have  you  gentlemen  understand  that  we 
thought  we  inherited  their  business. 

Mr.  Nehemkis.  I  think,  Mr.  Swan,  that  the  committee  under- 
stands that  there  was  no  will  drawn  up  or  formal  instrument  exe- 
cuted by  which  this  business  passed  on  and  that  the  word  "inherited" 
is  used  rather  loosely  but  with  some  significance. 

Mr.  Swan.  Well,  I  think  I  would  like  to  say  something  about  that. 
There  never  was  a  more  definite  divorcement  from  an  institution 
than  there  was  in  this  case.  The  officers  of  the  Guaranty  Co.  who 
became  partners  of  E.  B.  Smith  &  Co.  went  into  an  organization 
with  capital  provided  entirely  by  the  partners.  It  is  a  fact  that  in 
the  case  of  some  partners  who  were  not  men  who  had  been  officers 
of  the  Guaranty  Co.  they  did  borrow  some  money  to  put  in  the  part- 
nership. It  was  done  entirely  on  our  own  resources  and  all  that  we 
got  from  the  Guaranty  Trust  Co.  was  friendly  Godspeed  and  hoping 
that  we  would  do  well  and  that  they  thought  we  were  properly  set  up 
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so  they  could  recommend  us  to  clients  who  might  call  on  them  for 
advice  in  regard  to  these  matters. 

Mr.  Nehemkis.  Mr.  Chairman,  may  I  have  leave  of  the  committee 
to  offer  in  evidence  two  documents  obtained  from  the  files  of  the 
Mellon  Securities  Corporation  of  Pittsburgh?  The  member  of  my 
staff  who  obtained  these  documents  is  not  available.  Will  you  accept 
them  subject  to  future  identification? 

(Mr.  O'Connell  in  the  Chair.) 

Acting  Chairman  O'Connell.  They  may  be  accepted.  Do  I  un- 
derstand that  a  witness  will  identify  them  ? 

Mr.  Nehemkis.  A  member  of  my  staff  who  did  obtain  them  will 
be  here  tomorrow  morning,  or  certainly  not  later  than  Friday,  to 
identify  them. 

Acting  Chairman  O'Connell.  But  you  wish  them  inserted  in  the 
record  ? 

Mr.  Nehemkis.  At  this  time  so  that  the  continuity  will  be  clear. 

Acting  Chairman  O'Connell.  That  may  be  done. 

Mr.  Nehemkis.  I  therefore  offer  in  evidence  two  memoranda  from 
the  files  of  the  Mellon  Securities  Corporation,  one  pertaining  to  the 
Koppers  Co.,  $25,000,000,  series  A,  4  percent  first  mortgage  and  col- 
lateral trust  bonds  due  November  1,  1951,  and  the  second  memoran- 
dum pertaining  to  Jones  &  Laughlin  Steel  Corporation  financing, 
dated  Aug.  17,  1936,  this  memorandum  being  a  memorandum  by 
C.  L.  Austin. 

Mr.  Henderson.  Do  you  have  any  objection  to  this  insertion  for 
later  identification? 

Mr.  Swan.  I  don't  know  what  it  is. 

Mr.  Nehemkis.  They  bear  directly  on  the  point  we  are  now  dis- 
cussing, Mr.  Swan. 

Mr.  Henderson.  They  have  been  secured  in  the  same  manner  at 
all  other  documents. 

Mr.  Nehemkis.  I  would  be  very  happy  to  allow  Mr.  Swan  to 
read  them. 

Mr.  Swais.  I  am  just  a  little  in  the  dark. 

Mr.  Nehemkis.  There  is  really  a  very  simple  point  about  which 
I  wanted  to  make  the  record  clear. 

(Mr.  Swan  read  the  two  memoranda  referred  to  by  Mr.  Nehemkis.) 

Mr.  Swan.  I  have  no  objection  to  their  being  offered. 

(The  memoranda  referred  to  were  marked  "Exhibits  No.  1863 
and  1861"  and  are  included  in  the  appendix  on  pp.  12787  and  12788.) 

Mr.  Nehemkis.  May  I  read  to  you  from  the  Koppers  memorandum 
by  Mr.  Austin.  By  the  way,  that  is  the  same  C.  L.  Austin  formerly 
associated  with  E.  B.  Smith  &  Co.  is  it  not  ? 

Mr.  Swan.  It  is. 

Mr.  Nehemkis.  [Reading  from  "Exhibit  No.  1863":] 

We  stated  clearly  to  Edward  B.  Smith  &  Co.,  and  First  Boston  Corporation 
that  we  had  no  choice  as  to  the  selection  of  either  house  to  appear  second  in 
the  business :  Smith  on  account  of  the  indirect  relationship  through  the  Guar- 
anty Company  to  the  Koppers  business. 

_  By  that  Mr.  Austin  meant  that  the  Guaranty  Co.  had  had  a  par- 
ticipation in  the  Koppers  business  in  the  past? 

Mr.  Swan.  I  expect  that  is  so. 

Mr.  Nehemkis.  May  I  now  read  to  you  from  Mr.  Austin's  memo- 
randum in  regard  to  Jones  &  Laughlin  Steel  Corporation  financing, 
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as  of  Aug.  17,  1936.  In  his  second  paragraph,  which  you  glanced 
at  a  moment  ago,  he  said  as  follows  [Reading  from  "Exhibit  No. 
1864"] : 

We  then  approached  Messrs.  Swan  and  Walker  of  Edward  B.  Smith  &  Co., 
who  were  formerly  connected  with  the  Guaranty  Company  of  New  York,  which 
had  second  position  to  the  Union  Trust  Company  of  Pittsburgh  in  the  previous 
preferred  stock  issue  of  Jones  &  Laughlin. 

I  merely  offer  these  and  discuss  them  at  this  time,  Mr.  Swan, 
not  because  they  have  any  special  significance  other  than  this — 
it  is  the  only  way  one  can  make  judgments  about  these  matters — 
that  representatives  of  the  industry  regarded  E.  B.  Smith  &  Co.  as 
the  successor  to  the  Guaranty  Co.  Maybe  they  were  all  wrong,  but 
there  has  been  a  fairly  voluminous  amount  of  evidence  that  has  gonQ 
in  on  that  point. 

Mr.  Swan.  If  I  may  comment  on  that,  when  we  were  turned  out 
into  the  world  from  the  Guaranty  Co.  we  made,  as  I  have  said 
many  times  before,  every  eitort  we  could  to  continue  our  relation 
with  the  business  that  the  Guaranty  Co.  had  done,  and  we  didn't 
hesitate  to  stress  very  strongly  our  personal  relationships  which  we 
had  built  up  in  the  Guaranty  Co.  with  whatever  business  was  under 
discussion,  and  we  tried  to  make  our  long  personal  relationship  with 
this  or  that  business  count  in  our  efforts  to  secure  a  favorable  posi- 
tion in  this  or  that  respect.  There  is  no  question  but  that  is  what 
we  endeavored  to  do. 

FINANCING  OF  WILSON  &  COMPANY — 1935   ISSUE 

Mr.  Nehemkis.  Mr.  Swan,  has  E.  B.  Smith  &  Co.  done  any  financ- 
ing for  Wilson  &  Co.? 

Mr.  Swan.  Yes;  we  did,  I  think,  two  pieces  of  business. 

Mr.  Nehemkis.  In  1935,  in  July  of  1935,  to  be  specific,  did  not 
E.  B.  Smith  &  Co.  bring  out  a  $20,000,000  first  mortgage  20-year 
bond  series  A  offering? 

Mr.  Swan.  I  accept  your  date. 

Mr.  Nehemkis.  And  did  not  E.  B.  Smith  &  Co.  head  this  issue? 

Mr.  Swan.  We  did,  jointly  with  Glore,  Forgan. 

Mr.  Nehemkis.  Do  you  recall  who  composed  the  syndicate? 

Mr.  Swan.  Well,  there  were  quite  a  number  in  the  group. 

Mr.  Nehemkis.  I  show  you  a  memorandum  bearing  on  this  subject 
entitled  "For  Record  Only,"  dated  July  30,  1935,  and  ask  you  to 
examine  page  2  and  see  whether  it  does  not  refresh  your  recollection. 

Mr.  Swan.  That  is  a  correct  statement  of  the  group,  I  am  sure. 

Mr.  Nehemkis.  Can  you  tell  me  who  some  of  the  members  of  the 
group  were? 

Mr.  Swan.  Edward  B.  Smith  &  Co.,  Field,  Glore  &  Co.,  Speyer  & 
Co.,  The  First  Boston  Corporation,  Hallgarten  &  Co.,  Goldman, 
Sachs  &  Co.,  Bancamerica-Blair  Corporation,  Lazard  Freres  &  Co.. 
Hornblower  &  Weeks,  Lee  Higginson  Corporation,  Kuhn,  Loeb  &  Co. 

Mr.  Nehemkis.  Was  Kuhn,  Loeb  in  a  nonappearing  position? 

Mr.  Swan.  They  were  in  a  nonappearnng  position. 

Mr.  Nehemkis.  What  was  the  amount  of  Kuhn,  Loeb's  participa- 
tion? 

Mr.  Swan.  $2,000,000. 
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Mr.  Nehemkis.  Was  that  one  of  the  largest  of  +he  participations? 

Mr.  Swan.  That  was  the  third  largest. 

Mr.  Nehemkis.  Was  not  the  Wilson  &  Co.  account  i. .  >ld  account 
of  the  Guaranty  Co.,  Mr.  Swan  ? 

Mr.  Swan.  It  was  a  joint  account  between  Guaranty  Co.,  Chase 
Securities  Co.,  Blair  &  Co.,  and  Hallgarten  &  Co. 

Mr.  Nehemkis.  Do  you  recall  when  the  Guaranty  Co.  had  handled 
the  last  piece  of  financing  for  the  company  immediately  prior  to 
the  passage  of  the  Banking  Act  ? 

Mr.  Swan.  I  don't  happen  to  recall  it. 

Mr.  Nehemkis.  If  I  told  you  it  was  in  1931,  would  that  help  any? 

Mr.  Swan.  If  you  have  got  some  memorandum  that  I  could  iden- 
tify, it  would  help.    I  don't  happen  to  recollect. 

Mr.  Nehemkis.  I  show  you  a  memorandum  by  Mr.  C.  L.  Austin, 
dated  October  18,  1934,  bearing  on  Wilson  &  Co.,  Inc.  Will  you 
glance  at  this  and  see  whether  this  refreshes  your  recollection? 

Mr.  Swan.  May  I  read  this? 

Mr.  Nehemkis.  Please. 

Mr.  Swan  [reading  from  "Exhibit  No.  1865"]  : 

The  Guaranty  Company  informs  me  that  the  Purchase  Group  in  the  last 
Wilson  financing,  which  was  in  June  1927 — 

That  is  dated  1934,  this  memorandum,  so  the  last  financing  was 
6  years  before. 

Mr.  Nehemkis.  I  think  in  1931  there  was  a  note  offering.  I  may 
be  mistaken — I  accept  that,  it  is  unimportant. 

Now  can  yc  i  tell  me  who  composed  the  purchase  group  in  that 
1927  offering? 

Mr.  Swan.  Guaranty  Co.,  Hallgarten,  Blair,  Chase  Securities,  Con- 
tinental &  Commercial  Trust  Savings  Bank,'  First  Trust  &'  Savings, 
Illinois  Merchants  Trust. 

Mr.  Nehemkis.  Would  you  be  good  'enough  to  read  once  again  the 
first  sentence  of  the  first  paragraph  ? 

Mr.  Swan  [reading  from  "Exhibit  No.  1865]  : 

The  Guaranty  Company  informs  me. 

Mr.  Nehemkis.  We  had  occasion  this  morning  to  refer  to  the  occa- 
sional practice,  shall  I  say,  of  members  of  your  organization  to  refer 
to  the  records  or  books  of  the  Guaranty  Co.  for  information  on  old 
Guaranty  business,  did  we  not? 

Mr.  Swan.  We  did,  yes. 

Mr.  Nehemkis.  And  this  would  apparently  be  one  of  those  occa- 
sions, would  it  not? 

Mr.  Swan.  We  asked  the  Guaranty  Trust  Co.  to  search  the  records 
of  the  Guaranty  Co.  and  see  if  they  could  give  us  this  information. 
We  did  not  have  access  to  the  records. 

Mr.  Nehemkis.  Isn't  that  a  rather  valuable  right,  Mr.  Swan,  to 
be  able  to  have  access  to  the  material  on  file  with  the  Guaranty  Trust 
about  past  accounts  of  that  bank? 

Mr.  Swan.  It  is  useful.    I  wouldn't  say  it  was  very  valuable. 

Mr.  Nehemkis.  I  just  had  in  mind  the  fact  that  when  The  First 
Boston  Corporation  was  organized,  it  thought  that  similar  rights 
were  sufficiently  valuable  that  it  was  willing  to  pay  for  them. 

Mr.  Swan.  They  got  the  records. 
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Mr.  Nehemkis.  Exactly,  because  they  thought  they  were  that 
important. 

Mr.  Savan.  We  haA'en't-got  the  records. 

Mr.  Nehemkis.  But  you  have  free  entry  and  access. 

Mr.  Savan.  No,  we  have  not.  By  special  request,  when  they  think 
our  request  is  a  reasonable  and  proper  one,  they  will  give  us  the 
information  we  ask  for. 

Mr.  Nehemkis.  And  this  account  we  have  been  referring  to  was 
jointly  handled,  you  say,  with  Hallgarten  &  Co.  ? 

Mr.  Savan.  With  Chase  Securities,  Blair,  and  Hallgarten. 

Mr.  Nehemkis.  Now  while  you  haA'e  the  sheet  before  you,  Mr. 
SAvan,  will  you  indicate  which  banking  houses  of  the  original  mem- 
bers of  this  purchase  group  are  no  longer  in  business? 

Mr.  Swan.  The  Guaranty  Co.  is  no  longer  in  business.  Blair  & 
Co.  combined  in  some  manner  with  the  Bank  of  America,  so  that 
there  is  now  an  organization  known  as  the  Bancamerica-Blair — I 
don't  know  what  that  arrangement  consisted  of.  Chase  Securities 
Co.  is  now  a  part  of  The  First  Eoston  Corporation. 

Mr.  Nehemkis.  Are  there  any  others  on  that  list  no  longer  in  the 
investment  banking  business? 

Mr.  Swan.  The  Continental  &  Commercial,  First  Trust,  and  Illinois 
Merchants  are  of  course  excluded  from  the  investment  banking 
business. 

Mr.  Nehemkis.  Mr.  Chairman,  I  ask  that  this  document  dated 
October  18,  1934,  and  previously  •  identified  by  the  witness,  be  ad- 
mitted in  evidence. 

(The  memorandum  referred  to  A\7as  marked  "Exhibit  No.  1865"  and 
is  included  in  the  appendix  on  p.  12789.) 

Would  it  be  correct  for  me  to  say,  reconstructing  the  condition  at 
this  time  in  1935,  that  any  neAv  financing  by  the  Wilson  &  Co.  was  re- 
garded as  an  open  field,  so  to  speak? 

Mr.  Swan.  Well,  I  think  Wilson — of  course,  any  banking  business 
of  any  corporation  is  an  open  field  so  far  as  the  corporation  is  con- 
cerned. 1  don't  think  that  Edward  B.  Smith  &  Co.  was  regarded 
as  ha\lng  any  preemptive  rights  to  Wilson  &  Co.  financing. 

Mr.  Nehemkis.  As  a  matter  of  fact,  a  number  of  other  investment 
banking  houses,  as  the  evidence  Avill  subsequently  show,  were  like- 
wise very  interested  in  getting  that  business,  weren't  they? 

Mr.  Savan.  That  is  true. 

Mr.  Nehemkis.  White,  Weld  &  Co.,  for  example- 
Mr.  Swan.  That  is  true. 

Mr.  Nehemkis.  Field,  Glore? 

Mr.  Savan.  That  is  true. 

Mr.  Nehemkis.  Kuhn,  Loeb? 

Mr.  Savan.  Yss,  Kuhn.  Loeb  &  Co.  Mr.  Walker  of  Kuhn,  Loeb  & 
Co.  of  course  had  been  connected  Avith  Blair  &  Co.,  who  were  in  the 
business  previously. 

EDWARD  B.  SMITH  &  CO.  DISCUSSES  WILSON  &  CO.  FINANCING  WITH  E.  A. 
POTTER,  ATICE  PRESIDENT  OF  GUAEANTY  TRUST  CO.  AND  DIRECTOR  OF 
WILSON  &  CO. 

Mr.  Nehemkis.  Now  preceding  the  actual  signing  of  the  purchase 
contract  with  Wilson  &  Co.  for  toe  offering  of  the  securities,  did  you 
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or  any  of  the  members  of  your  organization  discuss  the  prospective 
financing  with  any  of  the  officials  of  the  Guaranty  Trust  Co.  ? 

Mr.  Swan.  We  discussed  the  prospective  financing  and  other  mat- 
ters in  connection  with  Wilson  probably  quite  a  number  of  times 
with  Mr.  E.  A.  Potter  who  was  a  vice  president  of  the  Guaranty 
Trust  Co. 

Mr.  Nehemkis.  I  show  you  a  memorandum  dated  September  10, 
1934,  addressed  to  you,  by  Mr.  C.  L.  Austin.    Will  you  examine  this 
and  tell  me  whether  you  recognize  it  to  be  a  true  and  correct  copy 
of  an  original  in  your  possession  and  custody? 
Mr.  Swan.  I  identify  that. 

Mr.  Nehemkis.  The  document  identified  by  the  witness,  Mr.  Chair- 
man, is  offered  in  evidence. 

Acting  Chairman  O'Connell.  It  may  be  admitted. 
(The  memorandum  referred  to  was  marked:  "Exhibit  No.  1866-1" 
and  is  included  in  the  appendix  on  p.  12790.) 

Mr.  Nehemkis.  Will  you  be  good  enough,  Mr.  Swan,  to  explain 
the  purpose  in  seeing  Mr.  E.  A.  Potter,  of  the  Guaranty  Trust  Co., 
on  this  matter? 

Mr.  Swan.  Mr.  E.  A.  Potter  was  a  director  of  Wilson  &  Co.,  and  a 
vice  president  of  Guaranty  Trust  Co.  in  charge  of  the  Wilson  &  Co. 
account.  Once  again,  we  were  pressing  as  hard  as  we  could  to  try 
to  get  business,  and  going  to  anybody  that  we  could  think  of  who 
might  help  us. 

Mr.  Nehemkis.  You  had  a  great  number  of  conversations  with 

Mr.  Potter 

Mr.  Swan  (interposing).  Members  of  the  organization  had  a  num- 
ber of  conversations  with  him. 

Mr.  Nehemkis.  As  a  matter  of  fact,  according  to  the  diary  entries 
which  your  firm  has  been  good  enough  to  make  available  to  us,  I  find 
in  checking  those  entries  that  altogether  there  were  21  conversations 
with  Mr.  Potter  about  this  particular  matter,  and  possibly  others, 
but  certainly  about  this  one  matter. 

Would  it  be  correct  for  me  to  say  that,  as  a  matter  of  fact,  Mr.  E. 
A.  Potter,  Jr.,  was  your  chief  conduit  to  the  company? 

Mr.  Swan.. .The  Wilson  &  Co.  matter  goes  back  a  long  way.  I 
myself,  personally  was  a  member  of  either  the  reorganization  com- 
mittee of  Wilson  &  Co.  or  of  the  bondholders'  protective  com- 
mittee, back  I  think  in  1926,  or  thereabouts.  Mr.  Thomas  E.  Wilson 
was  at  one  time  a  director  of  the  Guaranty  Trust  Co.  I  knew  him 
pretty  well.  Mr.  Buethe,  the  treasurer  of  the  company,  was  an  old 
friend  of  mine  from  this  previous  contact  with  this  reorganization. 
Mr.  E.  A.  Potter  was  helpful  to  us  in  the  matter  because  he  knew 
us  and  knew  our  capability  of  doing  business,  but  I  think  I  can  say 
that  I  had  rather  close  personal  relations  with  T^ilson  &  Co.  for  15 
years. 

Mr.  Nehemkis.  Will  you  examine  a  memorandum  I  am  about  to 
show  you  from  Mr.  Safro,  then  of  your  statistical  department,  ad- 
dressed to  Mr.  Karl  Weisheit,  dated  September  5,  1934,  and  tell  me 
whether  you  recognize  this  to  be  a  true  and  correct  copy  of  an  orig- 
inal in  your  possession? 
Mr.  Swan.  I  so  identify  it. 

(The  memorandum  referred  to  was  marked  "Exhibit  No.  1866-2" 
and  is  included  in  the  appendix  on  p.  12790.) 
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Mr.  Nehemkis.  On  the  date  specified,  to  wit,  September  5,  1934, 
Mr.  Safro  wrote  as  follows  to  your  partner,  Mr.  Weisheit.  [Heading 
from  "Exhibit  No.  1866-2"]  : 

He  urged — 

Referring  to  another  person — 

that  we  use  our  influence  upon  those  in  touch  with  the  situation   (he  meant 
E.  A.  Potter,  Jr.). 

Mr.  Swan.  I  am  just  wondering  what  the  significance  of  that  is. 
I  don't  know  that  we  had  any  influence  with  Mr.  E.  A.  Potter,  or 
whether  we  carried  out  what  this  memorandum  requested  us  to  do. 
I  know  of  no  conversation  with  Mr.  Potter  about  that  particular 
point. 

WHITE,  WELD  &  CO.'s  INTEREST  IN  WILSON  &  CO.'s  FINANCING 

Mr.  Nehemkis.  About  the  same  time,  I  think,  as  you  testified 
earlier,  White,  Weld  &  Co.  was  also  interested  in  obtaining  this 
business.-    Is  that  correct,  sir  ? 

Mr.  Swan.  Yes. 

Mr.  Nehemkis.  Is  it  not  a  fact  that  Mr.  Ben  Clark,  of  White, 
Weld,  saw  you  on  or  about  March  4  and  advised  you  of  their  interest 
in  the  business  ? 

Mr.  Swan.  They  certainly  advised  us  of  their  interest  in  the  busi- 
ness at  some  time. 

Mr.  Nehemkis.  Do  you  recall  at  this  time  the  reasons  for  Mr. 
Clark  feeling  it  necessary  to  discuss  the  matter  with  you  at  all? 

Mr.  Swan.  My  recollection  is  that  Mr.  Clark  was  approached  by 
the  gentleman  about  whom  there  was  a  great  deal  of  conversation 
this  morning. 

Mr.  Nehemkis.  Do  you  recall  his  name?     Mr.  M.  L.  Freeman? 

Mr.  Swan.  Mr.  M.  L.  Freeman.  Mr.  M.  L.  Freeman  indicated  to 
him  that  he  could  secure  the  business  of  Wilson  &  Co.  for  White, 
Weld  &  Co. 

Mr.  Nehemkis.  I  am  not  sure  you  have  quite  answered  my  ques- 
tion. May  I  just  repeat  it  to  you  substantially  as  I  gave  it  to 'you 
a  moment  ago  ?  Do  you  recall  the  reasons  that  prompted  Ben  Clark 
in  manifesting  his  interest  in  the  business  to  you?  Why  was  it  neces- 
sary for  him  to  discuss  it  with  you  at  all?  As  I  understand  the 
situation 

Mr.  Swan  (interposing).  I  can  reconstruct  in  my  mind  perhaps 
why  he  talked  to  me.  Of  course,  he  could  tell  you  better  himself 
than  I  could  as  to  why  he  came  to  me  at  all,  but  my  interpretation 
of  it  is  that  he  had  been  approached  by  Mr.  M.  L.  Freeman ;  that  he 
knew  of  my  past  connection  with  Wilson  &  Co. ;  that  he  doubted  very 
much  Mr.  Freeman's  ability  to  secure  the  business  for  him ;  and  that 
he  came  over  to  us,  hoping  that  by  approaching  us  as  he  did,  that 
if  we  did  the  business  he  could  get  a  position  there. 

Mr.  Nehemkis.  Did  you  know  that  White,  Weld  had  entered  into 
a  contract  with  Mr.  M.  L.  Freeman,  agreeing  to  pay  him  a  finder's 
fee  for  that  business  ? 

Mr.  Swan.  I  did  not. 

Mr.  Nehemkis.  Never  heard  of  that  at  all  until  this  moment? 

Mr.  Swan.  Never  heard  of  it. 
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Mr.  Nehemkis.  "Would  that  mean  now  that  you  know  that  infor- 
mation, that  they  had  the  business  when  they  went  to  that  extent? 

Mr.  Swan.  Well,  they  might  have  entered  into  a  contract  based 
on  his  delivering  the  business,  but  I  don't  believe  they  thought  they 
had  the  business.  I  know  as  far  as  I  was  concerned  I  thought  they 
didn't  have  a  chance  of  getting  the  business. 

Mr.  Nehemkis.  Would  it  be  a  fair  interpretation  for  me  to  say 
the  following,  Mr.  Swan :  That  White,  Weld  felt  they  had  some  claim, 
possibilities  of  getting  this  business,  but  recognizing  the  old  Guaranty 
position  in  this  account  and  your  relations  and  some  of  your  as- 
sociates' relations  to  the  financing,  they  felt  that  as  a  matter  of 
bankers'  courtesy,  before  going  ahead  too  far  perhaps  they  ought  to 
discuss  it  with  you. 

Mr.  Swan.  Well,  of  course  it  is  difficult  for  us  to  say  what  their 
thoughts  were. 

Mr.  Nehemkis.  Perhaps  this  will  help  me  out.  Mr.  Whitehead, 
will  you  take  the  stand,  please? 

Mr.  Whitehead  has  been  sworn.  Mr.  Whitehead,  did  you  not  ob- 
tain this  letter  that  I  now  show  you  from  the  files  of  White,  Weld 
&Co.? 

Mr.  Whitehead  (Securities  and  Exchange  Commission.)  Yes,  I  did. 

Mr.  Nehemkis.  Was  that  letter  given  to  you  by  a  partner  of  that 
firm  in  response  to  your  request? 

Mr.  Whitehead.  That  is  correct. 

Mr.  Nehemkis.  I  ask  that  this  letter  be  received  in.  evidence. 

Acting  Chairman  O'Connell.  It  may  be  received. 

(The  letter  referred  to  was  marked  "Exhibit  No.  1867"  and  is  in- 
cluded in  the  appendix  on  p.  12791.) 

Mr.  Nehemkis.  This  is.  a  letter  dated  July  8,  1935,  addressed  to 
John  W.  Cutler,  of  your  organization,  signed  by  Faris  R.  Russell, 
partner  of  White,  Weld  &  Co.1  [reading  from  "Exhibit  No.  1867"]  : 

You  and  Burnett  Walker  for  your  firm  and  Ben  Clark  and  I  for  White,  Weld 
&  Co.  have  had  several  conversations  during  the  course  of  the  last  several 
months  with  respect  to  refunding  operations  for  Wilson  &  Co.,  Ine.  Inasmuch 
as  the  understandings  had  between*  us^  were  primarily  between  yourself  and 
myself,  I  am  sending  this  letter  to  you  with  a  chronological  history  taken  from 
our  files  on  '  his-,matter.     The  history  is  as  follows : 

On  February  26,  1935  an  enterpreneur  by  the  name  of  M.  L.  Freeman  dis- 
cussed with  us  the  question  of  refunding  the  outstanding  bond  issue. 

Mr.  Henderson.  What  did  they  call  M.  L.  Freeman  this  time  ? 

Mr.  Nehemkis.  They  called  him  an  entrepreneur.  I  would  hesitate 
to  say  whether  that  is  the  same  thing  as  a  finder  or  middleman; 
maybe  I  had  better  use  just  the  name  which  is  here. 

Mr.  Henderson.  I  think  he  is  an  entrepreneur ;  that  is  my  economic 
opinion  on  it. 

Mr.  Nehemki3.  Is  it  all  right  for  me  to  refer  tp  him  as  entrepre- 
neur? [Reading  further  from  "Exhibit  No.  1867"]  : 

On  February  26,  1935  an  entrepreneur  by  the  name  of  M.  L.  Freeman  dis- 
cussed with  us  the  question  of  refunding  the  outstanding  bond  issue. 
During  the  same  week— — 

Will  you  note  this,  Mr.  Swan? 

Mr.  Freeman  demonstrated  that  he  was  not  merely  presenting  an  idea  which 
is,  of  course,  open  field  for  all  free  lance  promoters  but  introduced  in  our 

1  In  this  connection  see  also  infra,  p.  12533  et  seq. 
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office  J.  D.  Cooney,  Vice  President  of  Wilson  &  Co.,  Inc.,  a;;d  the  whole  dis- 
cussion was  with  respect  to  the  matter  of  refunding  their  outstanding  bonds. 

IJad  you  known  that? 

Mr.  Swan.  I  knew  that. 

Mr.  Nehemkis.  [Reading  further  from  "Exhibit  No.  1867"] : 

After  such  discussion,  Mr.  Cooney  said  that  they  would  in  the  next  few 
weeks  decide  on  their  program  and  said  he  would  again  discuss  with  us  the 
question  of  what  sort  of  a  trade  we  might  be  able  to  work  out. 

We  subsequently  confirmed  with  Mr.  Halstead  Freeman — 

This  is  another  Freeman,  and  this  Freeman  is  now  a  partner  in 
Glore,  Forgan  &  Co.     Is  that  correct? 

Mr.  Swan.  That  is  correct. 

Mr.  Nehemkis.  And  just  for  the  sake  of  correct  identification,  at 
this  time,  '35,  this  Halstead  Freeman  was  a  financial  adviser  to 
Wilson  &  Co. 

Mr.  Swan.  That  is  correct. 

Mr.  Nehemkis.  And  not  yet  a  partner  of  Glore,  Forgan. 

Mr.  Swan.  That  is  correct. 

Mr.  Nehemkis.  [Reading  further  from  "Exhibit  No.  1867"] : 

We  subsequently  confirmed  with  Mr.  Halstead  Freeman  that  there  was  an 
open  field  for  the  business. 

We  recognized  also  that  of  the  original  houses  in  the  major  position  on 
this  business,  all  but  one  had  discontinued  activities. 

Recognizing,  however,  that  some  of  the  partners  of  your  firm  had  previously 
been  officers  of  the  Guaranty  Co.,  which  had  discontinued  its  business,  and 
not  knowing  whether  you  were  active  in  considering  this  business,  we  decided 
to  discuss  it  with  you  and,  if  you  wished  us  to  do  so,  join -hands  with  you  in 
its  development. 

On  March  6  Ben  Clark  saw  Joe  Swan  and  advised  him  of  the  above  and 
Mr.  Clark's  report  on  the  meeting  states  that  "Joe  was  frank  to  say  that  they 
had  no  discussion  so  far."  Further  that  Joe  said  "I  do  not  want  to  tie  you  up 
in  any  way  and  I  will  look  into  it  with  the  idea  that  we  are  two  friends  and 
you  will  hear  from  me  when  I  get  posted." 

On  March  11  you  telephoned  to  me  about  this  matter,  stating  that  you 
understood  Freeman  had  been  in  to  see  us  saying  that  he  had  authority 
to  represent  the  company.  You  stated  that  this  had  been  checked  with  the 
company  and  it  had  been  found  that  Freeman  was  not  authorized  to  negotiate 
and  you  further  stated  that  on  account  of  your  close  friendship  with  the 
Guaranty  Trust  Co.  you  had  as  good  a  position  as  anyone  to  negotiate  with 
Wilson  &  Co.  and  it  was  your  thought  that  we  should  tell  Mr.  Freeman  we 
were  not  in  a  position  to  deal  with  him  and  that  your  firm  would  follow  the 
matter  with  -the  company  and  come  back  to  us  as  matters  developed. 

On  March  18th  you  telephoned  me  saying  that  the  old  account  at  the  Guaranty 
was  joint  with  Hallgarten  &  Co.,  that  you  had  talked  with  Hallgarten  &  Co., 
whose  Chicago  partner  is  a  director  of  the  company,  and  had  arranged  that 
we  were  to  be  included  in  the  business.  You  said  further  that  you  hoped  it 
would  be  agreeable  to  us  to  let  the  matter  of  our  percentage  rest  for  the 
present  as  you  intended  to  work  out  a  fair  and  reasonable  place  for  us.  I 
told  you  this  was  satisfactory  and  left  the  matter  in  your  hands. 

I  asked  you  whether  there  was  any  indication  of  serious  competition  from 
other  directions  and  you  stated  that  you  did  not  see  how  with  the  friendship 
of  E.  A.  Potter  and  Emerich  there  could  be  much  doubt  as  to  your  getting 
the  business.     We  consequently  folded  our  hands  to  await  developments. 

Mr.  Swan.  May  I  remark  on  that? 

Mr.  Nehemkis.  After  I  get  a  few  other  things  into  the  record,  then 
you  will  be  free  to  comment.  Mr.  Whitehead,  will  you  take  the  stand 
once  again  ?  I  show  you  10  documents  from  the  files  of  White,  Weld 
&  Co.  Would  you  be  good  enough  to  tell  me  whether  these  were 
obtained  by  you  from  the  files  of  White,  Weld  &  Co.  ? 

Mr.  Whitehead.  These  were  obtained  from  those  files. 


CONCENTRATION  OF  ECONOMIC  POWER       12519 

Mr.  Nehemkis.  The  documents  identified  by  Mr.  Whitehead  are 
offered  in  evidence,  may  it  please  the  committee. 

Acting  Chairman  O'Connell.  They  may  be  admitted. 

(The  documents  referred  to  were  marked  "Exhibits  Nos.  1868  to 
1876-2"  and  are  included  in  the  appendix  on  pp.  12792-12796.) 

Mr.  Swan,  In  spite  of  everything  said  in  that  letter  I  would  like 
to  reiterate  it  was  my  opinion  at  that  time  White,  Weld  &  Co.  had 
not  the  slightest  chance  of  getting  that  business.  That  perhaps  was 
borne  out  later,  and  adds  substance  to  what  I  say,  by  the  fact  that 
we  tried  to  get  them  in  the  business  and  that  the  company  did  not 
in  the  end  want  them  in  the  business  when  the  syndicate  was  being 
formed. 

Mr.  Nehemkis.  I  was  going  to  go  into  that  with  you,  Mr.  Swan, 
and  if  you  wish  we  will  discuss  that. 

Mr.  Swan.  Because  there  are,  of  course,  statements  in  that  letter 
that  certainly  overstate  any  position  we  might  have  had  at  that  time, 
that  we  had  the  business  in  our  pocket — we  thought  we  had  a  very 
good  chance  of  getting  it,  and  we  were  very  confident  they  would 
not  get  it. 

Mr.  Henderson.  Mr.  Swan,  you  have  been  at  some  length  saying 
you  didn't  get  it  here,  taking  it  from  Guaranty,  but  when  you  come 
to  dealing  with  White,  Weld  in  this  case  your  officers  practically  said, 
"Don't  poach  on  this  preserve,"  didn't  they? 

Mr.  Swan.  No  ;  I  don't  think  so.    I  think  in  this  case 

Mr.  Henderson  (interposing).  May  I  have  the  letter  just  a 
moment?    [Beading  from  "Exhibit  No.  1867"]  : 

On  account  of  your  close  friendship  with  Guaranty  Trust  Co.  you  had  as  good 
a  position  as  anyone  to  negotiate  with  Wilson  &  Co.  and  it  was  your  thought 
that  we  should  tell  Mr.  Freeman  we  were  not  in  a  position  to  deal  with  him 
and  that  your  firm  would  follow  the  matter  with  the  company  and  come  back 
to  us  as  matters  developed. 

Mr.  Swan.  It  means  to  me,  repeating  what  I  said  before,  I  didn't 
think  they  had  a  chance  of  getting  the  business.  Here  was  an  ac- 
count that  had  been  upset  a  good  deal  by  dissolution  of  various 
affiliates,  put  out  of  business  of  the  banks.  There  was  room  in  this 
business  for  others.  White,  Weld  were  good  friends  of  ours  and 
at  the  particular  time  we  were  rather  anxious  to  do  some  business 
with  them.  We  thought  that  they  would  add  to  the  account  and  we 
were  glad  to  have  them  in  the  account.  Of  course,  any  discussions 
we  have  of  that  kind  with  anybody  prior  to  the  formation  of  a  syn- 
dicate always  presuppose  it  is  subject  to  the  company's  approval, 
which  had  to  be  obtained  in  this  case,  and  in  the  particular  case, 
could  not  be  obtained.  We  pressed  pretty  hard  on  the  fact  that  we 
had  personal  relation  with  this  company  and  other  companies,  and 
that  we  were  getting  after  business  pretty  hard  and  hoped  and  ex- 
pected to  get  it. 

Mr.  Henderson.  And  if  you  could  scare  somebody  off  the  preserve 
by  saying,  "We  know  the  Guaranty  Co.,"  you  didn't 

Mr.  Swan  (interposing).  That  is  an  inference,  of  course,  that 
might  be  made  or  you  wouldn't  have  made  it,  but  I  would  just  like 
to  say  that  certainly  in  this  particular  case  which  we  are  now  dis- 
cussing there  is  no  validity  in  that  inference. 

Mr.  Henderson.  White,  Weld  certainly  thought  it  had  some  valid- 
ity in  this  ? 
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Mr.  Swan.  White,  Weld  was  trying  mighty  hard  to  get  a  piece  of 
the  business  and  they  were  trying  to  get  it  then. 

Mr.  Henderson.  And  in  writing  this  letter 

Mr.  Swan  (interposing).  This  was  all  after  the  fact  they  didn't 
get  the  business,  and  they  were  very  much  upset  about  it  and  they 
wrote  us  this  letter. 

Mr.  Nehemkis.  You  see  this  occurs  after  the  financing,  Mr.  Com- 
missioner, and  I  want  to  take  it  up  again  at  a  later  time. 

Acting  Chairman  O'Connell.  Well,  Mr.  Swan,  in  cases  similar 
to  this  one,  as  former  representative  of  the  Guaranty  Co.,  and  having 
the  contacts  you  had  with  these  former  issuing  companies,  you  had 
no  hesitancy  in  confidently  asserting  a  claim  to  that  business,  did 
you  ?     I  am  not  saying  a  legal  claim. 

Mr.  Swan.  I  think  I  "had  a  great  <Jeal  of  hesitation  until  the  com- 
pany designated  us  as  their  bankers.  We  didn't  know  whether  these 
companies  who  had  formerly  done  business  with  the  Guaranty  Co. 
were  going  to  do  business  with  us.  We  asserted  to  the  best  of  our 
ability  our  personal  relationship  with  the  companies  in  the  past;  no 
question  about  that. 

Acting  Chairman  O'Connell.  You  asserted  that  by  virtue  ot  your 
former  experience  with  the  companies  you  hoped  to  do  that  business 
and  that  other  people  should 

Mr.  Swan  (interposing) .  We  hoped  to  get  the  business  and  we 
went  to  the  companies;  we  said  to  them,  "Because  of  our  personal 
relationships  with  you  in  the  past  we  nope  you  will  give  us  the 
business." 

Acting  Chairman  O'Connell.  Wouldn't  you  also  think  it  proper 
to  say  to  another  investment  banking  house,  "Keep  your  hands  off 
this  business"? 

Mr.  Swan.  I  don't  think  we  did  this,  and  I  think  this  letter  would 
rather  indicate — it  says  [reading  from  "Exhibit  No.'1867"]  : 

Joe  was  frank  to  say  that  they  had  ho  discussion  so  far.  Further  that 
Joe  said  "I  do  not  want  to  tie  you  up  in  any  way." 

Acting  Chairman  O'Connell.  Could  you  have  tied  them  up  in  an} 
way? 

Mr.  Swan.  No,  I  don't  believe  so,  unless  they  wanted  to  be  tied 
up.    I  couldn't  have  tied  them  up  in  any  way. 

CONVERSATIONS  WITH  E.  A.  POTTER — Resumed 

Mr.  Nehemkis.  Mr.  Swan,  will  you  examine  what  purports  to  be 
a  series  of  diary  entries  made  by  various  partners  of  your  firm  and 
tell  me  whether  you  recognize  that  sheet  as  a  true  and  correct  copy  ? 

Mr.  Swan.  I  do,  yes. 

Mr.  Nehemkis.  The  document  identified  by  the  witness  is  offered 
in  evidence.  It  is  that  document,  Mr.  Chairman,  to  which  I  re- 
ferred earlier  as  showing  twenty-one  various  conversations  with 
people  at  the  Guaranty  Trust  Co.  concerning  this  piece  of  financing. 

Acting  Chairman  O'Connell.  It  will  be  admitted. 

(The  document  referred  to  was  marked  "Exhibit  No.  1877"  and 
appears  in  the  appendix  on  p.  12796.) 

Mr.  Nehemkis.  Didn't  Mr.  E.  A.  Potter  suggest  that  you  write 
personally  to  Mr.  Wilson  about  this  matter,  Mr.  Swan  ? 

Mr.  Swan.  I  believe  he  did. 
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Mr.  Nehemkis.  And  following  his  suggestion  and  your  discussion 
with  him  is  not  this  a  copy  of  the  letter  you  wrote  to  Mr.  Wilson? 

Mr.  Swan.  That  is  correct. 

Mr.  Nehemkis.  And  this  letter  dated  March  13,  1935,  by  yourself 
to  Mr.  Wilson  reads  as  follows  [reading  from  "Exhibit  No.  1878"] : 

During  the  past  few  months  various  of  my  partners  and  I  have  had  con- 
versations with  Mr.  E.  A.  Potter,  Jr.,  with  respect  to  the  possibility  of  a 
refunding  operation  in  connection  with  your  outstanding  6%  Bonds. 

The  letter  is  offered  in  evidence,  Mr.  Chairman. 

Acting  Chairman  O'Connell.  It  will  be  received. 

(The  letter  referred  to  was  marked  "Exhibit  No.  1878"  and  is 
included  in  the  appendix  on  p.  12799.) 

Mr.  Nehemkis.  And  I  show  you  now  a  memorandum  by  Mr.  Cut- 
ler dated  March  8,  1935.  Will  you  examine  this  and  tell  me  whether 
that  is  a  true  and  correct  copy  of  an  original  in  your  possession  ? 

Mr.  Swan.  It  is. 

Mr.  Nehemkis.  The  document  identified  by  the  witness  is  offered 
in  evidence,  Mr.  Chairman. 

Acting  Chairman  O'Connell.  It  will  be  admitted. 

(The  letter  referred  to  was  marked  "Exhibit  No.  1879"  and  is 
included  in  the  appendix  on  p.  12799.) 

Mr.  Nehemkis.  Now  at  the  time  of  these  conversations  with  Mr. 
Potter  did  I  not  understand  you  to  testify  earlier  that  Mr.  Potter 
was  a  director  of  Wilson  &  Co.? 

Mr.  Swan.  I  did. 

Mr.  Nehemkis.  Was  Mr.  Potter  by  chance  authorized  by  Wilson 
&  Co.  to  discuss  financing  plans  and  programs  with  investment  bank- 
ing houses  ?     Do  you  recall  ? 

Mr.  Swan.  Not  as  far  as  I  know. 

Mr.  Nehemkis.  Is  it  customary  for  directors  of  corporations  to 
hold  informal  discussions  of  this  character  with  various  banking 
houses  concerning  future  plans  and  programs  ? 

Mr.  Swan.  I  think  it  is  quite  customary  for  investment  banking 
houses  to  go  to  directors  or  officers  of  banks  to  discuss  with  them  the 
possibility  of  business  with  a  company  in  which  they  are  directors. 
Of  course,  as  far  as  Mr.  Potter  was  concerned,  we  discussed  no  plan 
or  program  with  him  and  he,  as  the  memoranda  and  letters  show,  was 
on  the  telephone  with  Mr.  Wilson  informing  Mr.  Wilson  that  we 
had  talked  to  him  about  this  or  that,  and  when  I  wrote  the  letter  I 
referred  to  the  fact  that  I  had  talked  to  Mr.  Potter.  There  was  a 
very  close  relationship  between  Mr.  Potter  and  Mr.  Wilson.  Mr. 
Wilson  was,  as  I  testified — had  been  director  of  the  Guaranty  Trust 
Co.  and  he  had  a  very  high  regard  for  the  Guaranty  Trust  Co.  and 
leaned  on  them  a  good  deal  for  advice. 

Mr.  Nehemkis.  Now  on  March  12,  1935,  Mr.  John  W.  Cutler  had 
occasion  to  make  the  following  diary  entry  [reading  from  "Exhibit 
No.  1877"] : 

Talked  again  with  Potter  on  telephone,  who  called  me.  Explained  that  the 
Guaranty  had  handled  previous  financing  for  Company,  and  had  associates  in 
those  former  deals,  some  of  whom  would  have  to  be  taken  care  of. 

Now  was  not  Mr.  Potter's  communication  tantamount  to  dictating 
who  the  members  of  the  new  syndicate  were  to  be?  In  other  words, 
did  this  not  mean  that  the  old  banking  group  and  their  successors 
would  have  to  be  taken  care  of  in  the  new  financing? 
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Mr.  Swan.  I  have  examined  that  memorandum  and  I  am  at  a  loss 
to  understand  it,  except  by  substituting  the  name  of  Russell,  who 
called  me.  It  makes  sense  that  way,  and  doesn't  make  sense  any 
other  way. 

Mr.  Nehemkis.  I  thought  it  made  sense,  leaving  the  name  Potter 
in,  but,  of  course,  I  may  be  mistaken  about  that.  I  accept  your 
explanation. 

Acting  Chairman  O'Connell.  Who  is  Russell? 

Mr.  Nehemkis.  Faris  Russell  of  White,  Weld  &  Co.  Potter  is 
the  gentleman  to  whom  reference  has  previously  been  made,  namely, 
E.  A.  Potter,  Jr.,  vice  president  of  the  Guaranty  Trust  Co. ;  the  wit- 
ness has  just  indicated^  that  it  may  be  it  should  have  read  Russell. 
I  indicated,  although  I  accept  the  witness's  explanation,  that  it  might 
make  awfully  good  sense  leaving  Potter  in. 

Acting  Chairman  O'Connell.  In  the  second  sentence  which  starts 
with  the  words  [reading  further  from  "Exhibit  No.  1877]  : 

Explained  that  the  Guaranty  had  handled — 

Does  that  mean  that  Mr.  Cutler  explained  or  that  Mr.  Russell  or 
Potter,  as  the  case  may  be,  explained  ?  Have  you  that  memorandum 
in  front  of  you  ?  Reading  the  word  Russell  in  the  first  sentence,  who 
explained  in  the  second  sentence? 

Mr.  Swan.  "Talked  again  with  Potter."  I  would  like  to  read  this, 
substituting  Russell. 

Talked  again  with  (Russell)  on  telephone,  who  called  me.  Explained  that 
the  Guaranty  had, handled  previous  financing  for  company. 

Now  we  wouldn't  have  to  explain  that  to  E.  A.  Potter. 

Acting  Chairman  O'Connell.  Who  would  have  explained  that? 

Mr.  Swan.  J.  W.  Cutler  who  talked  to  Russell  or  Potter.  J.  W. 
Cutler  would  not  have  to  explain  to  Potter  that  we  did  the  last 
financing  for  the  company.     [Reading  from  "Exhibit  No.  1877"]  : 

Explained  that  the  Guaranty  had  handled  previous  financing  for  the  Company 
and  had  associates  in  those  former  deals — 

Which  of  course  Potter  had  known  for  years. 

Some  of  whom  would  have  to  be  taken  care  of. 

Mr.  Nehemkis.  May  I  interrupt  just  for  a  moment,  Mr.  Swan? 
May  I  have  the  same  privilege  of  doing  the  same  thing  and  leaving 
it  as  it  is? 

Talked  again  with  Potter  on  the  telephone,  who  called  me. 

Now  I  insert  a  word.    [Reading  from  "Exhibit  No.  1877"]  : 

(Potter)  explained  that  the  Guaranty  had  handled  previous  financing  for  the 
company  and  has  associates  in  those  former  deals,  some  of  whom  would  have 
to  be  taken  care  of. 

Mind  you,  Mr.  Chairman,  I  do  not  doubt  the  witness's  statement, 
but  I  present  for  the  evaluation  of  the  committee  that  reasonable 
men  could  take  either  interpretation. 

Acting  Chairman  O'Connell.  We  are  trying  to  interpret  that,  but 
I  was  merely  asking  Mr.  Swan  whether  in  the  second  sentence  now, 
that  we  speak  of,  explained,  he  understood  that  it  was  Mr.  Cutler 
that  did  the  explaining,  or  whether  it  was  the  man  on  the  other  end 
of  the  telephone. 
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Mr.  Swan.  May  I  ask  you  to  read  the  last  sentence?  [Heading 
from  "Exhibit  No.  1877"] : 

Russell  said  he  understood  and  would  leave  it  to  us  to  take  care  of  his  Arm 
in  the  proper  way. 

Now,  why  do  we  switch  from  Potter  to  Russell  ?  The  only  person 
that  has  been  mentioned  previously  is  Potter.  The  only  way  to  me 
that  this  memorandum  can  be  understood  at  all  is  to  substitute 
Russell  for  Potter  in  the  first  line. 

Mr.  Nehemkis.  I  will  be  frank  to  say  that  it  puzzled  me  and  I 
thought  that  it  possibly  meant  that  after  this  telephone  conversation 
by  Potter,  who  indicated  that  some  of  the  old  members  of  the  group 
had  to  be  taken  care  of ;  that  Mr.  Cutler  then  called  Faris  Russell  of 
White,  Weld  and  explained  that  conversation,  and  that  Faris  Russell 
said,  "Joe,  I  understand,  and  we  will  fold  our  hands  and  await 
results." 

Mr.  Swan.  I  feel  so  confident  that  Potter  understood  all  this,  and 
Cutler  understood  all  this,  and  I  understood  all  this,  I  can  only  ask 
you  to  accept  it  and  I  really  think  my  correction  is  correct. 

Acting  Chairman  O'Connell.  Just  not  to  labor  the  point,  as  I 
understand  your  interpretation  of  it,  Mr.  Cutler  was  in  a  position  to 
tell  Mr.  Russell  that  this  previous  financing  having  been  handled  by 
Guaranty,  that  his  firm,  that  is,  Smith,  Barney  &  Co.  and  other  asso- ' 
ciates  in  the  former  deals,  would  have  to  be  taken  care  of. 

Mr.  Swan.  That  is  right,  if  we  got  the  business.  We  at  this  time 
had  not  been  named  as  bankers  by  the  company.  This  all  presup- 
poses our  securing  the  position  as  banker  for  the  company. 

Acting  Chairman  O'Connell.  Oh,  yes. 

Mr.  Nehemkis.  Shall  I  proceed? 

Acting  Chairman  O'Connell.  Yes;  please. 

Mr.  Nehemkis.  Now,  returning  to  the  period  of  negotiations,  Mr. 
Swan,  on  March  14,  1935,  did  you  not,  together  with  Mr.  Cutler,  talk 
with  Maurice  Newton,  of  Hallgarten  &  Co.,  about  this  business?  Do 
you  recall  that? 

Mr.  Swan.  I  believe  so. 

Mr.  Nehemkis.  And  on  the  following  day,  March  15,  did  you  not 
discuss  the  matter  with  Mr.  Enierich,  a  partner  of  Hallgarten,  and 
also  a  director  of  Wilson  &  Co.? 

Mr.  Swan.  I  believe  so. 

Mr.  Nehemkis.  Now,  in  the  diary  entry  of  Mr.  Cutler  as  of  March 
18,  J935,  he  had  the  following  to  say  [reading  from  "Exhibit  No. 
1877"]  : 

JRS  and  I  talked  with  Maurice  Newton  of  Hallgarten  3/14/35  and  the  next 
day  JRS  talked  with  Enierich  of  Hallgarten,  a  director  of  Wilson.  We  told  him 
we  had  been  working  on  the  business  and  referred  to  the  old  joint  account 
they  had  with  the  Guaranty  and  asked  them  to  join  us,  which  they  said  they 
would  be  glad  to  do. 

Now  may  I  call  your  attention  to  the  next  entry : 

We  also  told  them  we  were  committed  to  White,  Weld  &  Co.  for  an  interest 
if  business  resulted. 

I  continue: 

I  subsequently  reported  this  to  Faris  Russell — 
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Faris  Russell  is  the  same  Faris  Russell,  a  partner  of  White,  "Weld. 

who  again  said  they  were  entirely  agreeable  to  leaving  the  makeup  of  the 

group  and  interests  to  us.     I  also  reported  the  Hallgarten  development  to  Ned 

Potter- 
Ned  Potter  is  the  same  E.  A.  Potter,  Jr.,  vice  president  of  the 

Guaranty  ? 
Mr.  Swan.  That  is  right. 
Mr.  Nehemkis  (continuing)  : 

who  thought  it  was  a  wise  move. 

Now  I  read  to  you  a  subsequent  diary  entry  of  April  4,  1935,  by 
John  W.  Cutler,  as  follows  [reading  further  from  "Exhibit  No. 
1877"]  : 

JRS  called  on  Mr.  T.  E.  Wilson  in  Chicago  4/1  and  was  very  cordially  re- 
ceived by  him.  Explained  to  him  the  dissolution  of  Guaranty  Company  and 
status  of  EBP  &  Co.  and  advised  him  we  were  very  anxious  to  be  given'  con- 
sideration in  connection  with  any  financing  which  he  might  do. 

So  that  up  to  this  point  the  company  had  not  yet  really  decided  on 
who  its  bankers  were  to  be  ? 

Mr.  Swan.  I  think  that  is  correct. 

Mr.  Nehemkis.  Theoretically  it  might  be  anybody's  business? 

Mr.  Swan.  It  was  entirely  in  the  hands  of  the  company  to  decide 
whom  they  might  want  to  have  handle  their  business. 

Mr.  Nehemkis.  And  at  this  particular  time,  you  recall,  March 
and  April  of  1935,-  the  company  was  actively  considering  which 
banking  house  would  receive  the  deal  ? 

Mr.  Swan.  I  presume  they  were  considering  it.  I  don't  know;  I 
don't  know  whether  they  were  devoting  such  time  to  it  or  not.  We 
were  paying  attention  to  trying  to  get  it. 

Mr.  Nehemkis.  I  wonder  if  that  was  altogether  the  case.  For  ex- 
ample, let  me  read  you  a  diary  entry  by  Mr.  Cutler  as  of  March  26, 
1935  [Reading  from  "Exhibit  No.  1877"] : 

Newton  rt  sorted  from  Emerich,  who  attended  directors  meetings  today,  that 
the  matter  of  ^financing  was  not  discussed. 

Apparently  Mr.  Cutler  was  very  anxious  to  know  about  these 
things,  because  at  this  time  he  wrote  down  it  was  not  discussed,  and 
on  May  3  of  1935  Mr.  Cutler  again  wrote  the  following  [reading  fur- 
ther] : 

Ned  Potter  said  Company  had  engaged  Price,  Waterhouse  to  begin  necessary 
work  looking  towards  registration. 

In  other  words  things  are  beginning  to  pick  up. 

As  far  as  he  knew  they  had  made  no  commitments  with  any  bankers. 

Now  although  the  business  had  not  been  definitely  awarded  to  you, 
you  were  nevertheless  proceeding  tentatively  at  least  with  the  or- 
ganization of  the  syndicate,  were  you  not  ? 

FORMATION   OF  THE  WILSON  &   CO.   SYNDICATE 

Mr.  Swan.  We  were  dLcussing  it  with  others,  yes.  As  I  have  said 
before,  and  I  think  these  memoranda  show,  we  were  very  active  in 
trying  to  get  this  and  other  pieces  of  business.  I  think  that  we 
thought  that  one  thing  that  would  be  helpful  in  getting  this  business 
was  to  get  together  a  group  of  people  who  were  persona  grata  with 
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the  company  and  would  be  a  group  of  people  with  whom  the  com- 
pany would  like  to  do  business.  But  we  did  not  have  the  business 
at  this  time.  We  ma}r  be  said  to  have  been  a  little  previous  in  the 
way  we  proceeded,  but  that  is  what  is  often  done,  and  previous  to 
people  getting  a  piece  of  business  they  will  often  get  together  to  dis- 
cuss ways  and  means  of  securing  it. 

Mr.  Nehemkis.  In  fact,  it  is  necessary,  if  you  are  going  to  do  a 
piece  of  syndication,  when  the  deal  materializes  ? 

Mr.  Swan.  We  need  a  group  if  it  materializes. 

Mr.  Nehemkis.  And  you  considered  the  advisability  at  this  time 
of  bringing  in  Field,  Glore,  now  Glore,  Forgan  ? 

Mr.  Swan.  We  did. 

Mr.  Nehemkis.  And  that  was  because  of  Halstead  Freeman's 
connection  with  the  account,  was  it  not? 

Mr.  Swan.  We  were  rather  strongly  of  the  opinion,  in  which  we 
were  correct,  that  in  this  piece  of  business  that  the  company  would 
undoubtedly  want  to  have  a  Chicago  banker  associated  with  it. 
The  three  Chicago  banks  which  had  previously  been  associated  with 
this  business  were  not  able  to  be  in  the  business  any  longer.  We 
thought  that  Field,  Glore  &  Co.  were  the  bankers  in  Chicago  most 
fitted  to  represent  that  Chicago  market  in  the  business,  and  we  also 
felt  that  Halstead  Freeman  was  rather  predisposed  to  them. 

Mr.  Nehemkis.  M*.  Cutler,  on  May  14,  1935,  had  this  to  say  [read- 
ing further  from  "Exhibit  No.  1877"] : 

JRS  spoke  to  Newton  re  inclusion  of  Field,  Glore  &  Co.,  on  account  of 
Halstead  Freeman,  who  is  being  retained  by  the  company  in  connection  with 
proposed  financing.     Speak  to  First  Boston  before  going  further. 

Was  not  the  reason  for  communicating  with  the  First  Boston  Cor- 
poration, Mr.  Swan,  due  to  the  fact  that  Chase  Securities  Corpora- 
tion, the  predecessor  organization  of  First  Boston,  had  been  a  mem- 
ber of  the  old  Guaranty  Company  group  ? 

Mr.  Swan.  That  was  one  reason.  Another  reason  was  that,  of 
course,  they  would  be  very  acceptable  members  of  any  group  to  do 
a  piece  of  business  of  this  sort. 

Mr.  Nehemkis.  Mr.  Chairman,  subject  to  the  arrangement  pre- 
viously made,  that  certain  documents  be  identified  toward  the  end 
of.  the  week,  I  should  like  at  this  time  to  offer  in  evidence  a  letter  by 
D.  R.  Linsley,  vice  president  of  The  First  Boston  Corporation,  under 
date  of  May  18,  1935,  addressed  to  J.  R.  Briggs,  vice  president  of 
H.  M.  Byllesby  and  Company,  marked  "Confidential."  Mr.  Linsley 
wrote  as  follows  to  Mr.  Briggs  [reading  from  "Exhibit  No.  1880"]  : 

On  last  Thursday  Joe  Swan  of  Edward  B.  Smith  &  Co.  called  up  Harry 
Addinsell  and  told  him  that  they  were  working  on  a  refunding  operation  for 
Wilson  &  Co. 

In  checking  up  our  past  historical  records,  it  came  to  my  attention  that  over 
a  period  of  years  the  financing  for  Wilson  &  Co.  was  handled  by  a  group  of 
which  the  Guaranty  Company  was  the  manager  and  in  which  were  included 
Chase  Securities  Corporation,  Blair  &  Co.,  Hallgarten  &  Co.,  First  Trust  and 
Savings  Bank,  Chicago,  Continental  and  Commercial,  Chicago  and  Illinois 
Merchants  Trust  Company,  Chicago. 

For  your  confidential  information,  the  Guaranty,  Chase,  Blair  and  Hall- 
garten each  had  an  interest  of  approximately  18.75%. 

In  the  early  part  of  March  Miles  Warner 

Is  that  Warner  or  Werner? 
Mr.  Swan.  I  don't  know. 
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Mr.  Nehemkis  (continuing)  : 

In  the  early  part  of  March  Miles  Warner  told  rae  of  the  discussions  which 
he  had  had  with  one  of  the  Wilsons  and  asked  if  we  would  be  interested  in 
figuring  on  the  business  and  on  the  15th  of  March,  in  response  to  a  wire  from 
George  Leness,  I  indicated  to  Miles  that  we  were  unwilling  to  undertake  a  deal 
along  the  terms  similar  to  Swift  or  to  enter  into  negotiations  which  involved 
a  high  degree  of  competition  and  stated  that  if  the  company  was  prepared 
to  sit  down  and  discuss  the  best  form  of  financing,  we  would  be  interested  in 
principle  in  so  doing.  I  did  not  hear  anything  further  about  this  matter  and 
assumed  that  it  had  died  a  natural  death. 

At  the  time  of  my  discussions  with  Miles,  I  did  not  realize  that  the  Chase 
Securities  Corporation  had  always  been  in  the  group  headed  by  the  Guaranty 
Company  of  New  York.  As  Mr.  Swan  indicated  that  they  had  discussed  this 
matter,  we  told  him  that  we  would  be  delighted  to  join  with  him  in  discussing 
the  re-formation  of  the  old  group.  We  told  Mr.  Swan  of  Miles  Warner's  con- 
nection with  one  of  the  Wilsons  and  of  our  discussions  with  him  and  said  that 
we  would  like  to  see — when,  as  and  if  the  group  is  formed — that  H.  M.  Byllsby 
and  Company  had  a  position  in  the  business  and  that  we  assumed  that  this 
would  be  agreeable  to  him.  He  indicated  to  us  that  he  also  wanted  to  consider 
the  inclusion  of  White,  Weld  and  Field,  Glore. 

I  know  that  you  will  protect  me  on  this  information,  but  I  want  you  to 
know,  the  facts  in  connection  with  these  discussions  and  while,  naturally,  I 
would  not  want  to  attempt  to  involve  you  in  making  any  decision,  it  seems 
to  me  that  it  is  most  logical  that  the  old  group  should  have  a  legitimate  claim 
on  the  business — particularly  with  the  tie-in  with  the  Guaranty  Trust  Company 
and  if  we  can  work  it  around  so  that  H.  M.  Byllesby  and  Company  has  an 
original  interest  and  an  appearance  position,  it  would  seem  to  be  the  desirable 
thing  to  do — rather  than  to  get  into  a  competitive  mess. 

The  document  is  offered  in  evidence,  Mr.  Chairman. 

Acting  Chairman  O'Connell.  It  may  be  received. 

(Letter  referred  to  was  marked  "Exhibit  No.  1880"  and  is  in- 
cluded in  the  appendix  on  p.  12799.) 

Mr.  Henderson.  Has  Mr.  Swan  a  copy  of  this?  The  next  to  the 
last  paragraph  relates  to  him.    I  don't  want  him  to  miss  it. 

Mr.  Swan.  All  right. 

Mr.  Nehemkis.  Subject  to  the  same  arrangement,  Mr.  Chairman, 
I  shall  offer  a  memorandum  by  Mr.  H.  M.  Addinsell  of  The  First 
Boston  Corporation,  under  date  of  May  16,  1935,  relating  to  the 
Wilson  &  Company  financing.  Mr.  Addinsell  wrote  as  follows  [read- 
ing from  "Exhibit  No.   1881"]  : 

Mr.  Swan  asked  me  yesterday  whether  we  would  join  with  them  in  re- 
constituting the  old  group  which  the  Guaranty  headed  for  Wilson  &  Co.  busi- 
ness. After  discussion  here  I  told  Mr.  Swan  that  we  would  be  glad  to  do  so.  I 
called  his  attention  to  the  fact  that  Mr.  Miles  Warner  of  Byllesby,  who  is  a 
personal  friend  of  some  of  the  younger  Wilsons,  had  talked  with  Mr.  Leness 
about  the  matter  some  months  ago,  but  that  we  told  Mr.  Warner  that  we  would 
not  want  to  be  drawn  into  competition  for  the  business  and  we  have  heard 
nothing  about  it  since. 

This  memorandum  from  which  I  have  just  read  is  offered  in 
evidence. 

Acting  Chairman  O'Connell.  It  may  be  admitted. 

(The  memorandum  referred  to*  was  marked  "Exhibit  No.  1881"  and 
is  included  in  the  appendix  on  p.  12800.) 

Mr.  Nehemkis.  Mr.  Chairman,  subject  to  the  same  understanding, 
I  shall  offer  in  a  moment  a  telegram  from  Mr.  Linsley,  of  The  First 
Boston  Corporation,  under  date  of  March  15,  1935,  over  the  Byllesby 
wire  to  Miles  Warner  in  Chicago,  as  follows  [reading  from  "Exhibit 
No.  1882-1"] : 

After  thorough  discussion  Wilson  and  Company  we  have  decided  as  matter 
of  policy  that  we  are  unwilling  to  undertake  a  deal  along  terms  which  are 
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similar  to  Swift  or  to  enter  into  negotiations  which  involve  a  high  degree  of 
competition.  (Stop)  If  company  is  prepared  to  sit  down  and  discuss  best  form 
of  financing  we  would  be  interest '  in  principle  in  so  doing. 

May  the  document  be  received  in  evidence? 

Acting  Chairman  O'Connell.  It  may  be  received. 

(The  telegram  referred  to  was  marked  "Exhibit  No.  1882-1"  and 
appears  in  full  in  the  text  on  p.  12526.) 

Mr.  Nehemkis.  Now,  Mr.  Swan,  you  will  recall  that  that  telegram 
from  which  I  read  was  sent  three  months  before  the  previous  memo- 
randum by  Mr.  Addinsell  of  May  16,  and  that  would  seem  to  indi- 
cate that  Mr.  Addinsell's  point  of  view  was  not  a  spur-of-the-moment 
decision,  and  that  it  was  rather  one  which  reflected  the  general  posi- 
tion of  his  corporation.     Would  it  not  so  seem  to  you,  Mr.  Swan? 

Mr.  Swan.  I  don't  know  what  Mr.  Addinsell's  views  were.  I 
wouldn't  want  to  interpret  his  telegram. 

Mr.  Nehemkis.  Now,  on  June  6,  1935,  did  not  the  company  finally 
decide  to  put  the  financing  in  your  hands  ? 

Mr.  Swan.  On  June  6?     I  think  that  is  the  correct  date. 

Mr.  Nehemkis.  But  it  was  not  to  be  leadership  of  the  account? 

Mr.  Swan.  It  was  to  be  a  joint  leadership  by  ourselves  and  Field, 
Glore. 

Mr.  Nehemkis.  Do  you  recall  the  membership  of  the  syndicate 
upon  which  E.  B.  Smith  and  Field,  Glore  &  Co.  had  tentatively 
agreed  ? 

Mr.  Swan.  I  have  read  it  over.  I  don't  recall  it  without  a  memo- 
randum. 

Mr.  Nehemkis.  I  show  you  a  memorandum  dated  September  9, 
1935,  and  ask  you  whether  this  does  not  refresh  your  recollection. 

Mr.  Swan.  I  identify  this. 

(The  memorandum  referred  to  was  marked  "Exhibit  No.  1882-2" 
and  is  included  in  the  appendix,  p.  12,801.) 

Mr.  Nehemkis.  Will  you  tell  me  the  tentative  members  agreed 
upon  at  the  time,  if  you  can  ? 

Mr.  Swan.  This  list  which  I  am  reading  was  a  list  tentatively 
agreed  upon  by  Forgan,  of  Fi3ld,  Glore,  and  myself  before  consul- 
tation with  the  company ;  this  was  to  be  submitted  to  the  company : 
Edward  B.  Smith  &  Co. ;  Field,  Glore ;  First  Boston ;  Speyer  &  Com- 
pany; Hallgarten  &  Co.;  Bancamerica-Blair  Corporation;  White, 
Weld ;  Goldman,  Sachs. 

Mr.  Nehemkis.  Now  the  new  names  in  that  account  as  tentatively 
agreed  upon  were  Field,  "Glore;  White,  Weld;  and  Goldman, 
Sachs 

Mr.  Swan  (interposing).  And  Speyer. 

Mr.  Nehemkis.  And  Speyer.  E.  B.  Smith  haa  had  some  previous 
relation  to  the  business  through  the  association  with  Guaranty,  the 
First  Boston  through  the  Chase  Securities,  Hallgarten  having  been 
joint  account  in  the  old  days,  Bancamerica-Blair  also. 

Mr.  Swan.  That  is  correct. 

Mr.  Nehemkis.  Now,  was  not  White,  Weld's  name  suggested  be- 
cause of  your  prior  commitment  to  them? 

Mr.  Swan.  I  suppose  that  is  a  proper  way  to  put  it,  yes;  that 
and  because  they  were,  of  course,  primarily — each  one  of  these  that 
were  suggested  for  these  accounts,  when  suggested  by  the  bankers, 
I  think  it  is  because  they  will  add  something  to  the  account,  and 

1  So  in  original. 
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White,  Weld  would  make  good  members  of  the  account  in  the  first 
place,  and  in  the  second  place  because  we  had  had  these  discussions 
with  them  about  which  we  have  had  testimony. 

Mr.  Nehemkis.  Now,  in  the  world  of  investment  banking,  as  in 
other  activities,  I  suppose  considerations  other  than  those  immedi- 
ately at  hand  enter  into  determinations,  and  in  the  Wilson  &  Com- 
pany syndication  "banking  politics"  entered  into  the  picture.  For 
example,  your  list  of  participants  was  not  altogether  acceptable  to 
the  company.  The  company  desired  to  include  in  the  syndicate  cer- 
tain other  houses,  do  you  recall? 
Mr.  Swan.  I  do. 

Mr.  Nehemkis.  Can  you  recall  at  this  time  the  names  of  the  other 
houses  that  the  company  wanted  included  in  the  syndication? 
Mr.  Swan.  I  do,  yes. 

Mr.  Nehemkis.  What  were  the  names  of  the  houses  that  the  com- 
pany wanted  included  in  the  syndication? 

Mr.  Swan.  At  one  period  of  the  discussion,  the  following  is  the 
list  which  was  tentatively  named:  Edward  B.  Smith;  Field,  Glore; 
Speyer;  Kuhn,  Loeb;  Hallgarten;  Lazard;  Lee  Higginson;  Horn- 
blower;  and  Goldman,  Sachs.  The  first  list  I  read  was  before  con- 
sultation with  the  company;  the  second  list  was  after  consultation 
with  the  company. 

Mr.  Nehemkis.  Mr.  Mathers,  will  you  take  the  stand  for  a  moment 
please  ? 

I  show  you  two  documents,  one-  a  memorandum  on  the  stationery 
of  the  S.  S.  Roma,  and  the  other  a  letter  from  Mr.  James  D.  Cooney 
to  Mr.  Wilson.  Will  you  tell  me  where  you  obtained  these  docu- 
ments? 

Mr.  Lloyd  Mathers  (Securities  and  Exchange  Commission). 
These  are  photostatic  copies  of  originals  in  the  files  of  Wilson  &  Co., 
Chicago,  111. 

Mr.  Nehemkis.  The  documents  just  identified  by  Mr.  Mathers  are 
offered  in  evidence. 

Acting  Chairman  O'Connell.  They  may  be  admitted. 
(The  letters  referred  to  were  marked  "Exhibits  Nos.   1883  and 
1884"  and  are  included  in  the  appendix  on  pp.  12802  and  12803.) 

Mr.  Nehemkis.  Do  you  recall  the  reasons  why  the  company  wanted 
Kuhn,  Loeb,  Lazard  Freres,  Lee  Higginson,  and  Hornblower  in- 
cluded ? 

Mr.   Swan.  This  memorandum  states  that  Mr.   Buethe  insisted 
that  Speyer  appear  ahead  of  all  other  houses. 
Mr.  Nehemkis.  Which  memorandum  are  you  reading  from? 
Mr.  Swan.  Memorandum  of  September  9,  1935.     ["Exhibit  No. 
1882-2."] 

Mr.  Buethe — 
whc  is  the  treasurer  of  the  company — 

insisted  that  Speyer  appear  ahead  of  a'?  houses  except  the  two  leaders,  be- 
cause Speyer  had  been  helpful  on  the  reclassification  of  the  stock  last  winter 
and  had  offered  the  first  refunding  plan  for  the  company's  consideration.  Gold- 
man, Sachs  were  included  at  the  company's  request  because  they  had  dealt  in 
the  company's  commercial  paper,  and  Hornblower  was  included  at  the  company's 
request  because  they  also  had  been  of  assistance  to  the  company  in  the  matter 
of  reclassification  of  the  company's  stock. 
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INCLUSION  OF  KUHN,  LOEB  &  CO.  IN  THE  WILSON  &  CO.  SYNDICATE 

Mr.  Nehemkis.  Kuhn,  Loeb  &  Co.  had  never  appealed  in  any  of 
the  Wilson  &  Co.'s  syndicates.  Kuhn,  Loeb,  however,  was  finally  in- 
cluded in  this  syndicate.     Is  that  not  correct,  sir? 

Mr.  Swan.  It  was,  at  the  request  of  the  company,  because  of  Mr. 
Elisha  Walker's  previous  connection. 

Mr.  Nehemkis.  While  you  have  the  document  in  your  hand,  read 
what  it  says  about  Mr.  Elisha  Walker  on  his  firm  being  included. 

Mr.  Swan.  A  list  was  agreed  to  here  after  discussion  [reading  from 
"Exhibit  No.  1882-2"] : 

subject  to  the  approval  of  Mr.  Thos.  E.  Wilson,  who  was  expected  to  return 
from  Europe  within  a  few  days  *  *  *  with  the  reservation  that  it  might 
be  necessary  to  make  room  for  Kuhn,  Loeb,  who,  through  Elisha  Walker,  had 
put  considerable  pressure  on  the  company  for  the  business.  (Blair,  Walker's 
former  affiliation,  having  had  largest  interest  in  previous  financing.) 

Ultimately  Kuhn,  Loeb  was  included  in  the  business. 

Mr.  Nehemkis.  As  I  understand  that,  Mr.  Elisha  Walker  had 
formerly  been  associated  with  Blair  &  Co.  and  had  a  large  participa- 
tion in  the  early  Wilson  business. 

Mr.  Swan.  And  had  been  very  active  in  the  affairs  of  Wilson  &  Co. 
at  one  time. 

Mr.  Nehemkis.  I  beg  your  pardon. 

Mr.  Swan.  And  had  been  very  active  in  the  affairs  of  Wilson  &  Co. 
at  one  time. 

Mr.  Nehemkis.  Subseqently,  Mr.  Walker  became  a  partner  of 
Kuhn,  Loeb  &  Co.? 

Mr.  Swan.  He  did. 

Mr.  Nehemkis.  Kuhn,  Loeb  had  never  participated  in  the  early 
historical-  accounts  of  Wilson  &  Co.  ? 

Mr.  Swan.  That  is  correct. 

Mr.  Nehemkis.  However,  Mr.  Elisha  Walker  was  able  to  bring 
Kuhn,  Loeb  into  this  financing  for  one  of  the  largest  participations 
by  virtue  of  the  fact  that  he  had  formerly  had  an  association  with 
Blair  &  Co.? 

Mr.  Swan.  And  that  Kuhn,  Loeb  &  Co.  were  a  very  strong  and 
powerful  house  who  would  be  acceptable  as  an  addition  to  any 
underwriting  group  of  this  sort- 
Mr.  Nehemkis.  And  according  to  the  entry  made  by  J.  J.  B.  of 
your  own  organization,  Mr.  Walker  apparently  did  something  else. 
He  [reading  from  "Exhibit  No.  1882-2"]  : 

Put  considerable  pressure  on  the  company  for  the  business — 

So  that  you  have  this  anomalous  situation.  Mr.  Walker  is  for- 
merly associated  with  Blair.  He  goes  to  Kuhn,  Loeb.  The  legacy 
passes  through  the  personage  of  Elisha  Walker  to  Kuhn,  Loeb. 
Kuhn,  Loeb  is  included  in  the  syndicate. 

Mr.  Swan.  It  all  indicates  to  me  that  each  and  all  of  us  were  very 
active  in  trying  to  get  business,  and  if  we  had  a  previous  connec- 
tion with  the  company,  we  made  every  effort  we  could  to  make  our- 
selves acceptable  to  the  company. 

Acting  Chairman  O'Connell.  Mr.  Walker  was  doing  the  same 
thing  that  you  were  doing. 

Mr.  Swan.  I  think  he  was. 
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RELATION  OF  THE  INVESTMENT  BANKER  TO  THE  ISSUER  AND  THE  INVESTOR 

Senator  King.  Would,  it  strengthen  the  securities  which  were 
placed  upon  the  market  by  having  a  number  of  reputable  and  strong 
investment  bankers  back  of  the  guaranteeing  or  underwriting  of  the 
securities  situation  ? 

Mr.  Swan.  I  don't  think  I  quite  say  it  would  strengthen  the 
security;  I  think  it  would  strengthen  the  market  for  the  securities 
and  add  public  favor  to  the  securities;  certain  names  in  offering 
securities  have  a  very  favorable  effect  on  those  securities. 

Senator  King.  Where  there  are  a  large  number  of  corporations 
issuing  securities,  initially,  or  for  the  purpose  of  refinancing  out- 
standing obligations,  does  it  give  to  the  securities  which  are  issued 
a  higher  market  value  which  would  inure  to  the  advantage  of  the 
stockholders  by  having  the  securities  endorsed  by  and  disposed  of 
through  a  number  of  large  and  well-known  reputable  banking 
houses,  investment  houses  ? 

Mr.  Swan.  ,>Well,  I  think  taking  the  extreme  case,  if  not  well- 
known,  if  rather  poor  investment  houses  father  the  security,  it  is 
detrimental  to  this  security  as  opposed  to  having  more  reputable  and 
better-known  people  sponsoring  the  security.  There  are  a  number 
of  groups  whose  sponsorship  of  a  security  would  probably  result  in 
those  securities  having  the  same  market  value. 

Senator  King.  It  is  important,  is  it  not,  to  find  as  wide  a  market  as 
possible  for  securities? 

if.  Swan.  I  think  it  is  very  advantageous  to  the  company  to  have 
their  securities  well  sponsored  and  well  distributed. 

Senator  King.  And  is  it  not  beneficial  to  the  public  generally  to 
have  the  securities  instead  of  being  concentrated  in  a  few  buyers, 
say,  in  New  York  City  or  Chicago,  having  them  distributed  and 
purchased  in  all  parts  of  the  United  States? 

Mr.  Swan.  I  think  that  is  advantageous,  and  of  course  in  the 
handling  of  these  underwritings,  they  are  eventually  distributed  all 
over  the  United  States. 

Senator  King.  They  are  not  held  by  a  few  corporations,  then. 

Mr,  Swan.  Well,  only  in  the  case  of  the  private  placements  where 
they  are  held  by  very  few  corporations,  but  when  security  is  initially 
bought  by  a  banking  house  or  by  a  group  of  banking  houses,  they 
eventually  form  what  is  called  a  selling  group,  composed  of  invest- 
ment bankers  distributed  all  over  the  country  so  that  the  bonds 
generally  find  lodgment  pretty  well  all  over  the  country.  Of  course, 
it  is  true  certain  securities  will  find  a  greater  lodgment  in  Pennsyl- 
vania than  they  will  in  Now  England;  another  security  will  find  a 
greater  lodgment  in  New  England  than  in  Pennsylvania,  for  tax 
reasons  or  reasons  of  people  being  more  familiar  with  this  or  that 
type  of  security. 

Senator  King.  Where  there  are  a  number  of  large  investment 
companies  that  take  over  the  securities  for  the  purpose  of  selling 
them,  is  there  any  disposition  to  depress  the  market  or  to  depress 
the  value,  the  original  value  of  the  securities  so  that  they  will  sell 
for  less  than  they  otherwise  would  sell  for,  or  is  it  to  their  advantage 
to  get  for  the  securities  offered  as  large  a  price  as  possible  for  the 
benefit  of  the  companies  that  are  issuing  the  securities? 

Mr.  Swan.  I  think  the  investment  banker  holds  a  different  role 
perhaps  from  people  in  most  other  industries.     The  investment 
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banker  has  a  very  dual  duty.  He  has  a  duty  to  the  company  that 
he  is  financing  and  he  has  a  duty  to  the  public  that  he  is  selling  the 
securities  to.  I  think  the  investment  banker  is  always  trying  his  best 
to  find  out  what  is  the  right  price  and  that  is  not  of  necessity  the 
highest  price.  If  the  investment  banker  isn't  clever  enough  to  find 
a  price  that  is  pretty  close  to  the  price  that  the  securities  will  go  to 
after  they  are  issued,  he  wilkjbe  unpopular  with  the  borrower.  If, 
on  the  other  hand,  he  issues  them  at  a  price  that  declines  from  the 
offering  price,  it  hurts  his  market.  He  has  a  very  delicate  position 
of  finding  the  right  price  for  a  security,  which  is  not  of  necessity  the 
very  highest  price  that  at  that  particular  moment  the  security  might 
possibly  be  brought  out  at. 

Senator  King.  But  doesn't  it  contemplate  that  the  securities  shall 
find  markets  and  the  house  issuing  the  securities,  or  rather  the  cor- 
poration issuing  the  securities  shall  receive  for  its  securities  as  "high 
market  price,  as  under  all  the  circumstances  would  be  just  and  fair? 

Mr.  Swan.  The  investment  b  nker  stands  a  very  much  better  chance 
of  securing  business  if  he  has  the  reputation  of  paying  corporations 
a  good  full  price  for  their  securities. 

Mr.  Miller.  Mr.  Swan,  if  the  price  declines  after  issue  immediately 
because  it  is  overpriced,  you  spoke  of  the  result  as  far  as  the  investor 
is  concerned,  but  it  also,  does  it  not,  hurts  the  corporation's  credit? 

Mr.  Swan.  Oh,  it  reacts  unfavorably  against  the  company.  If 
a  company  is  a  constant  borrower — that  doesn't  mean  that  they  bor- 
row every  year,  but  they  borrow  every 'once  in  a  while — it  is  a  very 
important  thing  to  them  that'  the  securities  should  be  favorably  re- 
ceived and  should  be  popular  with  the  public  and  that  popularity 
certainly,  as  far  as  I  know,  is  achieved  in  just  about  one  way,  and 
that  is  that  it  is  a  profitable  thing  for  the  investor  to  buy  and  not 
an  unprofitable  thing  for  him  to  buy,  so  that  a  decline  from  the 
offering  price  of  the  security  is  detrimental  to  the  borrowing  cor- 
poration, in  my  opinion,  except  as  Mr.  Strauss  said  this  morning, 
this  is  the  one  and  only  time  they  are  going  to  borrow,  and  then 
presumably  they  don't  care,  but  there  are  very  few  corporations 
that  can  say,  "This  is  the  last  and  only  time  I  am  going  to  borrow." 

Mr.  Lubin.  Mr.  Swan,  getting  back  to  the  question  asked  by  the 
Senator  of  Utah  relative  to  the  advantage  of  having  firms  that  have 
a  very  good  reputation  and  substantial  houses  added  to  a  selling 
group  !in  the  sense  that  such  an  addition  adds  to  the  attitude  of  the 
public  in  its  faith  of  the  security,  such  a  thing  would  not  be  true 
under  conditions  such  as  has  been  described  in  the  Wilson  &  Co. 
case  by  the  addition  of  Kuhn,  Loeb  &  Co.  under  pressure,  would  it? 

Mr.  Swan.  I  haven't  been  quite  able  to  hear  you. 

Mr.  Lubin.  Perhaps  I  can  simplify  the  question.  Assuming  that 
the  addition  of  a  well-established  firm  to  the  group  adds  to  the 
prestige  of  the  issue,  the  addition  of  Kuhn,  Loeb  under  the  condition 
described  in  this  Wilson  case  would  not  have  had  any  such  effect. 

Mr.  Swan.  Would  not  add,  you  say  ?  Kuhn,  Loeb  is  an  important 
name,  very  highly  thought  of  by  the  investing  public;  I  think  it  has 
a  good  effect  on  any  issue. 

Mr.  Lubin.  Yes;  but  Kuhn,  Loeb  specifically  provided  that  their 
name  was  not  to  appear  in  advertising  or  on  the  face  of  the  prospec- 
tus, so  that  the  public  didn't  know  they  had  anything  to  do  with  it. 

Mr.  Swan.  The  public  may  not,  but  every  dealer  did.    It  is  the 
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dealers  who  know  those  things.  It  is  not  the  public  who  reads  the 
prospectus  which  is  prepared.  The  public  doesn't  read  these  great 
big  prospectuses  that  we  have  nowadays;  the  dealer  reads  those 
prospectuses. 

Acting  Chairman  O'Conneix.  But  the  public  buy  the  bonds. 

Mr.  Swan.  The  public  buy  the  bonds  because  the  dealer  has  read 
the  prospectus  and  described  the  bond  to  the  public  from  the 
prospectus,  and  the  dealer  makes  his  appraisal  of  the  security  and 
its  value  from  the  prospectus  and  he  has  clients  who  rely  on  him, 
and  on  his  say-so  to  such  an  extent  that  they  buy  those  bonds.  They, 
I  think,  sell  them,  except  to  the  professional  buyer,  from  these  pro- 
spectuses today. 

Acting  Chairman  O'Connell.  It  is  clear,  though,  is  it  not,  that 
the  intrinsic  value  does  not  depend  upon  in  any  tangible  way  the 
identity  of  the  underwriters,  it  depends  rather  upon  the  character 
of  the  issue. 

Mr.  Swan.  Only  to  this  extent,  that  when  people  are  known  to 
have  competent  staffs  and  are  competent  people,  I  think  it  is  gen- 
erally conceded  that  the  intrinsic  value  of  the  bond  has  been  taken 
care  of  through  the  provisions  of  the  indenture. 

Acting  Chairman  O'Connell.  Would  that  depend  more  on  the 
character  of  the  manager,  or  the  issuer  ? 

Mr.  Swan.  The  manager  of  the  account,  oh,  yes. 

Acting  Chairman  O'Connell.  Kuhn,  Loeb  apparently  had  nothing 
to  do  with  that. 

Mr.  Swan.  They  had  nothing  to  do  with  that,  but  their  identity 
with  it  is  helpful,  their  name  is  very  highly  regarded  in  our  business. 

Mr.  Nehemkis.  Mr.  Chairman,  subject  to  the  previous  arrange- 
ment, I  should  like  to  offer  in  evidence  a  document  from  the  files 
of  The  First  Boston  Corporation  relating  to  the  subject  under  dis- 
cussion by  Mr.  D.  R.  Linsley  under  date  of  June  27,  1935.  The 
memorandum  reads  as  follows  (reading  from  "Exhibit  No.  1885") : 

While  Mr.  Burnett  Walker  of  Edward  B.  Smith  &  Co.  was  here  this  after- 
noon, he  explained  the  banking  politics  in  connection  with  the  proposed  issue 
of  $20,000,000  bonds  for  this  company. 

Field,  Glore  are  going  to  head  the  business  in  the  west  and  Edward  B. 
Smith  &  Co.  in  the  east.  The  respective  interests  in  the  business  are  as 
follows — 

And  therein  appears  the  list  of  the  group  and  percentage  of 
participation. 

While  it  has  not  yet  crystallized,  it  is  probable  that  only  the  first  five  names 
will  appear  in  the  advertisement.  Mr.  Walker  explained,  confidentially,  to 
me  that  the  senior  Mr.  Wilson  originally  wanted  Field,  Glore  to  head  the 
business  in  the  west  and  Kuhn,  Loeb  in  the  east,  but  that  for  various  reasons, 
Edward  B.  Smith  &  Co.  was  finally  selected.  Mr.  Walker  stated  that  he  might 
want  to  offer  a  slight  interest  to  Kuhn,  Loeb  &  Co.  and  that  while  he  had 
not  definitely  made  up  his  mind  to  do  so,  he  might  ask  each  member  of  the 
group  to  give  up  10%  of  their  total  to  a  pool.  However,  if  there  is  any  re- 
sistance, he  frankly  feels  that  Field,  Glore  and  themselves  should  make  the 
contribution. 

I  told  Mr.  Walker  that  as  far  as  we  were  concerned  he  could  write  his  own 
ticket.  He  stated  that  probably  in  the  course  of  the  next  four  or  five  days 
further  details  would  be  made  available  to  us. 

I  offer  the  document  in  evidence. 

(The  document  referred  to  was  marked  "Exhibit  No.  1885"  and 
is  included  in  the  appendix  on  p.  12803.) 
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FAILURE  OF  WHITE,  WELD  &  CO.  TO  BE  INCLUDED  IN  THE  8TNDIOATE 

Mr.  Nehemkis.  Mr.  Swan,  there  was  one  phase  of  the  "banking 
politics"  that  Mr.  Burnett  Walker  did  not  explain  to  Mr.  Linsley, 
and  that  was  how  did  it  happeu  that  White,  Weld  &  Co.  was  not 
included  in  the  final  syndicate,  although  you  felt  all  along  that  you 
had  a  commitment  to  them?     Will  you  explain  that? 

Mr.  Swan.  I  would  just  like  to  comment  on  the  words  "banking 
politics."  There  never  was  any  syndicate,  that  was  more,  I  wonx 
say  dictated,  but  more  laid  out  by  the  company  than  this  one  was. 
We  consulted  together  on  it.  '  It  is  obvious  that  we  presented  a  list 
and  they  wanted  to  add  some  names  and  subtract  some  names,  and 
they  wanted  this  person  in  for  a  certain  reason,  and  that  person  for 
a  certain  reason.  The  banking  politics  referred  to  have  nothing 
to  do  with  politics  within  the  group.  I  think  the  banking  politics 
have  to  do,  as  between  the  company  and  certain  bankers,  such-and- 
such  a  banker  had  helped  them  in  their  reorganization,  Goldman, 
Sachs  had  sold  their  paper  for  a  good  many  years,  somebody  else 
had  done  something  else.  This  was  certainly  one  of  the  most  thor- 
ough company  syndicates.  As  far  as  White,  Weld  were  concerned, 
anything,  of  course,  which  we  had  said  to  White,  Weld  had  to  be 
subject  to  the  final  decision  of  the  company.  It  was  the  final  deci- 
sion of  the  company  that  they  did  not  want  White,  Weld  in  the 
business. 

Mr.  Nehemkis.  I  merely  ask  the  question,  Mr.  Swan,  because  your 
partner  Burnett  Walker  having  discussed  the  banking  politics  of 
the  deal  and  Mr.  Linsley  having  recorded  them  I  was  forcibly  im- 
pressed with  the  significant  omission  of  the  reason  for  the  exclusion 
of  White,  Weld  &  Co.,  and  I  am  very  grateful  to  you  for  enlight- 
ening us. 

Mr.  Swan.  Is  it  important  for  your  inquiry  why  they  are  ex- 
cluded ? 

Mr.  Nehemkis.  Yes. 

Mr.  Swan.  May  I  suggest  that  you  call  a  witness  from  the  com- 
pany? 

Mr.  Nehemkis.  It  is  not  necessary,  because  I  shall  continue  read- 
ing from  "Exhibit  No.  1867,"  previously  received  in  evidence,  being  a 
letter  sent  to  Mr.  Cutler  by  Faris  R.  Russell.     I  now  read  from  that : 

Recently  when  it  became  apparent  that  the  business  was  in  the  immediate 
making  and  not  having  heard  from  you,  I  called  your  office  but  could  not 
reach  you.  Later  the  same  day  Burnett  Walker  telephoned  me  asking  for  a 
review  from  us  of  the  Wilson  &  Co.  matter  as  between  ourselves  and  yourselves. 
I  gave  him  the  above  story. 

The  committee  will  recall  that  I  read  that  previously. 

I  did  not  hear  further  from  Burnett  Walker  but  he  came  over  and  saw  Ben 
Clark,  expressed  extreme  regret  and  stated  that  embarrassing  as  it  was  to  your 
firm,  we  could  not  be  included  in  the  Wilson  &  Co.  business,  that  Field,  Olore 
&  Co.  and  the  company  itself  had  refused  your  request  that  we  be  included. 

The  above  chronological  story  of  this  matter  is  based  on  memoranda  made 
immediately  after  the  various  conversations  took  place,  and,  hence,  is  neither 
hazy  in  our  minds  nor  subject  to  misunderstanding  or  faulty  recollection. 

The  above  is  not  sent  to  you  as  a  record  on  which  .we  make  any  claim  on 
you  for  Burnett  Walker  has  already  stated  your  position. 

The  experience,  however,  makes  it  necessary  for  us  to  raise  a  question  as  to 
another  matter  so  I  request  that  you  show  this  letter  to  Joe  and  ask  that  he 
let  us  know  just  what  he  wishes  us  to  understand  with  respect  to  the  position 
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reserved  for  us  in  the  matter  of  Columbia  Gas  &  Electric,  ahout  which  I  have 
uever  had  any  conversation  with  him,  but  it  was  cleared  with  Joe  by  our 
mutual  good  friend,  Jim  Hutton. 

In  order  that  you  and  Joe  may  have  before  you  the  Columbia  Gas  &  Electric 
situation — 

and  so  on,  the  remainder  not  being  relevant  to  your  discussion. 

Mr.  Henderson.  Who  is  Mr.  Hutton  ? 

Mr.  Nehemkis.  Mr.  Hutton  is  with  W.  E.  Hutton,  and  Company, 
an  investment  banking  firm. 

I  now  refer  the  committee  to  "Exhibit  No.  1867"  previously  of- 
fered in  evidence,  subject  to  Mr.  Swan's  identification  of  a  similar 
letter  obtained  from  the  files  of  his  company,  and  the  reason  I  am 
referring  to  them  both  is  because  of  certain  pencil  notations  on  one 
and  so  that  the  record  may  be  thoroughly  correct  and  proper  in  all 
respects,  we  had  better  have  them  both. 

Mr.  Swan.  You  handed  me  the  White,  Weld  one. 

Mr.  Nehemkis.  Oh,  I  am  sorry.  This  has  already  been  marked 
for  the  record. 

Mr.  Swan.  May  I  see  it  ? 

M.  Nehemkis.  This  being  committee  "Exhibit  No.  1867." 

Mr.  Swan.  May  I  point  out  something  in  this  ? 

Mr.  Nehemkis.  I  just  want  to  have  one  other  identified.  Mr. 
Whitehead',  will  you  take  the  stand,  please. 

Is  this  a  copy  of  a  letter  which  you  obtained  from  the  files  of  White, 
Weld  &  Co.? 

Mr.  Whitehead  (Securities  and  Exchange  Commission).  That  is 
correct. 

Mr.  Nehemkis.  Now  on  this  letter  in  connection  with  the  statement, 
Mr.  Chairman,  that  [reading  from  "Exhibit  No.  1867"]  : 

Field,  Olore  and  the  company  itself  had  refused  your  request  that  we  be 
included — 

There  appears  the  following  pencil  notation : 

B.  Walker  says  this  js  incorrect. 

Was  that  the  comment  you  wanted  to  make? 

Mr.  Swan.  That  is  the  comment  I  wanted  to  make.  I  have  dis- 
cussed this  with  him  and  he  tells  me  that  Field,  Glore  &  Co.  had 
nothing  to  do  with  the  exclusion  of  White,  Weld. 

Mr.  Nehemkis.  That  is  precisely  the  reason  why  I  wanted  both 
letters  in  the  record  so  that  correction  would  appear. 

The  document  from  the  files  of  White,  Weld  &  Co.  is  now  offered. 

Acting  Chairman  O'Connell.  It  may  be  admitted. 

(The  letter  referred  to  was  marked  "Exhibit  No.  1886"  and  is  in- 
cluded in  the  appendix,  p.  12804.) 

Mr.  Swan.  I  have  here,  Mr.  Chairman,  three  or  four  papers  which 
have  to  do  rather  with  the  technical  and  mechanical  handling  of  our 
business.  Here  is  one  which  we  call  [reading  from  "Exhibit  No. 
1887-1"] : 

Schedule  of  operations  followed  by  Smith,  Barney  &  Co.  when  acting  in 
capacity  of  head  manager  in  wholesaling  a  new  issue 

And  you  see  it  gives  here  all  of  the  things  that  we  have  to  go 
through  when  we  are  doing  that. 
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I  have  here  a  "Buying  Department  Work  Sheet"  which  shows  all 
of  the  things  we  do  in  preparing  an  issue. 

And  I  have  here  a  memorandum  for  the  Industrial  Division  of  the 
Buying  Department,  "Outline  for  use  as  Guide  in  conducting  Inves- 
tigations of  Industrial  Companies." 

And  I  have  here  a  "Buying  Department  Work  Sheet  Form  for 
use  in  Connection  with  Issues  Headed  by  other  Houses  in  which  we 
have  a  Position  as  an  Underwriter." 

This  record  that  you  are  making  here  is  something  that  will  doubt- 
less at  some  future  time  be  studied  by  people  who  are  interested 
in  investment  banking,  and  there  is  a  good  deal  here  that  is  of 
interest  that  those  interested  in  investment  banking  could  obtain  a 
good  deal  of  information  from.  I  should  like  to  present  it  for  the 
record  if  it  is  your  pleasure  that  I  do  so. 

Mr.  Nehemkis.  I  am  very  happy  to  receive  it  and  I  recommend  it- 
be  spread  on  the  records  of  the  committee. 

Acting  Chairman  O'Connell.  Very  well,  it  may  be  received  for  the 
record. 

(The  documents  referred  to  Avere  marked  "Exhibit  No.  1887-1  to 
1887-4"  and  are  included  in  the  appendix  on  pp.  12806-12829.) 

Mr.  Nehemkis.  While  we  were  discussing  the  problem  of  me- 
chanics, Mr.  Swan,  will  you  be  good  enough  to  identify  this  per- 
formance record  card  kept  by  Edward  B.  Smith  &  Co.  ? 

Mr.  Swan.  I  identify  that. 

Mr.  Nehemkis.  Will  the  reporter  be  instructed  to  mark  two  sheets, 
being  the  performance  record  cards  or  typical  examples  of  perform- 
ance record  cards  kept  by  E.  P.  Smith  &  Co.  These  together  with 
typical  cards  kept  by  other  investment  houses  will  be  referred  to  on 
Friday.1    Since  the  witness  is  here,  I  asked  that  he  identify  them. 

Acting  Chairman  O'Connell.  These  will  be  marked  for  the  record. 

(The  cards  referred  to  were  marked  "Exhibit  No.  1888"  and  are 
included  in  the  appendix  on  p.  12831.) 

PROFESSIONAL,  CHARACTER  OF  INVESTMENT  BANKING — RESUMED 

Mr.  Swan.  Mr.  Chairman  and  Mr.  Examiner,  before  I  leave  the 
stand,  I  would  like  to  ask  whether  it  would  be  proper  for  me  to  say 
a  few  words  about  this  question  of  the  professional  aspect  of  the 
banker.  As  an  investment  banker,  I  sat  here  this  morning  when  you 
were  questioning  Mr.  Schiff  and  Mr.  Strauss,  and  I  didn't  like  to 
break  in  on  that  at  all,  but  I  think  it  is  something  that  I  would  like 
just  to  say  something  about,  if  you  will  ask  me  a  question  about  it, 
or  if  I  may  just  volunteer  it. 

Mr.  Nehemkis.  I  would  be  very  happy  to  have  you,  if  that  is  the 
pleasure  of  the  committee. 

Acting  Chairman  O'Connell.  That  is  fine,  you  may  go  ahead. 

Mr.  Swan.  I  want  to  say  this  because  it  seems  to  me  it  is  quite 
important.  I  don't  think  the  investment  banker  can  claim  that  his 
business  is  a  profession.  I  think  the  investment  banker,  however, 
can  claim  that  it  has  the  characteristics  of  a  profession,  that  it  is 

1  Infra,  p.  12682. 
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similar  to  a  profession,  that  it  is  not  the  same  as  a  profession  but  it 
has  a  great  many  similar  characteristics. 

I  think  in  addition  to  that  it  has  what  I  have  spoken  about  previ- 
ously in  my  testimony,  this  question  of  the  dual  capacity,  our  attitude 
toward  or  our  relations  with  the  borrower  and  our  relations  with 
the  public.  I  have  a  feeling — I  have  had  it  during  this  investiga- 
tion— that  the  idea  of  stressing  the  professional  character  of  our 
business  is  not  quite  accepted.  Now  we  who  have  a  good  deal  of 
pride  in  our  business — and  I  think  most  of  us  in  our  business  have 
a  good  deal  of  pride  in  it — do  feel  that  our  business  has  very  pro- 
fessional aspects  and  we  try  to  make  our  business  as  professional  as 
we  can.  We  think  it  is  to  the  interest  of  the  public  that  our  business 
be  regarded  as  professional.  We  think  that  it  helps  to  carry  out 
our  obligations  to  the  borrower  and.  to  the  public,  that  the  greater 
professional  character  it  can  be  given  the  better,  and  instead  of 
aiming  toward  possibly  depreciating  our  business  or  the  character 
of  our  business  by  more  severe  competition,  competitive  bidding, 
and  all  that  sort  of  thing,  I  feel  very,  very  strongly  that  the  effort 
should  be  to  try  to  raise  the  character  of  our  business.  If  our  busi- 
ness isn't  Sufficiently  professional  today,  let  us  try  somehow  or  other 
to  get  it  on  a  more  professional  basis.  I  think  that  is  the  thing 
that  is  going  to  be  for  the  best  interest  of  the  public.  Now,  Mr. 
Henderson,  this  morning  you  said  in  some  connection  with  some- 
thing you  were  talking  about  that  we  were  considering  the  public 
interest.    I  think  it  is  the  only  interest  to  be  considered. 

Mr.  Henderson.  I  said  it  was  at  least  slightly  tinged  with  the 
public  interest. 

Mr.  Swan.  Well,  it  is  the  only  thing,  sir,  and  I  agree  that  we  are 
talking  about  the  public  interest,  we  are  not  talking  about  the 
interest  of  the  borrower,  bank,  or  investor,  but  we  are  talking  about 
the  public  interest,  and  I  contend  and  contend  very  strongly  that 
to  raise  the  character  of  the  investment  banking  business,  to  make 
it  more  professional  rather  than  less  professional,  would  accrue  to 
the  public  benefit.    If  anything  happens  in  connection  with  our 

business  that  makes  us  mere — what  is  the  word  I  want — mere 

Mr.  Nehemkis.  Merchants  of  securities? 

Mr.  Swan.  Not  merchants  of  securities,  just  peddlers  of  bonds, 
that  is  not  going  to  accrue  to  the  public  interest  in  any  way.  I 
could  go  on  and  talk  a  good  deal  about  the  professional  aspects, 
about  competition,  but  I  do  want  to  stress  this  fact  that  I  hope  you 
gentlemen  will  consider  in  your  deliberations,  whether  our  business 
shouldn't  be  raised  to  a  higher  level  rather  than  to  try  to  push  it 
down  lower. 

Mr.  Nehemkis.  Who  should  do  tne  raising  of  the  character  of 
the  business?     You  said  someone  should  do  it.    Now  who? 

Mr.  Swan.  We  should  raise  it  ourselves.  Let  me  say  this,  Mr. 
Nehemkis,  that  I  believe  if  you  gentlemen  feel  there  is  a  great  deal 
of  concentration  in  a  few  hands,  I  believe  that  that  concentration 
is  in  few  hands  because  we  fellows  have  tried  to  make  our  business 
professional,  because  we  have  approached  it  on  a  professional  basis, 
we  have  emphasized  the  professional  aspect  of  it,  and  our  attitude 
toward  the  borrower  and  the  investor  is  a  professional  attitude.  I 
think  anything  that  makes  us  peddlers  of  bonds  instead  of  invest- 
ment bankers,  is  not  in  the  best  interest  of  the  general  public. 
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Mr.  Lubin.  Mr.  Swan,  may  I  ask  a  question?  Is  it  your  opinion 
that  the  addition  of  competition  in  the  functioning  of  an  industry 
or  a  service  lowers  the  standards  of  the  service? 

Mr.  Swan.  I  think  that  our  business  is  very  highly  competitive 
as  it  is  today.  I  think  it  is  just  as  competitive  as  it  can  be,  and  I 
think  all  of  this  testimony  that  has  been  brought  out  here  indicates 
it.  When  there  is  an  opening  for  anyone  to  get  a  new  piece  of 
business,  every  banker  in  the  country  is  after  it.  After  a  banker  is 
selected  for  a  piece  of  business,  I  think  that  the  people  who  have 
a  regard  for  the  professional  aspects  of  the  banking  business  don't 
try  to  interfere  with  friendly  and  good  relationships  between  banker 
and  client,  but  every  one  of  us,  every  one  of  us,  is  letting  every 
concern  in  this  country  know  that  we  are  right  there  waiting  to 
take  business  any  tirne  an  issuer  is  dissatisfied.  Every  issuer  knows 
that  he  can  go  to  a  half  dozen  or  a  dozen  people  and  they  will  take 
his  business  just  like  that  [snapping  his  fingers]  and  in  our  dealing 
with  our  borrowers  we  are  constantly  conscious  of  that  fact,  that 
there  is  great  potential  competition  in  our  business  all  the  time. 

Mr.  Lubin.  What  would  you,  for  the  sake  of  the  committee,  say 
what  the  industry  itself  could  do  or  what  might  be  done  by  some 
other  agency  to  improve  the  standards  rather  than  lower  them  ? 

Mr.  Swan.  Well,  I  am  fearful  that  competitive  bidding  would  do 
everything  harmful ;  I  think  the  S.  E.  C.  has  done  a  great  deal  for 
our  business.  I  happen  to  think  that  the  N.  R.  A.,  when  our  busi- 
ness had  the  opportunity  to  form  a  group  under  the  N.  R.  A.,  gave 
us  great  opportunities.  That  was  destroyed.  I  think  the  S.  E.  C. 
has  done  a  great  deal  for  the  raising  of  standards  of  our  business, 
and  there  have  been  a  great  many  people  in  our  business  all  the  time 
whose  standards  have  been  very  high;  I  don't  mean  that  there 
haven't  been  high  standards  in  our  business,  I  believe  there  have. 
I  think  there  have  been  periods,  for  instance  in  the  twenties,  when 
terrible  mistakes  were  made,  but  I  do  think  that  the  requirements  of 
the  S.  E.  C.  for  full  publicity  and  various  things  like  that  that  have 
been  brought  about  by  that  law  have  been  very  beneficial.  Now  I 
am  fearful  that  something  is  going  to  be  done  that  will  counteract, 

ferhaps,  the  good  things  that  have  been  happening  to  our  industry, 
think  our  industry  is  on  a  lot  better  basis  and  is  getting  increas- 
ingly so.  I  think  this  National  Securities  Association  which  is  just 
about  to  become  active  under  the  act  is  going  to  be  beneficial,  and  I 
think  the  tendency  of  our  business  is  toward  a  higher  basis  all  the 
time.    I  am  just  fearful  that  something  will  be  done  to  retard  it. 

Mr.  Lubin.  If  we  could  just  for  the  moment,  for  the  sake  of  argu- 
ment, lay  aside  that  fear,  I  would  appreciate  it  very  much  if  you 
could  illuminate  a  bit  further  your  previous  statement,  namely, 
that  it  should  be  made  more  professional.    I  am  interested  in  that. 

Mr.  Swan.  I  think  all  of  these  things  are  tending  to  do  that.  I 
think  we  within  ourselves  are  tending  to  become  more  professional 
all  the  time.  Mr.  Nehemkis  asked  who  will  raise  the  standards.  We 
should  raise  them,  but  we  should  have  the  help  of  people  who  can 
help  us.  The  S.  E.  C.  is  helping  to  raise  the  standards  of  our  busi- 
ness, but  they  can  do  things  that  will  lower  the  standards  of  our 
business.  I  think  things  are  improving  in  our  business.  There  are 
some  pretty  high  standards  in  my  business,  I  think. 
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Mr.  Lubin.  But  you  do  feel  if  you  had  more  competition  in  the 
business  you  would  be  lowering  the  standards  ? 

Mr.  Swan.  No;  it  isn't  a  question  of  competition.  I  think  the 
competition  exists,  but  there  is  a  very  distinct  difference  between 
competition  and  competitive  bidding.  I  think  competitive  bidding 
would  very  materially  lower  the  standards  of  our  business.  I  think 
instead  of  getting  away  from  this  concentration  which  we  are  fearful 
of,  it  would  increase  the  concentration.  For  instance,  my  firm  is  in  a 
much  better  position  to  bid  competitively  than  a  lot  of  others.  I 
think  a  lot  of  us  would  have  a  great  deal  better  chance  of  getting  this 
business  on  competitive  bidding  than  we  have  now,  maybe,  but  it 
wouldn't  do  the  business  any  good,  because  competitive  bidding — of 
course,  you  can  talk  at  great  length  about  competitive  bidding — does 
two  things :  competitive-bidding  not  only  raises  prices  to  the  investor, 
it  certainly  does  that,  but  it  lowers  the  quality  of  the  goods,  and  I 
think  a  professional  attitude  and  approach  to  this  business  raises 
the  quality  of  the  goods  and  gets  the  security,  gets  the  goods,  to  the 
investor  at  a  proper  price.  That  isn't  necessarily  the  top  price  but  it 
is  very  close  to  it. 

Mr.  Lubin.  In  other  words,  you  don't  feel  that  the  same  mechan- 
ism that  is  used  in  the  markets  for  selling  other  types  of  goods  and 
services,  namely,  that  if  the  bidder  who  secures  the  order  can't  de- 
liver the  goods  the  market  should  take  care  of  that  and  that  his  com- 
petitor who  can  do  a  better  job  should  survive,  should  be  used  here? 

Mr.  Swan.  I  think  our  business  is  a  different  type  of  business  from 
that.  I  say  we  are  not  professional  but  we  have  many  characteristics 
similar  to  a  profession,  or  we  should  have,  and  I  believe  we  have. 
I  hate  to  see  that  broken  down.  I  believe  this  dual  relationship  with 
the  investor  is  quite  different  from  any  other  business  that  I  know  of. 

Mr.  Lubin.  Thank  you. 

Acting  Ch  drman  O'Connell.  We  are  very  grateful  to  you,  Mr. 
Swan. 

(The  witness,  Mr.  Swan,  was  excused.) 

FINANCING  AN  UNDERWRITING  TRANSACTION — THE  DAY-LOAN   PROCEDURE 

Mr.  Nehemkis.  Mr.  Chairman,  I  should  like  to  ask  your  indul- 
gence for  about  8  minutes.  There  are  certain  technical  details  in 
reference  to  the  day-loan  procedure  which  Mr.  Swan  and  others  in 
the  industry  have  very  kindly  consented  to  make  available  to  us.  A 
member  of  Mr.  Swan's  organization  will  testify  briefly  with  regard 
to  the  day-loan  procedure  with  respeci;  to  certain  offerings  involving 
E.  B.  Smith  Co.,  and  then  documents  will  be  identified  and  offered 
in  evidence  that  have  been  made  available  to  us  by  other  banking 
firms.  I  ask  your  indulgence  in  this  matter  because  I  regard  this 
mechanical  technique  as  rather  important  to  the  committee's  under- 
standing of  this  problem  of  the  investment  banking  processes  that 
we  are  engaged  in. 

Mr.  Coulson,  will  you  take  the  stand,  please? 

Acting  Chairman  O'Connell.  Do  you  solemnly  swear  that  the  tes- 
timony you  are  about  to  give  in  this  proceeding  will  be  the  truth,  the 
whole  truth,  and  nothing  but  the  truth,  so  help  you  God? 

Mr.  Coulson.  I  do. 
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TESTIMONY   OF  WILLIAM  H.   COULSON,   SMITH,  BARNEY  &  CO... 

NEW  YORE,  N.  Y. 

Mr.  Nehemkis.  Will  you  state  your  full  name  ? 

Mr.  Coulson.  William  H.  Coulson,  Garden  City,  N.  Y. 

Mr.  Nehemkis.  And  you  are  a  member  of  the  staff  of  Smith,  Bar- 
ney &  Co.  ? 

Mr.  Coulson.  That  is  correct. 

Mr.  Nehemkis.  It  is  the  customary  procedure,  is  it  not,  Mr.  Coul- 
son, for  an  underwriter  when  making  payment  for  his  participation 
to  present  a  check  to  the  manager  drawn  to  the  order  of  the  corpora- 
tion whose  securities  have  been  offered  by  the  underwriting  group? 

Mr.  Coulson.  It  is. 

Mr.  Nehemkis.  And  immediately  after  the  closing  there  is  released 
to  each  of  the  underwriters  by  the  syndicate  manager  the  total  num- 
ber of  bonds  to  be  taken  down  by  such  underwriter  for  his  own 
retail  distribution? 

Mr.  Coulson.  That  is  right. 

Mr.  Nehemkis.  And  any  bonds  given  up  by  an  underwriter  to  the 
selected  dealers,  or,  as  the  case  may  be,  for  institutional  sales,  are 
retained  by  the  manager  against  receipt? 

Mr.  Coulson.  That  is  right. 

Mr.  Nehemkis.  And  before  the  close  of  business  on  the  initial 
delivery  day,  does  not  the  manager  reimburse  the  underwriters  for 
the  bonds  retained? 

Mr.  Coulson.  He  does. 

Mr.  Nehemkis.  Usually  each  underwriter  takes  out  with  a  bank 
what  is  known  as  a  day  loan  in  order  to  pay  for  his  commitment  ? 

Mr.  Coulson.  That  is  correct. 

Mr.  Nehemkis.  The  day  loan  may  be  for  the  entire  amount  of  the 
underwriting  commitment  or  for  a  portion  thereof? 

Mr.  Coulson.  It  is  usually  for  a  portion  of  it. 

Mr.  Nehemkis.  In  any  event,  the  balance  is  financed  out  of  firm 
capital  ? 

Mr.  Coulson.  That  is  correct. 

Mr.  Nehemkis.  It  is  the  practice  of  the  New  York  banks,  is  it  not, 
to  require  the  underwriter  who  applies  for  a  day  loan  to  execute  an 
instrument  which  sets  forth  the  purpose  for  which  the  loan  is  to  be 
used,  that  is  to  say,  to  pay  in  whole  or  in  part  the  purchase  price  of 
the  securities  that  are  being  offered? 

Mr.  Coulson.  It  is  a  rather  technical  document. 

Mr.  Nehemkis.  I  think  I  have  one  here.  Is  net  this  the  instru- 
ment, which  happens  to  be  of  the  Guaranty  Trust  Co.  of  New  York, 
characteristic  of  the  ones  used  by  New  York  banks  ? 

Mr.  Coulson.  Yes ;  it  is. 

Mr.  Nehemkis.  It  is  also  required,  is  it  not,  Mr.  Coulson,  under 
the  terms  of  this  instrument  which  you  have  just  identified,  that  the 
securities  upon  receipt  by  the  underwriter  be  held  in  trust  for  the 
bank  as  collateral  security  for  the  loan? 

Mr.  Coulson.  It  is. 
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Mr.  Nehemkis.  In  other  words,  the  underwriter  becomes  a  trus- 
tee with  respect  to  such  securities  in  behalf  of  the  bank? 

Mr.  Coulson.  Yes;  the  proceeds  of  the  day  loan  are  used  in  facili- 
tating the  delivery  of  the  securities  by  the  underwriter. 

Mr.  Nehemkis.  Now,  in  the  case  of  such  instruments,  do  you  know 
whether  or  not  it  is  stated  that  with  respect  to  such  securities  a 
lien  or  mortgage  shall  arise  in  favor  of  the  bank  ? 

Mr.  Coulson.  On  the  securities  involved ;  yes. 

Mr.  Nehemkis.  That  is  the  practice,  incidentally,  of  the  Guaranty 
Trust  Co.? 

Mr.  Coulson.  That  is  correct. 

Mr.  Nehemkis.  Does  not  the  bank  generally  charge  1  percent 
interest  for  this  accommodation? 

Mr.  Coulson.  They  do. 

Mr.  Nehemkis.  Having  executed  the  day-loan  agreement,  the  un- 
derwriter usually  sends  it  back  to  the  bank,  together  with  his  check 
for  the  face  amount  of  the  loan,  and  then  another  check  for  1  day's 
interest.     Is  that  not  correct? 

Mr.  Coulson.  That  is  correct. 

Mr.  Nehemkis.  Generally  the  underwriter  will  take  out  this  loan 
with  the  trustee  of  the  new  issue  as  a  kind  of  compliment,  perhaps, 
to  the  trustee,  or  perhaps,  with  banks  where  the  underwriter  keeps 
his  deposits  or  otherwise  uses  such  bank  for  his  banking  require- 
ments? 

Mr.  Coulson.  That  is  correct. 

Mr.  Nehemkis.  In  the  event  all  of  the  bonds  retained  by  the 
manager  are  not  sold  by  the  initial  delivery  day,  does  not  the  man- 
ager arrange  a  loan,  using  the  unsold  bonds  as  collateral  ? 

Mr.  Coulson.  Yes;  unless  he  wishes  to  use  other  capital  for  that 
purpose. 

Mr.  Nehemkis.  And  if  that  be  the  case,  each  underwriter  is  there- 
after reimbursed  from  the  proceeds  of  the  loan  made  for  its  account? 

Mr.  Coulson.  That  is  right. 

Mr.  Nehemkis.  Each  underwriter  then  uses  the  proceeds  of  such 
loan  plus  the  proceeds  he  receives  on  the  delivery  of  the  bonds  against 
his  retail  sales  to  liquidate  the  day  loan? 

Mr.  CouLscfN.  And  plus  the  amount  he  receives  from  his  contri- 
bution to  the  selling  group. 

Mr.  Nehemkis.  Or  in  the  event  he  has  failed  to  sell  all  of  the 
bonds  which  have  been  allotted  to  him  by  the  manager  for  his  own 
retail  distribution,  and  if  his  capital  is  insufficient,  arrangement  can 
be  made  for  a  collateral  loan  on  the  balance  of  the  unsold  bonds.  Is 
that  not  correct? 

Mr.  Coulson.  That  is  correct. 

Mr.  Nehemkis.  The  day  loan  then  serves  a  rather  important  func- 
tion in  the  underwriting  business  in  that  it  releases  for  the  period 
of  its  duration  the  underwriter's  capital? 

Mr.  Coulson.  That  is  correct. 

Mr.  Nehemkis.  To  put  the  matter  differently:  If  it  were  not  for 
this  credit  accommodation  by  the  commercial  banks,  underwriting 
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capital  might  become  frozen  and  the  extent  of  underwriting  ac- 
tivities perhaps  become  somewhat  restricted  ? 

Mr.  Coulson.  That  is  a  rather  involved  question.  The  day  loan 
is  a  credit  facility.    It  makes  for  a  very  simple  operation. 

Mr.  Nehemkis.  Now,  Mr.  Coulson,  just  in  the  interests  of  econ- 
omy, can  you  furnish  me  with  an  answer  to  my  question?  I  think 
it  is  a  difficult  question  to  ask  you  without  much  preparation.  We 
might  suggest  that  you  write  to  us  about  it,  when  you  can  more 
leisurely  study  it.    Would  you  prefer  that? 

Mr.  Coulson.  I  would  say  the  day  loan  is  used  as  a  convenience. 
The  underwriter  might  be  in  possession  of  wholly  owned  marketable 
securities  equal  the  amount  of  his  commitment  which  he  could  take 
to  the  bank  and  borrow  against.  Then  he  would  pay  the  issuing 
corporation,  but  at  the  end  of  the  day  he  would  be  in  funds  over 
and  above  his  normal  cash  requirements,  so  he  would  have  to  go  back 
to  the  bank  and  take  up  his  wholly  owned  securities  and  bring  them 
back  to  his  office. 

Mr.  Nehemkis.  Now,  I  would  like  to  turn  with  you,  if  I  may, 
to  specific  examples  of  the  day-loan  procedure  just  by  way  of 
illustration.  Suppose  we  take,  as  our  first,  the  Pure  Oil  Co.  5  per- 
cent cumulative  preferred  stock.  E.  B.  Smith  &  Co.'s  commitment 
with  respect  to  this  offering  was  for  58,936  shares  at  100  in  the' 
principal  amount  of  $5,893,600,  is  that  correct,  sir? 

Mr.  Coulson.  That  is  correct. 

Mr.  Nehemkis.  And  that  was  the  amount  which  was  paid  to 
the  Pure  Oil  Co.? 

Mr.  Coulson.  That  is  correct. 

Mr.  Nehemkis.  Was  not  the  closing  date  for  this  transaction 
October  22,  1937? 

Mr.  Coulson.  It  was. 

Mr.  Nehemkis.  And  did  not  E.  B.  Smith  &  Co.  arrange  a  day 
loan  at  Guaranty  Trust  Co.  on  October  22  for  $4,500,000? 

Mr.  Coulson.  They  did. 

Mr.  Nehemkis.  And  was  not  the  balance,  in  the  amount  of 
$1,393,600  made  up  from  a  bank  balance  of  E.  B.  Smith  &  Co.  at  the 
Guaranty  Trust  Co.  on  October  21  in  the  amount  of  $2,282,656.57? 

Mr.  Coulson.  It  was. 

Mr.  Nehemkis.  Thus  making  a  total  of  $5,893,600? 

Mr.  Coulson.  That  is  correct. 

Mr.  Nehemkis.  Now  was  not  the  day  loan  paid  off  before  the 
close  of  business  on  October  22  ? 

Mr.  Coulson.  It  was. 

Mr.  Nehemkis.  However,  this  offering  having  been  a  slow  moving 
deal  with  an  unsold  balance  of  stock  remaining,  was  there  not  a 
collateral  loan  made  by  the  Guaranty  Trust  Co.  ? 

Mr.  Coulson.  There  was. 

Mr.  Nehemkis.  And  this  loan  was  on  58,936  shares  at  a  loan  value 
of  $64  per  share  ? 

Mr.  Coulson.  That  is  right. 

Mr.  Nehemkis.  Or  the  aggregate  amount  of  $3,771,904? 

Mr.  Coulson.  That  is  true. 


12542  CONCENTRATION  OF  ECONOMIC  POWER 

Mr.  Nehemkis.  So  that  the  difference  between  $64  and  $100  which 
was  financed  by  the  firm  was  $2,121,696? 

Mr.  Coulson.  It  was. 

Mr.  Nehemkis.  Those  two  figures  giving  a  total  of  $5,893,600? 

Mr.  Coulson.  Yes. 

Mr.  Nehemkis.  Now  suppose  we  turn,  as  a  second  illustration,  to 
the  $85,000,000  Shell  Union  Oil  Corporation,  15-year  2i/2-percent 
debentures  due  July  1,  1954.  Was  not  Smith,  Barney  &  Co.'s  under- 
writing commitment  for  $4,000,000  at  a  value  of  96^4  ? 

Mr.  Coulson.  Ninety-six  and  a  quarter  is  right. 

Mr.  Nehemkis.  Ninety-six  and  a  quarter. 

Mr.  Coulson.  Yes. 

Mr.  Nehemkis.  And  that  would  represent  $3,850,000? 

Mr.  Coulson.  That  is  correct. 

Mr.  Nehemkis.  And  the  accrued  interest  amounted  to  $6,388.88? 

Mr.  Coulson.  That  is  right. 

Mr.  Nehemkis.  So  that  the  total  paid  to  Shell  Union  Oil  Corpora- 
tion by  Smith,  Barney  &  Co.  was  $3,856,388.88? 

Mr.  Coulson.  Correct. 

Mr.  Nehemkis.  Was  not  the  closing  date  for  this  transaction  July 
24,  1939? 

Mr.  Coulson.  It  was. 

Mr.  Nehemkis.  Now,  of  the  total  underwriting  commitment,  was 
there  not  financed  by  day  loan  of  the  Guaranty  Trust  Co.  on  July 
24,  1939,  $3,300,000? 

Mr.  Coulson.  That  is  right. 

Mr.  Nehemkis.  And  was  not  the  remainder  made  up  by  a  bank 
balance  of  Smith,  Barney  &  Co.  at  the  Guaranty  at  that  time,  at 
the  close  of  business  July  21,  $851,234.74? 

Mr.  Coulson.  That  is  true. 

Mr.  Nehemkis.  So  that  the  amount  taken  from  Smith,  Barney  & 
Co.'s  bank  balance  for  this  purpose  was  $556,388.88  ? 

Mr.  Coulson.  That  is  right. 

Mr.  Nehemkis.  And  those  two  figures  represent  a  total  of  $3,- 
856,388.88?  , 

Mr.  Coulson.  That  is  correct. 

Mr.  Nehemkis.  Now  let  us  together  recapitulate  the  situation. 
The  underwriting  involved  $4,000,000? 

Mr.  Coulson.  That  is  right. 

Mr.  Nehemkis.  They  have  a  give-up  to  the  selling  group  of 
$750,000? 

Mr.  Coulson.  That  is  right. 

Mr.  Nehemkis.  Which  left  a  balance  for  retail  sales  of  $3,250,000? 
.Mr.  Coulson.  Correct. 

Mr.  Nehemkis.  Now  there  were  additional  bonds  unsold  to  the 
dealers  taken  down  in  the  amount  of  $274,000? 

Mr.  Coulson.  That  is  right. 

Mr.   Nehemkis.  So  that   there   was   a   total   for   retail    sales   of 
$3,524,000?         x 
.  Mr.  Coulson.  That  is  correct. 

Mr.  Nehemkis.  And  they  were  sold  at  a  retail  price  of  97%  ? 
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Mr.  Coulson.  That  is  right. 

Mr.  Nehemkis.  Giving  a  total  of  $1,624,000? 

Mr.  Coulson.  Correct. 

Mr.  Nehemkis.  So  that  as  of  July  28  there  was  an  unsold  balance 
of  $1,900,000? 

Mr.  Coulson.  That  is  right. 

Mr.  Nehemkis.  However  on  July  28  this  unsold  balance  was  in 
fact  sold  ? 

Mr.  Coulson.  That  is  right. 

Mr.  Nehemkis.  So  that  none  of  these  bonds  were  pledged  for  a 
collateral  loan? 

Mr.  Coulson.  From  July  24  until  July  28. 

Mr.  Nehemkis.  Thank  you  very  much,  Mr.  Coulson. 

Now  before  you  leave  may  I  ask  you  to  identify  that  document 
which  you  have  in  your  hand  as  one  which  was  prepared  by  you 
and  other  members  of  your  organization  and  made  available  to  us 
pursuant  to  our  request? 

Mr.  Coulson.  Yes;  this  is  the  document  I  prepared. 

Mr.  Nehemkis.  And  is  it  your  signature  which  appears  on  the 
letter  of  transmittal  ? 

Mr.  Coulson.  Yes ;  that  is  my  signature. 

Mr.  Nehemkis.  Thank  you  very  much,  Mr.  Coulson. 

(The  witness,  Mr.  Coulson,  was  excused.) 

Mr.  Whitehead,  please  take  the  stand. 

Were  the  following  documents  obtained  by  you  from  the  houses 
indicated  and  will  you  be  good  enough  to  state  which  houses? 

Mr.  Whitehead  (Securities  and  Exchange  Commission).  These 
documents  were  obtained  from  Kidder,  Peabody  &  Co.,  The  First 
Boston  Corporation,  and  Halsey,  Stuart  &  Co. 

Mr.  Nehemkis.  And  you  have  certain  instruments  that  were  fur- 
nished to  you  by  several  banks,  have  you  not  ? 

Mr.  Whitehead.  I  have. 

Mr.  Nehemkis.  And  which  banks  furnished  those  instruments? 

Mr.  Whitehead.  These  were  furnished  by  the  investment  banking 
houses  that  I  have  just  mentioned. 

Mr.  Nehemkis.  And  they  are  the 

Miv Whitehead  (interposing).  Forms  used. 

Mr.  Nehemkis.  By  which  banks? 

Mr.  Whitehead.  They  are  used  by  the  Guaranty  Trust  Co.,  the 
National  City  Bank  of  New.  York,  the  Bank  of  the  Manhattan  Co., 
Chase  National  Bank  of  the  City  of  New  York,  the  City  National 
Bank  &  Trust  of  Chicago,  The  Continental  National  Bank  &  Trust 
Co.  of  Chicago,  and  The  Manufacturers  Trust  Co.  of  New  York. 

Mr.  Nehemkis.  Thank  you,  Mr.  Whitehead. 

May  it  please  the  committee,  I  ask'first  that  the  document  dated 
September  1,  1939,  identified  by  Witness  Coulson  be  admitted  in 
evidence. 

Acting  Chairman  O'Connell.  It  will  be  admitted. 

(The  letter  referred  to  and  accompanying  schedules  were  marked 
"Exhibits  Nos.  1889-1  to  1889-5"  and  are  included  in  the  appendix 
on  pp.  12832-12836.) 
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Mr.  Nehemkis.  And  that  the  several  documents  and  bank  instru- 
ments identified  by  Witness  Whitehead  likewise  be  spread  on  the 
records  of  this  committee. 

Acting  Chairman  O'Connell.  May  I  ask  if  those  documents 
indicate  by  title  what  they  are  ? 

Mr.  Nehemkis.  They  do,  sir. 

Acting  Chairman  O'Connell.  They  may  be  admitted. 

(The  documents  referred  to  were  marked  "Exhibits  Nos.  1890  to 
1894,  1895-1  and  1895-2,  and  1896"  and  are  included  in  the  appendix 
on  pp.  12837-12854.) 

Mr.  Nehemkis.  The  witnesses  tomorrow  appearing  in  connection 
with  the  financing  of  the  Standard  Gas  &  Electric  Co.  are  as  fol- 
lows :  Mr.  Victor  Emanuel,  Mr.  Joseph  H.  Briggs,  Mr.  Allen  Dulles 
of  Sullivan  &  Cromwell,  and  Mr.  Fuller  of  the  J.  Henry  Schroder 
Banking  Corporation. 

Acting  Chairman  O'Connell.  The  committee  will  stand  in  recess 
until  10 :  30  tomorrow  mornmg. 

(Whereupon  at  4 :  30  p.  m.  the  committee  recessed  until  10 :  30  a.  m. 
on  Thursday.) 
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THURSDAY,  JANUARY   11,   1940 

United  .States  Senate, 
Temporary  National  Economic  Committee, 

Washington,  D.  C. 

The  committee  met  at  10 :  40  a.  m.,  pursuant-  to  adjournment  on 
Wednesday,  January  10,  1940,  in  the  Caucus  Room,  Senate  Office 
Building,  Representative  Clyde  Williams,  presiding. 

Present:  Representative  Williams  (acting  chairman),  Senator 
King;  Messrs.  Henderson,  O'Connell,  and  Brackett. 

Present  also:  Clifton  M.  Miller,  Department  of  Commerce;  Peter 
R.  Nehemkis,  Jr.,  special  counsel ;  Samuel  M.  Koenigsberg,  associate 
attorney,  and  Lawrence  R.  Brown,  investigator,  Securities  and  Ex- 
change Commission. 

Acting  Chairman  Williams.  The  committee  will  be  in  order. 

Mr.  Henderson.  Mr.  Chairman,  today  the  Securities  and  Exchange 
Commission  Investment  Banking  Section  continues  with  that  part 
of  the  presentation  which  is  related  to  the  contracts  and  understand- 
ings existing  between  investment  banking  firms  and  corporations 
which  are  issuers  of  securities.  Today,  however,  the  case  selected 
shifts  the  scene  from  what  you  might  call  the  "deer  runs"  and  the 
"salt  licks"  of  Wall  Street  to  the  international  theater,  and  banking 
concerns  in  Belgium,  England,  Paris,  Berlin,  and  New  York  are 
concerned. 

The  case  to  be  presented  involves  another  aspect  which  we  thought 
important  to  present  to  this  committee,  a  case  in  which  a  banking 
firm  which  has  both  investing  and  underwriting  functions  utilizes 
to  a  certain  extent  the  investment  portion  of  its  business  as  an  aid 
in  securing  contracts  for  future  issues. 

This  leads  me,  Mr.  Chairman,  to  point  out,  as  I  have  wanted  to 
for  some  time,  that  the  Investment  Banking  Section  has  been  at 
work  with  a  small  staff  for  quite  a  long  period.  A  really  complete 
presentation,  even  along  the  narrowed  lines  we  indicated  at  the  out- 
set, could  probably  have  occupied  the  attention  of  this  committee  for 
many,  many  weeks.  As  you  are  aware,  numerous  other  subjects, 
probably  40,  press  for  hearing  before  this  committee. 

That  means  we  have  had  to  select  certain  cases  for  presentation. 
We  have  had  to  narrow  down  the  number  of  cases,  investment  bank- 
ing houses,  and  statistics  concerning  them,  to  those  we  felt  were 
illustrative.  We  have  adopted,  as  you  know,  the  case  method  because 
I  think  it  is  apparent  to  the  committee  that  if  we  had  relied  merely 
on  the  cold  information  supplied  by  prospectuses  and  the  generalized 
testimony  of  men  in  the  investment  banking  field,  the  committee 
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would  have  had  no  opportunity  for  critical  analysis  of  the  varied 
functions  of  investment  banking. 

There  were  several  attempts  on  the  part  of  witnesses  to  play 
down  the  implication  of  terminology  which  certainly  would  not 
have  come  before  the  committee  had  we  not  utilized  private  memo- 
randa and  private  letters.  We  take  no  great  delight  in  exposing,  to 
public  view  private  and  confidential  information,  but  I  will  be  glad 
to  rest  our  case  on  the  necessity  of  doing  so  in  order  to  obtain  a  real 
basis,  as  I  said  before,  for  judgment  by  the  committee. 

I  think  one  other  thing  might  be  said  at  this  time  which  I  have 
wanted  to  say.  Generally  there  has  been  associated  with  the  banking 
inquiries,  with  anything  banking,  a  certain  amount  of  feeling  about 
exercise  of  influence  upon  the  investigators  and  upon  the  people  re- 
sponsible for  the  presentation.  I  am  prepared  to  say  today,  and  I 
think  Counsel  Nehemkis  will  agree  with  me,  that  despite  the  fact  that 
we  have  touched  many  of  the  most  important  investment  banking 
houses  in  this  country,  no  improper  influence  or  pressure  of  any  kind 
whatsoever,  political  or  economic,  has  been  attempted  to  be  exercised 
on  this  staff.  I  think  it  is  worth  while  noting  that  at  this  point,  be- 
cause certainly  there  has  been  no  interference  in  any  way.  In  the 
completeness  of  the  presentation  I  think  the  responsibility  for  choice 
of  what  would  be  presented  has  lodged  with  Counsel  Nehemkis.  Is 
that  correct,  Mr.  Nehemkis? 

Mr.  Nehemkis.  Absolutely  correct,  sir. 

Mr.  Henderson.  I  think  we  are  ready  to  proceed. 

AGREEMENTS  BETWEEN   UNDERWRITERS  AND  CORPORATIONS   ISSUING 

SECURITIES 

Mr.  Nehemkis.  Mr.  Chairman,  before  calling  my  first  witness, 
there  is  a  bit  of  old  business  from  yesterday  which  requires  but  a 
moment.  The  committee  will  recall  that  I  had  occasion  to  ask  Mr. 
Lewis  Strauss  1  of  Kuhn,  Loeb  &  Co.,  whether  he  knew  of  the  exist- 
ence of  agreements  or  understandings  or  contracts  between  invest- 
ment banking  firms  and  issuers  of  securities,  and  Mr.  Strauss  said 
he  did  not.  I  then  stated  to  the  committee  that  either  this  morn- 
ing or  tomorrow,  I  would  have  occasion  to  offer  in  evidence  some  29 
or  30  contracts  of  that  nature.  I  should  like  to  keep  my  word  with 
you  this  morning  and  take  this  occasion  of  offering  in  evidence  29 
contracts  containing  preferential  rights  to  future  financing  entered 
into  at  various  times  between  investment-banking  firms  and  corpo- 
rate issuers  of  securities. 

Of  these  29  contracts,  19  are  as  nearly  as  can  be  ascertained  pres- 
ently in  full  force  and  effect. 

In  the  case  of  four  of  these  contracts,  the  parties  who  are  under- 
writers are  out  of  business  and  it  is  questionable  whether  or  not 
successors  to  such  underwriters,  if  any,  have  succeeded  to  the  rights 
under  such  cont  *acts. 

In  the  case  of  six  of  these  contracts,  Mr.  Chairman,  they  have  been 
canceled  by  the  mutual  consent  of  the  parties  thereto. 

1  Supra,  p.  12496. 
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This  pile  of  contracts  is  perhaps  too  great  to  ask  the  committee  to 
print,  and  so  I  ask  leave  of  the  committee  that  they  be  filed  with 
the  committee,  and  in  lieu  of  printing  these  contracts,  an  abstract  of 
the  provisions  of  each  of  these  contracts  be  spread  on  the  record  of 
the  committee. 

Acting  chairman  Williams.  Has  the  source  from  which  those  con- 
tracts came  been  placed  in  the  record? 

Mr.  Nehemkis.  On  each  abstract  appears  the  source.  For  example, 
the  first  one  which,  happens  to  be  a  contract  between  the  Airplane 
Manufacturing  &  Supply  Corporation  and  the  underwriter,  being  G. 
Brashears  &  Co.  of  Los  Angeles,  the  source'  says,  "From  registration 
statement,  Securities  &  Exchange  Commission." 

The  next  one  happens  to  be,  and  this  I  assure  you  was  a  pure  coin- 
cidence, Associated  Gas  &  Electric  Co.,  and  the  source  is  Halsey, 
Stuart  &  Co.,  New  York,  and  the  name  of  my  staff  associate  who 
obtained  it  appears. 

Acting  Chairman  Williams.  Very  well,  they  may  be  admitted. 

(The  contracts  referred  to  were  marked  "Exhibits  Nos.  1897  to 
1925"  and  are  on  file  with  the  committee.  The  abstracts  accompany- 
ing each  contract  were  numbered  accordingly  and  are  included  in  the 
appendix  on  pp.  12854-12860.) 

Mr.  Nehemkis.  Mr.  Joseph  H.  Briggs  will  take  the  stand,  please. 

Acting  Chairman  Williams.  Do  you  solemnly  swear  the  testimony 
you  are  about  to  give  in  the  matter  now  pending  will  be  the  truth,  the 
whole  truth,  and  nothing  but  the  truth,  so  help  you  God?' 

Mr.  Briggs.  I  do. 

TESTIMONY  OF  JOSEPH  H.  BRIGGS,  CHAIRMAN,  EXECUTIVE  COM- 
MITTEE, AND  EXECUTIVE  VICE  PRESIDENT,  H.  M.  BYLLESBY  & 
CO.,  CHICAGO,  ILL. 

Mr.  Nehemkis.  Mr..  Briggs,  will  you  state  your  full  name  and 
address,  please? 

Mr.  Briggs.  Joseph  H.  Briggs.    I  live  in  Highland  Park,  111. 

Mr.  Nehemkis.  At  the  present  time,  Mr.  Briggs,  you  are  chairman 
of  the  board  of  directors  And  chairman  of  the  executive  committee 
and  executive  vice  president  of  H.  M.  Byllesby  &  Co.  ? 

Mr.  Briggs.  We  have  no  chairman  of  the  board ;  I  am  chairman  of 
the  executive  committee  and  executive  vice  president. 

Mr.  Nehemkis.  And  H.  M.  Byllesby  &  Co.  is  an  organization 
devoted  to  investment  banking,  is  it  not  ? 

Mr.  Briggs.  That  is  correct. 

Mr.  Nehemkis.  You  were  a  director  of  Standard  Gas  &  Electric 
Co.  at  one  time,  were  you  not? 

Mr.  Briggs.  I  was  a  director  of  Standard  Gas  &  Electric  ,Co.  I 
would  say  for  10  or  15  years,  resigning  some  time  in  1936. 

Mr.  Nehemkis.  You,  had  also  been  a  director  of  Standard  Power 
&  Light  Co.  at  one  time,  had  you  not? 

Mr.  Briggs.  That  is  correct. 

Mr.  Nehemkis.  And  a  director  of  some  of  the  subsidiaries  of 
Standard  Gas  &  Electric? 

Mr.  Briggs.  I  was  a  director  of  two  or  three  of  the  subsidiaries,  as 
I  remember. 

124491 — 40— pt.  24 16 
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RELATIONSHIP  OF  H.  M .  BYLLESBY  &  CO.  TO  STANDARD  SYSTEM  OF  UTILITY 

COMPANIES 

Mr.  Nehemkis.  H.  M.  Byllesby  &  Co.,  the  organization  with  which 
you  are  now  associated,  was  originally  an  organization  devoted  to 
furnishing  services  for  utility  companies  and  other  business  organ- 
izations interested  in  the  utility  field.    Is  that  not  correct,  sir? 

Mr.  Briggs.  At  the  beginning,  H.  M.  Byllesby  &  Co.  did  operate, 
supervise,  and  manage  utility  properties. 

Mr.  Nehemkis.  And  in  connection  with  its  operation  and  super- 
vision of  such  properties,  did  not  Byllesby  acquire  small  utility  prop- 
erties here  and  there  throughout  the  country? 

Mr.  Briggs.  That  is  correct. 

Mr.  Nehemkis.  And  in  connection  with  these  acquisitions  did 
'  not  H.  M.  Byllesby  &  Co.  operate  these  companies  itself  ? 

Mr.  Briggs.  They  did  until  about  1921. 

Mr.  Nehemkis.  And  at  that  particular  time  what  was  the  occa- 
sion for  Byllesby  ceasing  to  operate  these  properties  ? 

Mr.  Briggs.  A  separate  corporation  was  created,  a  management 
and  service  corporation,  whose  stock  was  turned  over  to  the  Standard 
Gas  &  Electric  Co.  That  corporation  continued  the  operation  and 
supervision  of  these  properties. 

Mr.  Nehemkis.  What  payment  did  H.  M.  Byllesby  &  Co.  receive 
for  turning  over  the  properties  to  Standard  Gas? 

Mr.  Briggs.  H.  M.  Byllesby  &  Co.,  as  I  remember  it,  received  no 
payment. 

Mr.  Nehemkis.  Did  you  receive  any  securities  of  the  company  to 
which  the  properties  had  been  turned  over? 

Mr.  Briggs.  If  there  were  any  securities  turned  over,  they  hate 
been  a  very  small  amount. 

Mr.  'Nehemkis.  What  was  the  consideration,  if  any,  for  turning 
over  these  properties? 

Mr.  Briggs.  I  do  not  remember  at  this  time. 

Mr.  Nehemkis.  You  can't  recall  at  this  time  why  it  was  that 
Byllesby  turned  over  a  number  of  utility  properties  to  another 
system  ? 

Mr.  Briggs.  Well,  I  think  we  all  felt  it  would  be  much  better  to 
have  our  operating  and  supervision  company  owned  by  the  holding 
company  which  owned  the  subsidiary  properties. 

Mr.  Nehemkis.  But  as  a  businessman  of  long  standing,  you  don't 
want  me  to  believe,  and  I  am  sure  you  don't  want  the  committee  to 
believe,  that  there  was  no  consideration  involved  in  making  this 
transfer. 

Mr.  Briggs.  We  had  an  investment  in  common  stock  of  Standard 
Gas  &  Electric  Co. 

Mr.  Nehemkis.  Prior  to  the  transfer  of  the  property? 

Mr.  Briggs.  That  is  correct,  and  to  the  extent  that  the  profits 
would  come  in  from  the  operating  and  supervising  company,  to  that 
extent  we  would  get  some  benefit  on  our  common  stock. 

Mr.  Nehemkis.  Between  1913  and  1919,  did  not  H.  M.  Byllesby  & 
Co.  build  up  its  own  securities  distributing  organization? 

Mr.  Briggs.  That  is  correct. 

Mr.  Nehemkis.  And  during  those  years  did  you  not  specialize  in 
public-utility,  securities  ? 
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Mr.  Briggs.  That  is  correct. 

Mr.  Nehemkis.  And  in  connection  with  this  specialization  in  pub- 
lic-utility securities,  did  you  not  also  specialize  in  the  financing  of 
companies  within  the  Standard  Gas  system  ? 

Mr.  Briggs.  That  is  correct. 

Mr.  Nehemkis.  Do  I  understand  correctly,  Mr.  Briggs,  that  from 
the  time  of  the  incorporation  of  Standard  Gas  &  Electric  in  1910, 
until  1928  or  '29,  that  Byllesby  maintained  control  of  Standard  Gas 
&  Electric  by  means  of  stock  ownership  and  through  various  inter- 
locking directorates? 

Mr.  Briggs.  By  control,  you  mean  51  percent  of  the  voting  stock? 

Mr.  Nehemkis.  Something  of  that  nature. 

Mr.  Briggs.  I  do  not  believe  at  any  time  between  1920  and  '29 
we  had  actually  51  percent  of  the  voting  stock.  I  think  the  amount 
may  have  approximated  40  percent. 

Mr.  Nehemkis.  Without,  however,  having  had  that  legal  require- 
ment of  voting  control,  is  it  not  a  fact  that  during  this  period,  H.  M. 
Byllesby  &  Co.  to  all  practical  purposes  did  have  control  through 
stock  ownership? 

Mr.  BRrGGS.  I  would  say  that  is  a  correct  statement. 

Mr.  Nehemkis.  And  there  were  various  interlocking  directorates 
throughout  the  system,  were  there  not  ? 

Mr.  Briggs.  That  is  correct. 

Mr.  Nehemkis.  As  a  matter  of  fact,  by  November  9,  1936,  did 
not  H.  M.  Byllesby  &  Co.  own  about  76  percent  of  the  Series  B 
common  stock  of  Standard  Power  &  Light  ? 

Mr.  Briggs.  I  can  answer  that  by  saying  I  believe  that  is  approxi- 
mately correct. 

Mr.  Nehemkis.  At  the  present  time  does  not  Standard  Power  & 
Light  hold  the  following  securities  of  Standard  Gas  &  Electric: 
Some  40,000  shares  of  $7  cumulative  prior  preference  stock  and 
1,160,000  shares  of  common  ? 

Mr.  Briggs.  I  have  not  had  an  opportunity  to  recently  check  the 
holdings  of  Standard  Power,  but  they  do  own  in  excess  of  50  percent 
of  the  common  stock  of  Standard  Gas  &  Electric  Co. 

Mr.  Nehemkis.  And  the.  common  holdings  are  over  50  percent  of 
all  outstanding? 

Mr.  Briggs.  Of  Standard  Gas? 

Mr.  Nehemkis.  Yes. 

Mr.  Briggs.  That  is  correct. 

THE   STANDARD   SYSTEM — CONSTITUENT   COMPANIES — ASSETS 

Mr.  Nehemkis.  Now,  can  you  tell  me,  Mr.  Briggs,  what  the  prin- 
cipal companies  are  that  make  up  the  Standard  system,  as  we  shall 
be  using  that  phrase  "Standard  system"  throughout  the  day  ? ' 

Mr.  Briggs.  The  principal  subsidiary  companies 

Mr.  Nehemkis  (interposing).  May  I  interrupt  just  for  a  moment? 
As  you  go  over  this  list,  for  the  convenience  of  the  committee,  so 
they  see  the  breadth  of  the  system  perhaps  you  would  also  indicate 
generally  the  territory  served  by  the  companies  you  will  enumerate. 

Mrl  Briggs.  Philadelphia  Co.,  which  in  itself  is  a  holding  com- 
pany, controls  the  Duquesne  Light  Co.,  Equitable  Gas  Co.,  and  those 
companies  serve  the  territory  in  and  around  Pittsburgh,  Pa. 
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The  Northern  States  Power  Co.  serves  the  territory  extending 
from  on  the  north  Minot,  N.  Dak.,  to  some  place  in  Iowa,  and  ex- 
tending as  far  east  as  Lake  Michigan.  It  is  rather  integrated,  an 
interconnected  property,  and  pretty  well  covers  that  territory. 

The  Louisville  Gas  &  Electric  Co.  serves  the  town  of  Louisville, 
and  surrounding  territory,  with  both  gas  and  electricity. 

The  Oklahoma  Gas  &  Electric  Co.  serves  the  principal  towns  of 
Oklahoma  City,  Muskogee,  Norman,  and  I  believe  serves  about  50 
percent  of  the  otate  with  electricity. 

Do  you  want  the  smaller  companies  ? 

Mr.  Nehemkis.  Then  you  have  the  Mountain  States  Power. 

Mr.  Briggs.  The  Mountain  States  Power  Co.,  is  a  small  company 
operating  in  the  territory  of  the  States  of  Oregon,  Idaho,  and  runs 
down  to  Wyoming. 

Mr.  Nehemkis.  Then  you  have  the  San  Diego  Consolidated. 

Mr.  Briggs.  The  San  Diego  Consolidated  serves  both  gas  and 
electricity  in  the  city  of  San  Diego  and  surrounding  territory. 

Mr.  Nehemkis.  There  is  also  the  Wisconsin  Public  Service  Co. 

Mr.  Briggs.  The  Wisconsin  Public  Service  Co.  serves  both  gas  and 
electricity  to  a  territory  situated  in  the  center  of  Wisconsin. 

Mr.  Nehemkis.  Then  you  also  have  the  Southern  Colorado  Power 
Co. 

Mr.  Briggs.  The  Southern  Colorado  Power  Co.  serves  Pueblo  and 
surrounding  territory. 

Mr.  Nehemkis.  And  you  also  own  some  traction  lines  put  in  San 
Francisco,  do  you  not,  the  Market  Street  Kailway  Co. 

Mr.  Briggs.  Well,  they  own  an  interest  in  the  Market  Street 
Railway. 

Mr.  Nehemkis.  Haven't  you  got  some  utility  properties  down  in 
Mexico  ? 

Mr.  Briggs.  One  or  two  isolated  properties. 

Mr.  Nehemkis.  What  do  you.  call  that,  Public  Service  Co.  of 
Mexico  ? 

Mr.  Briggs.  When  you  say  "we,"  I  suppose  you  are  referring  to 
Standard  Gas. 

Mr.  Nehemkis.  Yes.  What  does  the  Standard  Gas  call  that,  do 
you  know? 

Mr.  Briggs.  I  do  not  know. 

Mr.  Nehemkis.  Have  you  any  idea  as  of  the  present  time,  Mr. 
Briggs,  what  the  total  assets  of  the  Standard  system  companies 
represent  ? 

Mr.  Briggs.  Well,  I  would  say  they  would  be  in  excess  of 
$1,000,000,000. 

Mr.  Nehemkis.  Do  you  know,  roughly  speaking,  what  they  were 
about  1936? 

Mr.  Briggs.  Well,  they  would  be  slightly  less;  there  has  been 
some  construction  program  since  that  time. 

Mr.  Nehemkis.  That  $1,000,000,000  figure  that  you  mentioned  a 
moment  ago  wouldn't  include  certain  affiliates  where  Standard  Gas 
&  Electric  owns  anywhere  between  40  or  50  percent  of  the  stock, 
for  example,  the  Market  Street  Railway  Co.,  Mountain  States  Power, 
and  Northern  States  Power,  would  it? 

Mr.  Briggs.  My  figures  contemplated  the  inclusion  of  those  prop- 
erties. 
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Mr.  Nehemkis.  In  other  words,  from  the  description  of  the  terri- 
tory served,  which  you  have  just  given  to  the  committee,  and  the 
assets  involved  here,  we  have  a  pretty  substantial  utility  system, 
haven't  we? 

Mr.  Briggs.  I  would  say  that  is  correct. 

Mr.  Nehemkis.  It  compares  with  any  of  the  big  systems  in  this 
country. 

Mr.  Briggs.  That  is  correct. 

STANDARD'S    ACQUISITION    OF    INTEREST    IN    PHILADELPHIA    CO.    SYSTEM — 
AGREEMENT  with  ladenburg,  THALMANN  &  CO. 

Mr.  Nehemkis.  Now,  in  1924  and  1925,  did  not  Byllesby  and 
Standard  Gas  &  Electric  attempt  to  acquire  stock  control  of  the 
companies  grouped  under  the  Philadelphia  Co.  ? 

Mr.  Briggs.  That  is  correct. 

Mr.  Nehemkis.  And  these  companies  had  been  associated  with 
Ladenburg,  Thalmann  &  Co.  and  their  banking  associates  who  in 
turn  controlled  a  large  portion  of  this  stock.  Is  that  not  substan- 
tially correct? 

Mr.  Briggs.  Those  companies  have  been  associated  with  Laden- 
burg, Thalmann,  and  other  bankers.  I  do  not  believe  that  they 
have  a  large  substantial  stock. 

Mr.  Nehemkis.  They  had  some  stock. 

Mr.  Briggs.  They  had  some  stock,  that  is  correct. 

Mr.  Nehemkis.  A  question  of  degree,  that  would  be  perhaps  open 
to  further  research. 

Mr.  Briggs.  I  would  say  that  is  correct. 

Mr.  Nehemkis.  Do  you  happen  to  know  at  this  true  who  the  bank- 
ing associates  of  Ladenburg,  Thalmann,  were  in  these  earlier  financ- 
ings? 

Mr.  Briggs.  The  First  National  Bank  of  New  York,  and  the  Chase 
Security  Corporation,  Lee,  Higginson  &  Co.,  the  Haystone  Securi- 
ties Corporation. 

Mr.  Nehemkis.  The  Haystone  Securities  Corporation,  if  I  may 
be  permitted  to  interrupt,  was  the  personal  holding  company  of  the 
late  Mr.  Hayden,  wasn't  it? 

Mr.  Briggs.  No;  the  Haystone  Corporation  was  a  security  affili- 
ate of  Hayden,  Stone. 

Mr.  Nehemkis.  You  mentioned  the  Union  Trust  of  Pittsburgh. 

Mr.  Briggs.  The  Union  Trust  Co.  of  Pittsburgh. 

Mr.  Nehemkis.  You  said  the  First  National  Bank  of  New  York. 
Did  you  not  mean  the  First  Security  Co.,  the  affiliate  of  the  First 
National  Bank  of  New  York? 

Mr.  Briggs.  That  is  correct. 

Mr.  Nehemkis.  And  the  Chase  Securities  Corporation  was  the 
affiliate  of  the  Chase  National  Bank,  was  it  not? 

Mr.  Briggs.  That  is  true. 

Mr.  Nehemkis.  Now,  Byllesby's  attempt  to  obtain  control  of  the 
Philadelphia  Co.  system  through  stock  acquisitions  was  not  alto- 
gether successful,  was  it? 

Mr.  Briggs.  Eventually  it  was  successful. 

Mr.  Nehemkis.  But  at  the  earlier  period  there  were  certain  diffi- 
culties, were  there  not? 
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Mr.  Briggs.  That  is  correct. 

Mr.  Nehemkis.  So  that  instead  of,  at  the  earlier  time,  obtaining 
complete  control  did  not  Byllesby  come  to  an  agreement  with  Laden- 
burg,  Thalmann  concerning  the  control  of  the  properties  about  June 
of  1925? 

Mr.  Briggs.  I  would  not  remember  the  date,  but  I  believe  that  is 
substantially  correct. 

Mr.  Nehemkis.  And  was  not  the  net  effect,  shall  I  say,  of  this 
agreement  to  give  Byllesby  a  voice  substantially  equal  to  that  of 
Ladenburg,  Thalmann  in  the  affairs  of  the  Philadelphia  Co.  system? 

Mr.  Briggs.  That  is  correct. 

Mr.  Nehemkis.  And  did  not  Ladenburg,  Thalmann  also  emerge 
with  a  stock  interest  in  Standard  Power  &  Light? 

Mr.  Briggs.  That  is  correct. 

Mr.  Nehemkis.  I  now  offer  in  evidence  an  agreement  dated  the 
19th  day  of  June  1925,  between  Ladenburg,  Thalmann  &  Co.,  H.  M. 
Byllesby  &  Co.,  and  Standard  Gas  &  Electric  Co.  This  was  obtained 
from  the  files  of  the  Securities  and  Exchange  Commission,  Docket 
No.  31-420,  Commission's  exhibit  No.  '29.  It  is  a  matter  of  public 
record.    It  is  now  offered  in  evidence. 

(The  agreement  referred  to  was  marked  "Exhibit  No.  1926"  and 
is  included  in  the  appendix  on  pf  12860.) 

Acting  Chairman  Williams.  Do  you  want  this  for  the  record? 

Mr.  Nehemkis.  I  think  it  should  be  printed  in  full,  if  the  com- 
mittee please. 

Acting  Chairman  Williams.  It  will  be  accepted. 

Mr.  Nehemkis.  I  now  offer  in  evidence  a  memorandum  of  agree- 
ment between  H.  M.  Byllesby  &  Co.  and  Standard  Gas  &  Electric  Co., 
dated  June  19,  1925.  This  document  which  I  am  offering  in  evidence 
was  likewise  obtained  from  the  files  of  the  Securities  and  Exchange 
Commission,  being  Docket  No.  31-420,  Commission's  exhibit  No.  30. 

(The  memorandum  referred  to  was  marked  "Exhibit  No.  1927" 
and  is  included  in  the  appendix  on  p.  12865.) 

Mr.  Nehemkis.  Mr.  Briggs,  was  not  the  Standard  Power  &  Light 
Co.  made  the  repository  for  the  securities  of  the  holding  companies 
which  controlled  the  Philadelphia  Co.  stock? 

Mr.  Briggs.  That  is  true. 

Mr.  Nehemkis.  Was  not  Byllesby  &  Co.  somewhat  anxious  at  this 
time  to  establish  a  more  complete  measure  of  control  over  the  Phila- 
delphia Co.  utilities? 

Mr.  Briggs.  Well,  we  were  anxious  to  consolidate  all  of  these  prop- 
erties within  the  Standard  Gas  system. 

Mr.  Nehemkis.  And  by  an  agreement  of  March  22,  1928,  Laden- 
burg, Thalmann  agreed  to  certain  sales  of  securities,  do  you  recall 
that? 

Mr.  Briggs.  I  am  not  familiar  with  those  transactions  because  I 
did  not  handle  them. 

Mr.  Nehemkis.  You,  of  course,  were  aware  that  they  had  taken 
place? 

Mr.  Briggs.  That  is  correct. 

Mr.  Nehemkis.  And  are  you  not  aware  that  there  was  provided 
for  at  that  time,  on  your  own  knowledge  and  information  and 
belief,  that  the  resignation  of  certain  Ladenburg,  Thalmann  partners 
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and  associates  from  voting  trusts  and  offices  connected  with  the 
Pittsburgh  Utilities  was  contemplated? 

Mr.  Briggs.  That  is  correct. 

Mr.  Nehemkis?  And  the  execution  of  proxies  for  Ladenburg,  Thal- 
mann's  remaining  holdings  of  Standard  Power  &  Light  stock  in  favor 
of  certain  corporation  action  contemplated  by  Byllesby  or  Standard 
Gas  &  Electric  was  likewise  contemplated? 

Mr.  Briggs.  I  believe  that  is  correct. 

AGREEMENT  WITH  RESPECT  TO  FUTURE  FINANCING  OF  STANDARD  POWER  & 
LIGHT  CO.,  HOLDING  COMPANY  OF  PHILADELPHIA  CO.  UTILITIES,  MARCH 
1926 

Mr.  Nehemkis.  I  offer  in  evidence  an  agreement  of  Ladenburg, 
Thalmann  &  Co.,  Standard  Gas  and  Electric  and  Byllesby,  dated 
March  22,  1926.  This  document,  like  the  other  previously  offered,  is 
obtained  from  the  files  of  the  Securities  &  Exchange  Commission, 
being  Commission's  Exhibit  No.  31,  in  volume  2  of  exhibits  in  con- 
nection with  the  file  31-420. 

Mr.  Chairman,  may  I  suggest  tha£  it  merely  be  filed  and  not 
printed.  It  is  a  public  record.  Anybody  who  wants  to  make  refer- 
ence to  it  in  the  future  can  go  up  to  the  S.  E.  C.  and  look  at  it. 

Acting  Chairman  Williams.  All  right;  it  may  be  filed. 

(The  agreement  referred  to  was  marked  "Exhibit  No.  1928"  and  is 
on  file  with  the  Securities  and  Exchange  Commission.) 

Mr.  Nehemkis.  Mr.  Briggs,  did  not  this  agreement,  to  which  refer- 
ence has  been  made,  contain  a  provision  with  respect  to  future 
financing  ? 

Mr.  Briggs.  I  can't  recollect  at  the  present  time  that  it  did. 

Mr.  Nehemkis.  Perhaps  this  will  refresh  your  recollection  about  it. 
Paragraph  2  (c)  of  the  agreement  to  which  reference  has  been  made 
provides  as  follows  [reading  from  "Exhibit  No.  1928"] : 

That  Ladenburg  and  Byllesby  shall  at  all  times  be  the  bankers  for  Standard 
Power  &  Light  Corporation  and  United  Railways  Investment  Company  and 
their  respective  successors,  and  for  all  their  respective  subsidiaries  and  sub- 
subsidiaries  (including  Market  Street  Railway  Company)  as  the  same  may  now 
or  hereafter  exist  in  connection  with  the  issuance  of  any  securities  and  other 
related  matters,  and  that  all  profits  therefrom  shall  be  divided  between  them 
equally,  subject  to  such  allowance  as  may  be  jointly  made  to  other  bankers. 

Now,  was  not  the  effect  of  this  provision  to  provide  for  a  sharing 
in  financing  profits  between  Byllesby  and  Ladenburg,  Thalmann? 

Mr.  Briggs.  I  think  that  is  correct. 

Mr.  Nehemkis.  The  agreement  also  contained  provision  with  re- 
spect to  management  engineering  fees,  did  it  not  ? 

Mr.  Briggs.  I  do  not  remember  that. 

Mr.  Nehemkis.  I  read  to  you  from  paragraph  2  (d)  of  the  agree- 
ment. Perhaps  this  will  recall  it  your  mind  [reading  further  from 
•''Exhibit  No.  1928"]  : 

That  all  management,  engineering  and  similar  fees,  less  expenses  Incurred 
in  connection  with  the  handling  of  such  fees,  and  less  fees  paid  to  any  person, 
firm  or  corporation  not  directly  or  indirectly  connected  or  affiliated  with  any 
party  thereto,  to  be  paid  by  Standard  Power  and  Light  Corporation  or  by 
United  Railways  Investment  Company,  or  their  respective  successors,  and  by 
their  respective  subsidiaries  and  sub-subsidiaries,  as  the  same  may  now  or 
hereafter  exist,  shall  be  paid  to  the  aforesaid  Standard  Power  and  Light  Cor- 
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poration  or  to  some  corporation  all  the  stock  of  which  is  owned  by  Standard 
Power  and  Light  Corporation  or  to  some  other  corporation  or  fund  or  account 
jointly  agreed  upon  between  Ladenburg  and  Byllesby. 

Does  that  refresh  your  recollection? 

Mr.  Briggs.  No;  it  does  not.     I  have  forgotten  that  completely. 

Mr.  Nehemkis.  Do  you  recall  whether  or  not  this  agreement  to 
which  we  were  referring  also  contains  provision  with  respect  to 
counsel  ? 

Mr.  Briggs.  No,  I  do"  not  remember  that. 

Mr.  Nehemkis.  Perhaps  this  will  refresh  your  memory  [reading 
further  from  "Exhibit  No.  1928"] : 

2  (e)  That  Reed,  Smith,  Shaw  and  McClay  and  any  firm  successor  to  it  shall 
for  a  period  of  five  (5)  years  from  the  date  of  this  agreement,  unless  Laden- 
burg and  ■Byllesby  shall  otherwise  in  writing  agree,  be  General  Counsel  in 
Pittsburgh  to  the  Philadelphia  Company  (or  its  successors)  and  to  all  its 
subsidiary  and  sub-subsidiary  corporations,  substantially  as  heretofore;  that 
Van  Vorst  Siegel  &  Smith,  and  any  firm  successor  to  it  shall  (in  conjunction 
with  Cummins,  Roemer  &  Flynn,  or  other  General  Counsel)  for  a  period  of 
five  (5)  years  from  date  of  this  agreement,  unless  Ladenburg  and  Byllesby 
shall  in  writing  agree,  be  counsel  in  connection  with  corporate  matters  relating 
to  Standard  Power  and  Light  Corporation,  United  Railways  Investment  Hold- 
ing Corporation,  Pittsburgh  Utilities  Corporation,  United  Railways  Investment 
Company,  Philadelphia  Company,  their  respective  successors,  and  all  sub- 
sidiaries and  sub-subsidiaries  thereof,  as  the  same  may  now  or  hereafter  be 
constituted,  to  the  extent  of  assuring  Van  Vorst,  Siegel  &  Smith  aggregate 
compensation  of  at  least  Seventeen  Thousand  Five  Hundred  Dollars  ($17,500.) 
annually  in  connection  with  general  corporate  matters. 

Does  that  refresh  your  recollection,  sir  ? 

Mr.  Briggs.  No,  it  does  not.  I  might  say  at  this  time  that  my 
duties  at  that  time  were  manager  of  our  bond  department,  which 
involved  the  sale  and'  distribution  of  securities  and  these  matters 
were  handled  by  other  officials. 

Mr.  Nehemkis.  So  that  you  wouldn't  be  able  to  testify,  I  take  it, 
at  this  time  why  it  was  thought  necessary  to  freeze  counsel  into  this 
agreement  at  the  time? 

Mr.  Briggs.  No,  I  cannot. 

Mr.  Nehemkis.  Returning  for  a  moment  to  the  provision  with  re- 
spect to  future  financing,  Mr.  Briggs,  there  were  several  security 
issues  by  Standard  Power  &  Light  and  its  subsidiaries  beginning 
with  the  year  1926,  were  there  not? 

Mr.  Briggs.  That  is  correct. 

Mr.  Nehemkis.  And  did  not  the  participations  follow  the  lines 
laid  down  in  the  agreement  substantially  ? 

Mr.  Briggs.  My  memory  is  that  they  did. 

SECURITY  ISSUES  PURSUANT  TO  AGREEMENT  OF  MARCH,   19  2  6 

Mr.  Nehemkis.  Mr.  Chairman,  I  offer  in  evidence  at  this  time  a 
chart  or  table  showing  the  securities  soldf  to  the  public  by  the  Stand- 
ard Power  &  Light  Corporation,  and  its  subsidiaries,  for  the  period 
March  22,  1926,  through  December  31,  1929,  and  the  percentages  of 
participation  therein  on  the  part  of  a  number  of  investment  banking 
firms.  I  also  want  to  offer  in  evidence  at  this  time  a  document 
furnished  to  the  Commission  by  the  Standard  Gas  &  Electric  Com- 
pany showing  the  sources  on  which  this  table  was  predicated. 

I  leave  it  to  your  judgment,  sir,  whether  you  desire  to  have  this 
merely  filed  or  incorporated.    It  is  merely  for  your  convenience. 


CONCENTRATION  OF  ECONOMIC  POWER  12555 

Acting  Chairman  Williams.  Have  you  any  recommendation  to 
make  about  it  ?     The  committee  has  had  no  time  to  examine  it. 

Mr.  Nehemkis.  I  should  say,  sir,  that  if  it  is  the  pleasure  of  the 
committee  "Exhibit  No.  1930,  which  you  now  have  in  your  hand, 
should  be  filed  with  the  committee  and  the  table  printed  in  full. 

Acting  Chairman  Williams.  It  may  be  filed  and  the  table  may  be 
admitted  to  the  record. 

(The  table  referred  to  was  marked  "Exhibit  No.  1929"  and  is  in- 
cluded in  the  appendix  on  p.  12867.  The  document  referred  to  was 
marked  "Exhibit  No.  1930"  and  is  on  file  with  the  committee.) 

Mr.  O'Connell.  Mr.  Briggs,  is  the  Standard  Power  &  Light  Com- 
pany the  top  holding  company  ? 

Mr.  Briggs.  It  is  at  the  present  time.    It  was  not  at  that  time. 

Mr.  O'Connell.  What  was  Standard  Gas  ? 

Mr.  Briggs.  Standard  Gas  &  Electric  Company. 

Mr.  O'Connell.  As  of  that  time  the  Standard  Gas  &  Electric 
was  the  holding  company  and  the  Standard  Power  &  Light  was  an 
operating  company? 

Mr.  Briggs.  Standard  Power  &  Light  was  the  holding  company, 
owning  the  securities  of  the  properties  operating  in  Pittsburgh. 
Standard  Gas  &  Electric  Co.  owned  the  securities  of  the  rest  of  the 
properties  throughout  the  United  States.  In  1930,  the  transaction 
was  put  through  turning  all  the  properties  over  to  Standard  Gas 
and  in  turn  making  Standard  Power  the  top  holding  company,  hold- 
ing 52  percent  of  the  common  stock  of  the  Standard  Gas. 

Mr.  Nehemkis.  I  believe  that  the  committee  has  before  it  the 
table  which  has  now  been  received  in  evidence.  I  should  like  to 
direct  your  attention,  if  I  may,  to  certain  facts  which  appear  in 
that  table.  It  will  be  noted  that  the  groups  with  one  exception 
were  Composed  of  the  same  banking  houses,  apart  from  the  occa- 
sional exclusion  of  the  two  smaller  participants.  It  will  also  be 
noted  that  the  principal  underwriters  were  H.  M.  Byllesby  Com- 
pany and  the  Ladenburg,  Thalmann  group.  It  will  be  further  noted, 
that  with  the  exception  of  one  issue  the  interests  of  the- several  houses* 
remained  substantially  the  same  through  each  of  the  issues  from  1927, 
the  first  after  the  agreement,  through  1929. 

It  will  be  noted  further  from  this  table  that  when  a  newcomer 
appeared  each  of  the  other  houses  took  a  small  proportionate  cut. 
Throughout  all  of  this  financing  Byllesby  and  Ladenburg,  Thalmann 
were  the  leaders  of  the  financing.  Each  of  these  houses  obtained 
either  one-quarter  of  the  issue  or  slightly  less.  In  one  case  you  will 
note?  in  the  Standard  Power  and  Light  6's  of  1957,  this  percentage 
participation  was  changed. 

stockholders'    suits   against   h.    m.    byli-esby   and   company   and 
standard  power  &  light  co.,  19  29 

Mr.  Nehemkis.  Mr.  Briggs,  in  the  spring  and  fall  of  1929  were 
there  not  several  stockholders'  suits  brought  against  Byllesby  and 
Standard  Gas  &  Electric? 

Mr.  Briggs.  There  was  one  stockholders'  suit;  I  don't  remember 
several. 
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Mr.  Nehemkis.  Was  there  not  a  mandamus  proceeding  .brought 
against  Standard  Gas  &  Electric  by  a  group  of  stockholders  for 
the  inspection  of  its  books?     Did  that  not  occur  in  June  of  1929? 

Mr.  Briggs.  I  do  not  remember. 

Mr.  Nehemkis.  Do  you  recall  that  in  September  of  1929,  suit 
was  instituted  by  a  group  of  stockholders  and  an  action  was  brought 
against  Byllesby  for  an  accounting? 

Mr.  Briggs.  I  do  not  remember ;  no,  sir. 

Mr.  Nehemkis.  Do  you  recall  that  this  accounting  action  was 
accompanied  by  a  demand  that  Byllesby  turn  over  to  the  Standard 
about  $5,000,000  of  profit  resulting  from  its  transactions  with 
Standard? 

Mr.  Briggs.  I  can't  identify  the  particular  suit  you  have  in  mind. 

Mr.  Nehemkis.  Now,  you  say  you  do  recall  that  there  was  one 
suit,  can  you  identify  that  suit?    What  was  that  about? 

Mr.  Briggs.  I  am  not  sure ;  it  was  a  suit,  some  proceedings,  brought 
against  us  in  connection — well,  at  this  time  I  don't  remember  for 
what  purpose. 

Mr.  Nehemkis.  Do  you  know  who  brought  it,  a  group  of  stock- 
holders or  someone  else  ? 

Mr.  Briggs.  It  was  brought  by  a  group  of  stockholders  in  New 
York. 

Mr.  Nehemkis.  Do  you  recall  who  some  of  these  stockholders  were 
or  the  names  of  the  stockholders  who  instituted  the  suit? 

Mr.  Briggs.  I  believe  it  was  brought — if  there  was  a  suit,  I  do 
not  know  that — brought  by  the  Schroder  banking  interests. 

Mr.  Nehemkis.  The  Schroder  banking  interests? 

Mr.  Briggs.  Stock  owned  by  the  Schroder  banking  interests. 

Mr.  Nehemkis.  And  do  you  recall  who  the  interests  were  that 
made  up  the  Schroder  banking  interests  ? 

Mr.  Briggs.  No ;  I  do  not. 

H.     M.    BYLLESBY    &    CO.'S    CONTROL    OF    STANDARD    POWER    &.  LIGHT    CO. 
THROUGH    HOLDINGS   OF   MANAGEMENT  PREFERRED   STOCK 

Mr.  Nehemkis.  Now,  wasn't  there  also  a  demand  that  Standard 
Gas  &  Electric  $1  par  voting  preferred  stock  held  by  Byllesby,  and 
which  in  turn  gave  Byllesby  control  over  the  system,  be  canceled  ? 

Mr.  Briggs.  I  believe  there  was  some  discussion  about  canceling 
it  at  that  time,  but  I  do  not  know  whether  or  not  it  was  a  formal 
demand. 

Mr.  Henderson.  Do  I  understand  correctly  that  the  preferred 
stock  had  voting  rights  ? 

Mr.  Briggs.  In  which  company  ? 

Mr.  Henderson.  Standard  Gas  &  Electric. 

Mr.  Briggs.  No;  the  only  stocks  that  had  voting  rights  were  the 
common  stock  and  a  special — you  are  correct,  it  was  a  special  pre- 
ferred stock  called  a  management  stock. 

Mr.  Henderson.  A  management  stock  ? 

Mr.  Briggs.  Yes. 

Mr.  Nehemkis.  That  was  a  peculiar  stock.  It  was  worth  $1  and 
each  stock  had  one  vote  ? 

Mr.  Briggs.  That  is  correct. 
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Mr.  Nehemkis.  One-dollar,  one-vote  stock?  Now,  you  said  there 
were  some  discussions  about  canceling  Byllesby's  interest  in  this 
stock.     Discussions  with  whom,  Mr.  Briggs?     Do  you  remember? 

Mr.  Briggs.  No ;  I  do  not  recall  that. 

Mr.  Nehemkis.  The  Schroder  banking  interests? 

Mr.  Briggs.  Well,  I  do  not  know  that  these  stockholders  were 
actually  Schroder  banking  interests,  but  they  were  probably  identi- 
fied with  foreign  interests. 

Mr.  Nehemkis.  They  were,  to  use  a  blunt  word,  "stooges1'? 

Mr.  Briggs.  No  ;  I  do  not  know  that,  even. 

Mr.  Nehemkis.  They  were  "fronting"  for  foreign  interests? 

Mr.  Briggs.  Is  that  a  question  ? 

Mr.  Nehemkis.  Were  they  ? 

Mr.  Briggs.  I  do  not  know  that. 

Mr.  Nehemkis.  Now  the  voting  power  obtained  by  Byllesby 
through  these  holdings  that  we  have  been  speaking  of  were  approxi- 
mately 40  percent  of  the  voting  power  of  all  classes  of  the  Standard 
Gas  &  Electric  stock,  were  they  not  ? 

Mr.  Briggs.  That  is  correct. 

Mr.  Nehemkis.  Do  you  recall  at  this  time  how  much  Byllesby 
paid  for  this  stock  ? 

Mr.  Briggs.  Which  stock  is  that? 

Mr.  Nehemkis.  This  $1  preferred  stock  which  had  one  vote  per 
share  ? 

Mr.  Briggs.  Paid  $1  per  share  for  it. 

Mr.  Nehemkis.  What  was  the  aggregate  cost  to  Byllesby? 

Mr.  Briggs.  One  million  shares  were  offered  to  the  stockholders 
and  I  believe  all  except — I  believe  that  only  2,000  shares  were  taken 
by  the  stockholders,  and  Byllesby  bought  the  rest. 

Mr.  Nehemkis.  Cost  you  about  $1,000,000? 

Mr.  Briggs.  Close  to  $1,000,000. 

Mr.  Nehemkis.  And  do  you  recall  how  much  the  other  voting 
stock  cost  ? 

Mr.  Briggs.  Our  holdings  of  Standard  Gas  common? 

Mr.  Nehemkis.  Per  vote ;  yes. 

Mr.  Briggs.  We  had  accumulated  whatever  holdings  we  had  of 
Standard  Gas  common  from  time  to  time  in  the  market ;  it  would  be 
impossible  for  me  to  say  just  what  it  cost  us. 

Mr.  Nehemkis.  But  of  this  preferred  stock  to  which  we  have  been 
making  reference  and  which  was  held  by  the  public,  that  didn't  cost 
one  dollar,  and  that  didn't  have  the  right  of  one  vote  per  stock  held, 
did  it? 

Mr.  Briggs.  The  ordinary  preferred  stock  of  Standard  Gas?  Oh, 
no,  that  was  stock  in  one  case  with  no  par  value  and  in  another  case 
$100  par  value. 

Mr.  Nehemkis.  How  about  the  common  stock  ? 

Mr.  Briggs.  The  common  stock,  as  I  remember  it,  was  no  par 
value. 

Mr.  Nehemkis.  Did  that  cost  more  than  $1  a  share  ? 

Mr.  Briggs.  Well,  Standard  Gas  common  was  issued  from  time  to 
time  by  the  treasury  at  varying  prices. 

Mr.  Nehemkis.  Do  you  recall  at  this  time  whether  any  of  that 
common  stock  ever  did  have  a  price  of  $1  per  share  ? 

Mr.  Briggs.  The  ordinary  Standard  Gas  common? 
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Mr.  Nehemkis.  Yes. 

Mr.  Briggs.  I  do  not  believe  that  is  correct. 

Mr.  Nehemkis.  Now,  you  are  unable  to  recall  at  this  time  who 
initiated  the  series  of  litigation  against  Standard  Gas  and  Byllesby, 
the  time  to  which  we  are  referring? 

Mr.  Briggs.  That  is  correct. 

Mr.  Nehemkis.  You  do  think,  however,  that  the  instigating  of  a 
series  of  steps  in  a  move  to  perhaps  oust  Byllesby  from  control  was 
done  under  the  leadership  of  the  Schroder  interests  ? 

Mr.  Briggs-.  No,  I  do  not  believe  it  was  done  under  the  leadership 
of  Schroder  interests;  I  think  the  first  large  stockholdings  of 
Standard  Gas  were  owned  by  the  Loewenstein  interests  in  Europe. 

ACQUISITION  OF  STANDARD  POWER  &  LIGHT  CO.  STOCK  BY  THE  LOEWENSTEIN 
AND  EMANUEL   INTERESTS 

Mr.  Nehemkis.  Do  you  recall  that  about  1927  and  1928  two  par- 
ticular interests  began  buying  into  Standard  Gas  &  Electric 
common  ? 

Mr.  Briggs.  Well,  the  only  one  I  remember  at  that  time  is  the 
Loewenstein  interests,  which  I  think  accumulated  stock  in  1927. 

Mr.  Nehemkis.  And  that  was  done  through  the  Hydro  Electric 
Securities  Corporation,  was  it  not? 

Mr.  Briggs.  I  am  not  sure ;  that  may  be  right. 

Mr,  Nehemkis.  And  when  you  speak  of  the  Loewenstein  interests 
you  refer  to  the  late  Captain  Alfred  Loewenstein,  the  Belgian  finan- 
cier, do  you  not  ? 

Mr.  Briggs.  That  is  correct. 

Mr.  Nehemkis.  And  do  you  also  recall  that  one  of  these  two 
interests  that  began  buying  into  common  at  this  time  was  a  group 
represented  by  Mr.  Victor  Emanuel  ? 

Mr.  Briggs.  Well,  you  are  referring  again  to  1927 9 

Mr.  Nehemkis.  Between  1927  and  1928. 

Mr.  Briggs.  Well,  I  do  not  know. 

Mr.  Nehemkis.  You  can't  buy  up  common  over  night;  it  takes  a 
little  time. 

Mr.  Briggs.  I  do  not  know  just  which  period  Mr.  Emanuel  and 
his  associates  started  to  accumulate  stock.  I  imagine  it  was  a  little 
bit  later. 

Mr.  Nehemkis.  Now,  did  not  the  interests  or  the  foreign  interests 
represented  by  Captain  Loewenstein  demand  representation  on  the 
board  of  Standard  Gas  &  Electric? 

Mr.  Briggs.  It  did. 

Mr.  Nehemkis.  And  Mr.  John  O'Brien,  who  was  then  the  presi- 
dent and  a  dominant  figure  in  this  system,  refused  that  demand,  did 
he  not? 

Mr.  Briggs.  That  is  correct. 

Mr.  Nehemkis.  Did  not  counsel  for  Mr.  Emanuel's  interests,  as 
well  as  the  Hydro  Electric  interests  representing  Captain  Loewen- 
stein, demand  access  to  the  books? 

Mr.  Briggs.  I  am  not  familiar  with  that.    It  may  be  correct. 

Mr.  Nehemkis.  Do  you  recall  that  this  demand  was  refused? 

Mr.  Briggs.  No;  I  do  not. 
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Mr.  Nehemkis.  Do  you  recall  that  immediately  after  such  de- 
mands, to  which  reference  has  been  made,  that  suits  were  brought 
by  the  respective  interests? 

Mr.  Briggs.  Well,  I  think  I  have  testified  that  there  was  talk  of 
suits  being  brought.  Whether  or  not  they  were  actually  brought 
I  do  not  know. 

UNITED  STATES  ELECTRIC  POWER  CORPORATION    (USEPCO)   AND  ITS 
ORGANIZERS 

Mr.  Nehemkis.  Do  you  recall  that  about  September  1929 — we  are 
moving  a  little  farther  now — that  several  additional  financial  inter- 
ests joined  hands  with  Captain  Loewenstein's  group  and  Mr.  Eman- 
uel's group  ? 

Mr.  Briggs.  Well,  I  was  not  familiar  with  the  operations  of  that 
group  at  all. 

Mr.  Nehemkis.  Do  you  recall  a  company  known  as  United  States 
Electric  Power  Corporation? 

Mr.  Briggs.  I  do. 

Mr.  Nehemkis.  And  do  you  recall  who  formed  that  corporation 
on  or  about  September  10,  1929? 

Mr.  Briggs.  I  do  not  know  who  the  original  incorporators  were. 

Mr.  Nehemkis.  You  have  some  general  idea  of  the  people  back  of 
that  corporation  ? 

Mr.  Briggs.  Subsequently  I  did  learn. 

Mr.  Nehemkis.  Who  were  they  ? 

Mr.  Briggs.  Mr.  Emanuel,  Mr.  Riggs. 

Mr.  Nehemkis.  Mr.  Riggs? 

Mr.  Briggs.  Mr.  Riggs,  R.  T.  Riggs,  attorney  in  New*  York,  Mr. 
Langley,  Mr.  Granbery,  Mr.  Seagrave  of  United  Founders  Corpora- 
tion.   They  were  the  principal  men,  I  believe. 

Mr.  Nehemkis.  And  Mr.  Langley  is  the  head  of  W.  C.  Langley  & 
Co,? 

Mr.  Briggs.  That  is  correct. 

Mr.  Nehemkis.  Now  was  not  also  the  Hydro-Electric  Securities 
Corporation  interested  in  United  States  Electric  Power? 

Mr.  Briggs.  I  believe  they  were. 

Mr.  Nehemkis.  And  the  J.  Henry  Schroder  Banking  Corporation? 

Mr.  Briggs.  I  believe  they  were. 

Mr.  Nehemkis.  And  the  Seaboard  National  Corporation? 

Mr.  Briggs.  Yes,  sir,  I  remember  that  name,  also. 

Mr.  Nehemkis.  And  A.  C.  Allyn  &  Co,? 

Mr.  Briggs.  And  A.  C.  Allyn,  that  is  correct. 

Mr.  Nehemkis.  And  American  Founders  Corporation? 

Mr.  Briggs.  Well,  the  Founders  is  part  of  the  Founders  group. 

Mr.  Nehemkis.  And  United  Founders  Corporation? 

Mr.  Briggs.  That  is  correct. 

Mr.  Nehemkis.  And  the  latter  two  are  investment  trusts  ? 

Mr.  Briggs.  That  is  correct. 

Mr.  Nehemkis.  And  have  we  mentioned  Harris,  Forbes  &  Co.  ? 

Mr.  Briggs.  No,  I  believe  they  had  a  small  interest,  but  I  am  not 
sure. 
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Mr.  Nehemkis.  And  Harris,  Forbes  &  Co.  and  W.  C.  Langley  & 
Co.  and  A.  C.  Allyn  &  Co.  and  J.  Henry  Schroder  Banking  Corpora- 
tion were  all  investment  banking  firms? 

Mr.  Briggs.  I  am  not  sure  about  Schroder  being  an  investment 
banking  concern  at  that  time. 

Mr.  Nehemkis.  And  Mr.  Emanuel's  company,  Albert  Emanuel  & 
Co.,  was  an  investment  banking  house,  was  it  not? 

Mr.  Briggs.  I  do  not  believe  they  came  into  the  investment  bank- 
ing picture  until  later. 

Mr.  Nehemkis.  And  Koppers  United  was  also  interested  for  a  short 
time,  wasn't  it? 

Mr.  Briggs.  I  do  not  know  that. 

Mr.  Nehemkis.  These  concerns  pooled  their  Standard  Gas  &  Elec- 
tric holdings  in  the  United  States  Electric  Power  Co.,  did  they  not? 

Mr.  Briggs.  I  subsequently  found  that  out,  yes. 

Mr.  Nehemkis.  And  Victor  Emanuel  was  the  president  of  U.  S. 
Electric  Power  Co.? 

Mr.  Briggs.  He  became  president,  but  I  do  not  know  when. 

general  settlement  between  usepco  and  standard  power  &  LIGHT 

CO. — THE  BANKING  MEMORANDUM   OF   DECEMBER    1929 

Mr.  Nehemkis.  Now,  these  various  interests  we  have  gone  over, 
united  interests  in  U.  S.  Electric  Power,  obtained  a  sufficiently  pow- 
erful position  in  Standard  Gas;  did  they  not,  to  obtain  joint  control 
not  only  over  the  system,  but  with  your  support  as  well  ? 

Mr.  Briggs.  An  arrangement  was  made  in  1929. 

Mr.  Nehemkis.  Now,  as  a  part  of  the  general  settlement  follow- 
ing this  new  alignment  of  interests,  was  not  a  memorandum  pre- 
pared embodying  an  agreement  between  Byllesby,  U.  S.  Electric 
Power  and  Ladenburg,  Thalmann? 

Mr.  Briggs.  That  is  correct. 

Mr.  Nehemkis.  And  this  memorandum  was  dated,  was  it  not, 
December  21,  1929? 

Mr.  Briggs.  That  is  correct. 

Mr.  Nehemkis.  I  show  you  this  memorandum  and  ask  you  whether 
you  recognize  it? 

Mr.  Briggs.  I  do. 

Mr.  Nehemkis.  Is  that  your  signature  which  appears  among  the 
signatories  to  the  agreement? 

Mr.  Briggs.  No;  it  is  not. 

Mr.  Nehemkis.  Whose  signature  is  that  ? 

Mr.  Briggs.  I  think  the  document  is  all  signed  by  the  same  per- 
son, evidently  a  copy  of  a  copy. 

Mr.  Nehemkis.  Who  is  the  Mr.  Briggs  referred  to  there? 

Mr.  Briggs.  J.  H.  Briggs  is  myself. 

Mr.  Nehemkis.  Did  you  sign  that  document?  Did  you  sign  the 
original  of  which  this  is  a  copy? 

Mr.  Briggs.  That  is  correct. 

Mr.  Nehemkis.  Thank  you,  sir.  And  this  document  is  entitled 
"Banking,"  is  it  not? 

Mr.  Briggs.  That  is  correct. 

Mr.  Nehemkis.  And  the  other  signatories  to  it,  if  you  recall,  were 
Mr.  Victor  Emanuel,  representing  U.  S.  Electric  Power  Corporation 
as  its  president? 
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Mr.  Briggs.  That  is  correct. 

Mr.  Nehemkis.  And  Walter  T.  Rosen,  a  general  partner  in  Laden- 
burg,  Thalmann  &  Co.  ? 

Mr.  Briggs.  That  is  correct. 

Mr.  Nehemkis.  The  document  identified  by  the  witness  is  offered 
in  evidence,  may  it  please  the  committee. 

Acting  Chairman  Williams.  It  will  be  accepted. 

(The  document  referred  to  was  marked  "Exhibit  No.  1981"  and 
is  included  in  the  appendix  on  p.  12868.) 

Mr.  Nehemkis.  Now,  did  not  the  agreement  of  December  21,  1929, 
which  is  now  in  evidence  before  this  committee,  embody  a  division 
of  the  future  financing  of  the  system,  Mr.  Briggs  ? 

Mr.  Briggs.  That  is  correct. 

Mr.  Nehemkis.  Subject  to  certain  particular  situations  specifically 
set  forth  in  the  agreement,  did  not  this  agreement  provide  that  75 
percent  of  all  future  financing  of  the  Standard  Gas  &  Electric  system 
was  to  go  to  United  States  Electric  Power  Co.,  and  25  percent  was 
to  go  to  Byllesby? 

Mr.  Briggs.  That  is  correct. 

Mr.  Nehemkis.  I  ask-  leave  of  the  committee  that  the  witness  be 
dismissed  and  that  I  call  at  this  time  Mr.  Victor  Emanuel.  I  think 
the  witness  should  remain  within  call  of  the  committee,  but  it  is  not 
necessary  for  him  to  remain  in  the  witness  chair. 

Acting  Chairman  Williams.  You  may  be  excused,  Mr.  Briggs,  for 
the  present. 

(Mr.  Briggs  was  excused,  to  remain  within  call.) 

Mr.  Nehemkis.  Mr.  Victor  Emanuel,  will  you  please  take  the  chair  ? 

Acting  Chairman  Williams.  Do  you  solemnly  swear  that  the  testi- 
mony you  are  about  to  give  in  this  proceeding  shall  be  th'e  truth,  the 
whole  truth,  and  nothing  but  the  truth,  so  help  you  God? 

Mr.  Emanuel.  I  do. 

TESTIMONY  OF  VICTOR  EMANUEL,  PRESIDENT,  STANDARD  POWER 
&  LIGHT  CORPORATION,  AND  CHAIRMAN,  FINANCE  COMMITTEE, 
STANDARD  GAS  &  ELECTRIC  CO.,  NEW  YORK,  N.  Y. 

Mr.  Nehemkis.  Will  you  state  your  full  name  and  address,  Mr. 
Emanuel,  please? 

Mr.  Emanuel.  Victor  Emanuel,  895  Park  Avenue,  New  York. 

Mr.  Nehemkis.  You  were  formerly  senior  partner  of  Emanuel  & 
Co.,  were  you  not? 

Mr.  Emanuel.  For  about  3  or  4  years. 

Mr.  Nehemkis.  And  what  was  the  business  of  Emanuel  &  Co.  ? 

Mr.  Emanuel.  Emanuel  &  Co.,  as  I  recall  it,  was— I  don't  know- 
formed  in  1927  to  1928  and  were  purely  a  brokerage  house  up  till 
1934, 1935,  and  after  that  period  at  times  they  went  into  or  they  were 
in  the  investment  banking  business. 

Mr.  Nehemkis.  Are  you  not  now  a  special  partner  in  Emanuel  & 

Mr.  Emanuel.  I  am. 

Mr.  Nehemkis.  You  are  a  director  of  several  of  the  companies  in 
the  Standard  Gas  system,  are  you  not,  Mr.  Emanuel  ? 
Mr.  Emanuel.  Two. 
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Mr.  Nehemkis.  Which  ones  are  they? 

Mr.  Emanuel.  Standard  Power  &  Light  Corporation  and  Stand- 
ard Gas  &  Electric  Co. 

Mr.  Nehemkis.  You  are  chairman  ofHhe  board  in  both  of  these 
organizations  are  you  not? 

Mr.  Emanuel.  I  am  president  of  Standard  Power  &  Light  Cor- 
poration and  until  recently  was  chairman  of  Standard  Gas  &  Elec- 
tric, but  now  I  am  chairman  of  the  finance  committee  of  Standard 
Gas  &  Electric. 

Mr.  Nehemkis.  And  do  you  not  hold  any  offices  in  the  Philadel- 
phia Co.? 

Mr.  Emanuel.  No;  I  used  to. 

Mr.  Nehemkis.  And  you  no  longer  hold  an  office  in  the  Duquesne 
Light  Co.  ? 

Mr.  Emanuel.  No. 

Mr.  Nehemkis.  Or  in  the  Louisville  Gas  &  Electric? 

Mr.  Emanuel.  No. 

Mr.  Nehemkis.  You  are,  "however,  a  director  of  the  Republic  Steel 
Corporation,  are  you  not? 

Mr.  Emanuel.  I  am. 

Mr.  Nehemkis.  And  you  are  at  present  president  of  the  Aviation 
&  Transportation  Corporation? 

Mr.  Emanuel.  I  am. 

program  or  utility  acquj  itions  or  victor  emanuel  and  Alfred 

LOEWENSTEIN 

Mr.  Nehemkis.  Is  it  not  a  fact,  Mr.  Emanuel,  that  in  associations 
with  the  late  Capt.  Alfred  Loewenstein  you  bought  into  the  Standard 
Gas  system? 

Mr.  Emanuel.  He  bought,  or  his  companies  bought,  stock  in 
Standard  Gas  considerably  before  I  did. 

Mr.  Nehemkis.  And  you  subsequently  became  associated  with 
Captain  Loewenstein  in  the  venture? 

Mr.  Emanuel.  Well,  not  exactly  associated,  because  he  died  in 
1928  and — I  mean  I  don't  know  what  you  mean  by  associated. 

Mr.  Nehemkis.  Perhaps  it  will  develop  in  the  course  of  the  tes- 
timony. 

Mr.  Henderson.  Is  that  the  fellow  who  fell  out  of  the  plane  ? 

Mr.  E  mandel.  It  was. 

Mr.  Henderson.  Was  that  in  1928  ? 

Mr.  Emanuel.  In  1928, 1  think  in  the  early  part  of  July. 

Mr.  Nehemkis.  Now  did  not  you  and  the  late  Captain  Loewen- 
stein have  a  number  of  discussions  about  the  subject? 

Mr.  Emanuel.  Well,  in  the  winter  of  1927  I  think  it  was,  I  was 
in  England  and  he  had  a  number  of  holdings  in  American  com- 
panies, including  a  considerable  number  of  utility  companies,  and  I 
never  met  him  up  to  that  time,  but  he  had  known  my  father,  and  he 
consulted  me  about  some  of  these  American  investments. 

Mr.  Nehemkis.  In  the  course  of  your  conversations  and  discus- 
sions with  Captain  Loewenstein  did  you  not  formulate  a  fairly  large- 
scale  program  for  utility  acquisitions  which  you  then  thought  it  was 
possible  to  acquire  ? 
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Mr.  Emanuel.  No;  I  can't  say  that  I  did.  He  came  over  here 
after  I  met  him  and  he  had  a  number  of  utility  investments  which  I 
talked  to  him  about  and  I  think  at  one  time  I  either  wrote  him  or 
talked  to  him  about  forming  a  company  in  which  we  consolidated 
a  number  of  public  utility  companies,  but  he  wasn't  interested  in  that 
and  nothing  came  of  it. 

Mr.  Nehemkis.  Mr.  Emanuel,  will  you  tell  me  whether  you  recog- 
nize this  memorandum  as  one  prepared  by  you  on  or  about  May  15, 
1928? 

Mr.  Emanuel.  Yes ;  I  think  that  was. 

Mr.  Nehemkis.  Mr.  Emanuel,  I  am  going  to  read  you  from  this 
document  which  you  have  just  been  good  enough  to  identify  for  me. 
This  document  is  entitled  "Memorandum  of  Agreement  Covered  in 
Conversation  Between  Alfred  Loewenstein  and  Victor  Emanuel,'" 
regarding  [reading  "Exhibit  No.  1932"] : 

Standard  Gas  and  Electric  Company 

American  Water  Works  and  Electric  Company  Inc. 

Middle  West  Utilities  Company 

1 — In  the  first  instance,  it  is  desired,  if  possible,  to  purchase  control  of  the 

Standard  Gas  and  Electric  Company  at  a  reasonable  price. 
2 — If  and  when  this  is  accomplished,  an  earnest  endeavor  would  be  made — 

a — To  purchase  control  of  American  Water  Works  and  Electric  Company 

Inc. 
b — To  effect  a  merger  of  the  two  companies. 
3— At  some  future  date,  to  secure  control,  if  possible,   of  the  Middle  West 

Utilities  Company  on  a  mutually  satisfactory  basis. 
4 — In  all  the  above  negotiations,  Captain  Loewenstein  and  his  associates  and 
Victor  Emanuel  and  his  associates  would  be  joint  partners;  that  is,  eacb 
group  would  take  fifty  percent  interest 
5 — A  new  holding  company  would  be  formed  to  finance  with  the  public  up  to 
seventy-five  percent  of  the  purchase  price  of  the  different  companies.    It 
would  be  decided  later  if  these  securities  would  be  offered  solely  in  Amer- 
ica, or  in  America,  England,  and  on  the  Continent. 
6 — The  balance  of  twenty-five  percent,  or  more,  to  be  raised  equally  by  Alfred 
Loewenstein  and  his  associates  and  by  Victor  Emanuel  and  his  associates 
through  their  respective  holding  companies. 
7 — Victor  Emanuel  and  his  public  utility  organization  to  have  operating  charge 
of  these  properties,  Victor  Emanuel  to  receive  a  satisfactory  compensation 
therefor. 
8 — The  banking  to  be  divided  equally  between  banking  houses  connected  with 
Alfred  Loewenstein  and  banking  houses  connected  with  Victor  Emanuel, 
it  being  understood  that  initially  such  bankers  are  the  J.  Henry  Schroder 
Banking  Corporation  and  A.  C.  Allyn^&  Company. 
0— Exclusive  of  dividends  on  securities  purchased,  it  is  understood  that  reve- 
nues will  probably  inure  to  the  groups  through  financing,  management,  and 
engineering  services ;  these  revenues,  exclusive  of  the  salary  to  be  paid 
to  Victor  Emanuel  as  operating  head  of  the  company,   will  be  divided 
equally  between  the  groups. 
10 — In  the  first  instance,  these  charges  would  probably  be  paid  into  the  new 
holding  company  to  be  formed  to  take  over  these  securities.    As  a  half 
interest  in  the  equity  of  this  holding  company  would  be  owned  by  each 
group,  each  would  share  equally  in  such  earnings. 
11 — It  is  understood  that  the  bankers,  the  J.  Henry  Schroder  Banking  Corpo- 
ration and  A.  C.  Allyn  &  Company,  would  purchase  these  securities  from 
friendly  hands  at  prices  which  would  result  in  their  purchases  being  made 
on  a  non-competitive  basis  and  at  fair  prices. 
12 — Should  it  be  necessary,  it  is  understood  that  Victor  Emanuel  could  nomi- 
nate six  <iut  of  nine  of  the  members  of  the  board  of  directors  of  the  new 
holding  company,  it  being  further  understood,  however,  that  Alfred  Loew- 
enstein and  his  associates  would  be  fully  protected  by  agreement  as  to  all 
matters  such  as  the  purchase  and  sale  of  properties;  purchase  and  sale 
of   securities;    management,    financing,    engineering,    and    all    important 
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phases  of  the  operation  and  management  of  the  properties.  Such  agree- 
ments are  common,  and  Alfred  Loewenstein  and  his  interests  would  be 
just  as  fully  protected  as  though  they  had  half  of  the  members  of  the 
board  of  directors. 
13 — It  is  further  understood  that  Victor  Emanuel  would  secure  the  approval  of 
Alfred  Loewenstein  of  any  director  he  would  name  of  American  nation- 
ality, or  his  approval  of  any  change  that  might  be  made  in  the  board  of 
directors. 

Mr.  Emanuel,  I  want  you  to  examine  the  document  once  again. 
At  the  top  of  the  document  you  will  find  three  initials.  Will  you 
tell  me  whose  initials  they  are? 

Mr.  Emanuel.  I  think  they  must  be  Mr.  Beale's. 

Mr.  Nehemkis.  Who  is  Mr.  Beale? 

Mr.  Emanuel.  I  think  he  is  president  of  Schroder  Trust  Co. 

Mr.  Nehemkis.  And  Mr.  Beale  having  read  this  document  wrote 
on  the  top :  "Not  to  be  taken  too  seriously." 

Mr.  Emanuel.  He  was  absolutely  correct.  I  never  received  a 
reply. 

Mr.  Nehemkis.  When  you  wrote  this  document  you  took  it  pretty 
seriously,  didn't  you? 

Mr.  Emanuel.  I  suppose  I  did. 

Mr.  Nehemkis.  That  is  offered  for  the  record  of  the  committee. 

Acting  Chairman  Williams.  It  may  be  received. 

(The  memorandum  referred  to  was  marked  "Exhibit  No.  1932"  and 
appears  in  full  in  the  text  on  p.  12563.) 

Mr.  Nehemkis.  Do  you  recall  about  the  same  time  you  dictated 
the  memorandum  now  in  evidence  preparing  another  memorandum 
sent  to  Mr.  Fuller  and  Mr.  Beale  ?  I  show  it  to  you  and  ask  if 
that  isn't  the  memorandum.  Do  you  recall  preparing  that  memo- 
randum ? 

Mr.  Emanuel.  No  ;  I  do  not.    I  might  have. 

Mr.  Nehemkis.  It  refers  to  "I"  in  the  latter  part  and  I  have 
assumed  from  the  nature  of  the  discussion  that  it  was  written  or 
dictated  by  you. 

Mr.  Emanuel.  It  might  have  been,  or  it  might  have  been  some- 
body else  in  my  office.    I  can't  recall  now. 

Mr.  Nehemkis.  Would  it  have  been  possibly  dictated  by  some- 
one else  in  close  contact  with  Alfred  Loewenstein? 

Mr.  Emanuel.  No;  it  would  probably  be  somebody  in  my  office. 

Mr,  Nehemkis.  Who  else  besides  yourself  knew  Captain  Loewen- 
stein so  intimately  as  to  be  able  to  discuss  the  details  of  this  long- 
range  program? 

Mr.  Emanuel.  I  can't  recall  now.  Mr.  O'Hara,  who  was  an  asso- 
ciate of  mine,  might  have  been. 

Mr.  Nehemkis.  You  don't  recognize  that  document  at  all? 

Mr.  Emanuel.  In  the  first  place,  I  can't  read  this  photostatic  copy. 

Mr.  Nehemkis.  The  only  other  person  who  could  possibly  have- 
drafted  that  memorandum  would  be  Mr.  O'Hara? 

Mr.  Emanuel.  I  can't  say  that. 

Mr.  Nehemkis.  You  don't  know  that?  I  think  I  shall  have  to  call 
someone  else  to  identify  the  document  for  just  a  moment,  sir,  so  I 
can  get  it  into  the  record.  Is  Mr.  Fuller  here?  Mr.  Fuller,  will 
you  be  good  enough  to  raise  your  hand  and  be  sworn? 

Acting  Chairman  Williams.  Do  you  solemnly  swear  that  the 
testimony  you  are  about  to  give  in  the  matter  noAv  pending  shall  be 
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the  truth,  the  whole  truth,  and  nothing  but  the  truth,  so  help  you 
God? 
Mr.  Fuller.  I  do. 

TESTIMONY  OF  CARLTON  P.  FULLER,  PRESIDENT,  SCHRODER 
ROCKEFELLER  &  CO.,  INC.,  NEW  YORK,  N.  Y. 

Mr.  Nehemkis.  Please  state  your  full  name  and  address,  for  the 
record. 

Mr.  Fuller.  Carlton  P.  Fuller,  Summit,  N.  J. 

Mr.  Nehemkis.  And  what  is  your  business  position,  sir? 

Mr.  Fuller.  I  am  president  of  Schroder  Rockefeller  &  Co.,  Inc. 

Mr.  Nehemkis.  Mr.  Fuller,  I  show  you  a  document  which  came 
from  your  files.  Will  you  be  good  enough  to  tell  me  if  you  recog- 
nize this  as  a  true  copy  of  an  original  in  your  possession  and 
custody  ? 

Mr.  Fuller.  I  do  not  recall  of  my  own  memory  this  document 
indicated  here,  and  I  see  nothing  to  identify^  here,  but  I  am  willing 
to  accept  the  probability  that  there  is  an  original  of  it.  Is  that  suf- 
ficient for  your  purpose  ? 

Mr.  Nehemkis.  That  is,  sir.  May  I  ask  you  one  further  question  ? 
Are  you  familiar  with  the  contents  of  that  memorandum? 

Mr.  Fuller.  No. 

Mr.  Nehemkis.  You  have  never  seen  it  before? 

Mr.  Fuller.  I  wouldn't  say  that.  It  is  quite  a  long  time  ago, 
but  I  am  not  familiar  with  the  contents  of  it. 

Mr.  Nehemkis.  Do  you  know  of  your  own  knowledge  or  do  you 
know  on  information  and  belief  that  that  memorandum  was  pre- 
pared by  Mr.  Emanuel? 

Mr.  Fuller.  I  don't. 

TESTIMONY  OF  VICTOR  EMANUEL— Resumed 

Mr.  Nehemkis.  Thank  you  very  much,  sir.  Mr.  Fuller,  you  are 
dismissed  for  the  moment. 

The  document  which  has  been  identified  as  coming  from  the  files 
of  Schroder  Rockefeller  &  Co.  by  Mr.  Fuller  contains  the  following 
interesting  paragraphs,  and  this  is  the  purpose  for  which  I  wanted 
it  identified  so  I  might  discuss  it  with  you.  I  read  to  you  from 
the  last  page  of  this  memorandum  dated  May  18,  1928,  entitled 
"Standard  Gas  and  Electric  Company,  American  Water  Works  and 
Electric  Company,  Inc.  Middle  West  Utilities  Company  (combined 
with  National  Electric  Power  Company)"  which  the  committee  will 
recall  are  the  same  three  companies  that  are  referred  to  in  a  previous 
memorandum  prepared  and  identified  as  having  been  prepared  by 
Mr.  Emanuel.     [Reading  from  "Exhibit  No.  1971"] : 

Notwithstanding  the  fact  that  the  entire  transaction  might  be  financed  out 
for  $137,000,000,  provided  we  could  purchase  the  controls  above  outlined,  I 
agree  with  Captain  Loewenstein  that  it  would  be  good  policy  for  us  to  have 
some  amount  of  actual  cash  in  the  equity. 

Nowhere  in  this  memorandum  have  I  discussed  the  many  advantages  that 
would  inure  to  the  bankers  in  this  situation.  I  have  thought  this  was  too 
apparent  to  make  any  comment;  it  is  sufficient  to  say,  however,  that  they 
would  be  assured  of  an  immense  amount  of  prime  public  utility  securities  each 
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year  that  would  be  purchased  from  friendly  hands,  and  that  their  position 
in  the  situation  would  be  even  more  attractive  than  that  of  the  operators. 

Do  you  recall  having  written  those  two  paragraphs? 

Mr.  Emanuel.  I  do  not. 

Mr.  Nehemkis.  It  is  certainly  apparent,  however,  from  the  lan- 
guage of  those  two  paragraphs  that  only  a  person  who  knew  of  this 
long-range  program  that  you  and  Captain  Loewenstein  were  plan- 
ning could  possibly  have  written  that  statement;  is  that  a  fair  infer- 
ence ? 

Mr.  Emanuel.  Perhaps  somebody  had  talked  to  me,  but  Captain 
Loewenstein,  as  I  recall  it,  was  never  a  part  of  that  program.  I 
probably  sent  him  the  letter  that  you  asked  me  to  identify,  but  he 
definitely  was  not  interested. 

Mr.  Nehemkis.  In  other  words,  as  it  was  set  forth  in  this  memo- 
randum from  which  I  have  read,  and  in  the  memorandum  of  conver- 
sation and  agreement  between  yourself  and  the  late  Captain  Loewen- 
stein, the  public  was  to  really  finance  this  acquisition  to  the  extent 
of  $137,000,000,  and  you  and  your  associates  would  obtain  all  the 
advantages  which  would  accrue  to  the  bankers  "from  purchasing 
prime  securities  from  friendly  hands"  was  the  phrase,  and  by  that 
I  take  it  at  noncompetitve  prices.  Is  that  the  general  gist  of  the 
situation  ? 

Mr.  Emanuel.  That  might  have  been  my  idea  at  the  time.  As  I 
have  to  say  again,  I  don't  believe  I  ever  received  a  reply  from  Cap- 
tain Loewenstein  to  that  letter  I  sent  him,  and  I  think  it  was  always 
in  my  own  mind  that  we  would  have  an  equity  in  the  properties. 
I  think  I  was  merely  pointing  out  that  if  they  could  be  purchased 
at  that  price  it  might  be  possible  to  raise  most  of  the  money. 

Mr.  Nehemkis.  As  it  says  in  the  statement  from  which  I  have 
previously  read,  "I,"  whether  that  is  you  or  some  other  person,  "agree 
with  Captain  Loewenstein  that  it  would  be  a  good  policy  for  us  to 
have  some  amount  of  actual  cash  in  the  equity." 

Mr.  Emanuel.  I  think  that  was  always  the  idea.  I  think,  in  this 
letter  I  read,  it  said  something  about  that. 

Mr.  Nehemkis.  To  proceed  with  this  program,  Mr.  Emanuel,  did 
you  not  induce  the  London  banking  house  of  J.  Henry  Schroder 
&  Co.,  and  its  American  affiliate  J.  Henry  Schroder  Banking  Cor- 
poration, to  join  hands  with  you  in  effecting  the  program  ? 

Mr.  Emanuel.  As  I  recall  it,  they  had  nothing  to  do  with  it.  I 
knew  that  J.  Henry  Schroder  &  Co.  in  London  had  a  relationship 
with  the  late  Captain  Loewenstein. 

Mr.  Nehemkis.  Let  me  see  if  I  understand  the  record  at  the  pres- 
ent moment.  Are  you  contending  that  you  never  had  anything  fur- 
ther to  do  with  canning  out  this  understanding  that  you  reached 
with  Loewenstein? 

Mr.  Emanuel.  As  I  recall  it,  he  died  in  July  of  1928,  and  he  was 
succeeded  by  a  man  by  the  name  of  Fisher  and  I  might  have  dis- 
cussed it  with  Fisher  subsequent  to  that,  but  I  think  by  the  fall  of 
that  year,  I  didn't  discuss  it  any  further  because,  as  I  recall  it,  he 
wasn't  interested  either. 

Mr.  Nehemkis.  You  don't  recall  at  this  time,  Mr.  Emanuel,  that 
you  spent  three  or  four  years  of  your  life  in  an  endeavor  to  effec- 
tuate this  program? 

Mr.  Emanuel.  No;  I  do  not. 
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Mr.  Nehemkis.  Then  we  will  go  along  with  the  evidence  and  that 
will  recall  it  to  you. 

When  I  say  "effectuate  the  program,"'  I  had  in  mind  of  course  the 
concentration  of  activity  on  Standard  Gas,  on  the  acquiring  of  con- 
trol of  Standard  Gas  System  which  was  a  sizeable  operation  in  itself. 

Mr.  Emanuel.  Well,  after  Captain  Loewenstein  died  and  Mr. 
Fisher  came  in  the  picture 

Mr.  Nehemkis  (interposing).  He  was  the  agent  of  the  late  Captain 
Loewenstein,  was  he  not,  at  that  time  ? 

Mr.  Emanuel.  He  was  an  employee  of  his,  and  he  succeeded  him 
as,  I  think,  managing  director  of  the  Hydro  Company. 

I  don't  think,  in  fact  I  am  quite  sure,  that  after  the  fall  of  that 
year,  the  year  of  Captain  Loewenstein's  death,  that  we  never  con- 
templated getting  control,  as  you  call  it,  of  Standard  Gas  &  Electric 
Company. 

Mr.  Nehemkis.  You  never  contemplated  obtaining  control? 

Mr.  Emanuel.  That  is  my  best  recollection.  We  did  have  some 
securities  in  the  company,  a  large  block  of  common  stock,  and  I  think 
we  did  ask  for  representation  and  we  also  asked  for  the  retirement 
of  the  million  shares  of  $1  stock,  and  we  asked  that  the  Philadelphia 
Company  go  directly  into  the  Standard  Gas  &  Electric  Company. 
It  was  divided  at  that  time  between  Standard  Gas  and  Standard 
Power.  But  I  don't  think  we  ever  asked  for  control,  if  you  mean 
by  control  actually  running  the  system. 

Mr.  Nehemkis.  Do  you  recall  at  this  time  that  Loewenstein's  in- 
terests were  represented  by  the  Hydro  Electric  Securities  Corpora- 
tion, a  Belgian  Corporation  domiciled  in  Canada? 

Mr.  Emanuel.  I  think  that  is  correct. 

Mr.  Nehemkis.  And  do  you  recall  that  that  corporation  joined 
you  in  effectuating  the  program? 

Mr.  Emanuel.  Well,  again  it  comes  around  to  what  you  mean  by 
program.  They  had  a  very  substantial  stock  interest  in  Standard 
Gas  which  they  had  considerably  before  the  time  I  met  Captain 
Loewenstein,  at  least  I  was  so  informed.  And  I  think  my  first  ac- 
quisition of  Standard  Gas  stock  personally  was  in  1927  to  '28 — '28, 
I  think,  the  end  of  that  year,  and  I  conferred  with  Fisher  about 
especially  this  million  shares  of  preferred  stock  and  the  Philadel- 
phia Company,  and  a  few  other  points  we  had  in  mind,  and  we  did 
cooperate  in  regard  to  that. 

LEGAL    MOVES    AGAINST   STANDARD   POWER   &   LIGHT   CO. 

Mr.  Nehemkis.  Do  you  recall,  Mr.  Emanuel,  at  this  time  plan- 
ning out  the  first  of  a  series  of  tactical  moves,  legal  and  otherwise, 
for  acquiring  control  of  the  Standard  Gas  properties? 

Mr.  Emanuel.  If  what  you  mean  by  "moves"  is  a  mandamus  ac- 
tion we  had,  and  also  a  demand  on  the  directors;  they  weren't  for 
the  purpose  at  the  time  of  acquiring  control.  We  had  dropped  that 
idea. 

Mr.  Nehemkis.  Did  you  bring  the  mandamus  suit  ? 

Mr.  Emanuel.  I  don't  believe  I  brought  it  directly,  but  the  people 
in  my  office,  I  think  Mr.  Skillman,  and  a  few  other  stockholders 

Mr.  Nehemkis  (interposing).  That  you  rounded  up? 

Mr.  Emanual.  I  can't  remember  that  far  back. 
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Mr.  Nehemkis.  Did  they  come  to  you  voluntarily  or  did  you  go 
out  and  produce  them? 

Mr.  Emanuel.  What  I  am  trying  to  recall — I  am  trying  to  re- 
member whether  Hydro  was  a  part  of  that  action  or  not.  I  think 
it  was  piimarily  brought  by  me. 

Mr.  Nehemkis.  And  what  was  your  purpose  in  bringing  this 
mandamus  proceeding? 

Mr.  Emanuel.  As  I  recall  it,  in  order  to  ascertain  some  infor- 
mation we  didn't  have. 

Mr.  Nehemkis.  And  that  was  the  only  way  you  could  get  it? 

Mr.  Emanuel.  It  seemed  to  be  the  only  way  at  the  time. 

Mr.  Nehemkis.  Do  you  recall  being  instrumental  in  organizing 
other  legal  proceedings? 

Mr.  Emanuel.  I  donH,  think  there  was  any  other,  except  perhaps 
a  communication  to  the  directors  asking  for  information. 

Mr.  Nehemkis.  Mr.  Fuller,  will  you  be  good  enough  to  take  the 
stand,  please. 

TESTIMONY  OF  CARLTON  P.  FULLER—  Resumed 

Mr.  Nehemkis.  Mr.  Fuller,  I  show  you  a"  document  which  pur- 
ports to  come  from  the  files  of  Schroder,  Rockefeller  &  Co.,  Inc., 
dated  May  16,  1929.  Will  you  tell  me  whether  you  recognize  this 
as  a  true  and  correct  copy  of  an  original  in  your  possession  and 
custody,  and  be  good  enough  also  to  glance  at  the  top  of  this 
memorandum  and  tell  me  whether  the  initials  that  appear  there 
are  not  your  initials?  I  do  not  intend  to  examine  you  on  this 
document.  T  merely  ask  that  you  identify  it  for  the  purposes  indi- 
cated.   Are  those  your  initials? 

Mr.  Fuller.  Those  are  my  initials. 

Mr.  Nehemkis.  That  is  a  true  and  correct  copj7  of  an  original 
in  yourjpossession  and  custody? 

Mr.  I  uller.  I  assume  so,  I  haven't  seen  the  original  for  a  long 
time. 

Mr.  Nehemkis.  Mr.  Emanuel,  I  read  to  you  from  this  memoran- 
dum under  date  of  May  16,  1929,  headed  "Standard  Gas  &  Electric 
Company."    [Reading  from  "Exhibit  No.  1933"]  : 

A  letter  on  present  status  for  London: 

l.)-Our  cable  No.  361  of  April  12th  outlined  the  possibility  of  litigation  in 
which  we  did  not  desire  to  become  involved  and  their  reply  No.  183  of  April 
13th  agreed  with  this  attitude  and  suggested  that  Harrison  Williams  and 
Electric  Shareholdings  press  the  attack.  No  communication  with  London  has 
taken  place  since,  but  the  following  events  have  occurred : 

2.)  G.  Reginald  Schumann  as  nominee  for  Hydro-Electric  signed  a  letter 
addressed  to  Standard  Gas  &  Electric  in  conjunction  with  other  stockholders 
demanding  access  to  the  books.    This  demand  was  refused. 

3.)  Emanuel's  next  step  was  to  collect  proxies  for  the  annual  meeting  of 
Standard  Gas,  which  was  held  May  15th.  He  procured  217,000  shares  which 
were  voted  against  Byllesby's  nominations  for  directors. 

4.)  Schumann  signed  a  proxy  for  Hydro-Electric  stock  in  his  name  and  in 
favour  of  Emanuel's  men  upon  cable  authorization  from  Fisher. 

5.)  Emanuel  now  asks  Schumann  as  nominee  to  sign  two  further  letters: 
a)  a  letter  to  Sie^bert1  &  Riggs,  authorizing  them  to  represent  the  stock  in  his 
name  in  legal  proceedings  against  Standard  Gas  b)  a  letter  to  Standard  Gas 
vV-  Electric  Company  in  complete  legal  detail  demanding  access  to  their  books  and 
setting  forth  the  reasons  for  such  demand,  presumably  to  be  submitted  to  the 
court  upon  another  refusal  of  the  Standard  Gas.     Fisher  has  cabled  special 

1  So  in  original. 
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authorization  to  Schumann  to  sign  the  letter  to  Siegbert1  &  Kiggs  under  si) 
above. 

Mr.  A.  Dulles— 

That  I  presume  is  Mr.  Allen  Dalles,  of  Messrs.  Sullivan  &  Crom- 
well.   Do  I  hear  any  agreement  on  that  from  either  of  the  witne 
Mr.  Fuller.  Yes. 
Mr.  Nehemkis  [reading  further  from  "Exhibit  No.  1933"]  : 

Mr.  A.  Dulles  states  that  there  is  no  possibility  of  Schrobanco — 

Schrobanco  being  the  New  York  affiliate  of  J.  Henry  Schroder  of 
London  ? 

Mr.  Fuller.  That  is  the  cable  address  of  J.  Henry  Schroder  Bank- 
ing Corporation  which  is  the  New  York  office  of  the  London  house. 

Mr.  Nehemkis  [reading  further  from  "Exhibit  No.  1933"]  : 

*  *  *  that  there  is  no  possibility  of  Schrobanco  being  drawn  into  these 
proceedings  officially.  It  is  of  course  possible  that  in  the  course  of  the  trial 
some  lawyer  might  refer  to  Schumann  as  employee  of  Schrobanco.  and  it  is 
quite  probable  that  our  close  relations  to  Fisher  and  Hydro  Electric  and 
Loewenstein  will  tend  to  identify  us  in  the  public  mind  with  the  litigation. 
Incidentally,  Mr.  Dulles  says  that  this  case,  if  it  comes  to  trial,  will  be  followed 
with  the  closest  interest  by  all  lawyers  and  will  doubtless  be  one  of  the  out- 
standing cases  of  the  year,  since  it  will  make  law  on  this  particular  subject. 

However,  Mr.  Emanuel,  that  was  not  your  interest  in  bringing  this 
series  6"f  legal  moves,  was  it  ? 
Mr.  Emanuel.  To  make  law  ?  No. 
Mr.  Nehemkis  [reading  further  from  "Exhibit  No.  1933"] : 

Emanuel  has  sent  Fisher  rather  complete  details  which  London  might  ask 
Fisher  to  show  them. 

I  offer  in  evidence  the  document  identified  by  Mr.  Fuller  from 
which  I  have  been  reading. 

Acting  Chairman  Williams.  It  may  be  received. 

(The  memorandum  referred  to  was  marked  "Exhibit  No.  1933" 
and  is  included  in  the  appendix  on  p.  12870.)  . 

Mr.  Nehemkis.  Mr.  Emanuel,  do  you  now  wish  to  chtahge  your 
testimony,  or  has  your  recollection  been  refreshed?  Were  you  not 
at  that  time  planning  a  series  of  legal  moves  ?  Were  you  not  actively 
engaged'  in  a  series  of  tactics  to  obtain  control  of  the  Standard  Gas 
System  ? 

Mr.  Emanuel.  I  was  not.    I  was  trying  to  obtain  information. 

Mr.  Henderson.  Trying  to  obtain  information  for  information's 
own  sweet  sake? 

Mr.  Emanuel.  No;  we  wanted  to  get  representation  on  the  board, 
not  control,  and  we  wanted  to  get  the  1,000,000  shares  of  $1  pre- 
ferred stock  retired.  We  wanted  to  get  the  Philadelphia  Company 
back  entirely  in  Standard  Gas  &  Electric  Company,  as  I  recall  it.  now. 

Mr.  Henderson.  Who  had  control  at  this  time  ? 

Mr.  Emanuel.  Well,  I  don't  think  anyone  had  51  percent,  but  the 
practical  control  we  construed  to  be  in  the  hands  at  that  particular 
time  of  H.  M.  Byllesby  and  Company. 

Mr.  Henderson.  In  order  to  achieve  what  you  wanted,  you  had  to 
supersede  the  existing  nominal  control,  did  you  not? 

Mr.  Emanuel.  No;  not  necessarily.  What  we  wanted  to  do  was 
to  get  them  to  agree  to  these  things. 

Mr.  Henderson.  You  are  making  some  kind  of  a  distinction  on 
"control"  in  your  own  mind;  is  that  it? 

1  So  In  original. 
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Mr.  Emanuel.  Yes,  sir.  By  control  I  mean  where  you  actually 
control  the  company ;  you  have  the  power  of  initiation  in  its  manage- 
ment; you  really  run  it. 

Mr.  Nehemkis.  Was  not  the  purpose  of  these  series  of  legal  moves 
and  other  moves  really  to  change  positions  with  Byllesby,  remove 
them  from  their  then  position  in  relation  to  the  affairs  of  the 
company  ? 

Mr.  Emanuel.  No  ;  I  don't  think  it  was. 

Mr.  Nehemkis.  Mr.  Fuller,  will  you  be  good  enough  to  examine  a 
cable  from  the  J.  Henry  Schroder  Banking  Corporation,  dated 
October  15,  1928,  and  tell  me  whether  you  recognize  this  as  a  true 
copy  of  an  original  in  your  possession.  For  the  sake  of  the  record 
this  is  a  cable  sent  to  London,  J.  Henry  Schroder  &  Co.  I  do  not 
intend  to  examine  you, -sir,  on  the  contents  of  that  document.  You 
are  being  asked  to  identify  it. 

Mr.  Fuller.  That  seems  to  be  a  photostat  of  a  cable. 

Mr.  Nehemkis.  I  read  from  the  cable  identified  by  the  witness, 
dated  October  15,  1928.  Cable  from  Schrobanco  to  Schrodpriv — that 
is  the  cable  address  of  the  London  house,  Schrodpriv.  [reading  from* 
"Exhibit  No.  1934"] : 

Emanuel  is  seeing  O'Brien  again  next  week  and  proposes  to  alter  his  tacties 
telling  him  we  have  increased  our  holdings  and  have  intention  of  further 
increasing  (stop)  ' 

Also  that  we  are  not  anxious  to  buy  his  preferred  stock  as  we  doubt  validity 
:md  fear  public  enquiry  (stop) 

In  view  of  O'Brien's  fears,  Emanuel  feels  we  can  obtain  representation  on 
board  and  interest  in  finance  as  large  shareholders  and  have  such  a  nuisance 
value  as  critics  of  all  Byllesby  operations  as  to  make  preferred  stock  of  little 
value  to  them  (stop) 

Plan  is  to  force  O'Brien  to  join  Emanuel  and  ourselves  in  all  financial  opera- 
tions of  Standard  Gas  and  between  us  gradually  obtain  real  control  of  common 
stock  instead  of  trick  control  as  now  held  by  Byllesby  (stop) 

Mr.  Emanuel,  do  you  recall  what  you  had  in  mind  by  the  reference 
to  the  phrase  "trick  control"? 

Mr.  Emanuel.  I  suppose  I  meant  unusual  control  due  to  the  fact 
that  one  million  shares  had  one  voted  share  with  a  par  value  of  only 
one  dollar. 

Mr.  Nehemkis.  Do  you  have  in  mind  that  this  is  an  unusual  means 
of  control,  for  one  dollar  of  preferred  stock  to  exercise  as  against  the 
equity  interest?     Is  that  what  you  had  in  mind? 

Mr.  Emanuel.  I  think  that  is  right,  sir. 

Mr.  Nehemkis.  Continuing  with  the  cable  from  Schrobanco  to 
Schrodpriv.    [Reading  further  from  "Exhibit  No.  1934"]  : 

If  O'Brien  inclined  to  cooperate  on  these  lines  corporation  would  be  formed 
along  lines  described  in  my  notes  mailed  to  Baron  into  which  Emanuel  and 
Hydro  would  place  all  their  Standard  Gas  common  and  O'Brien  would  place 
his  preferred  stock  and  some  Byllesby  stock  in  exchange  for  common  stock 
of  corporation  for  amounts  to  be  agreed  (stop) 

The  Baron  referred  to  there,  Mr.  Emanuel,  is  Baron  Schroder,  of 
London  ? 

Mr.  Emanuel.  I  did  not  write  that,  but  I  presume  that  is  who  it 
means. 

Mr.  Nehemkis.  Do  you  recall  who  the.Baron  was? 

Mr.  Fuller.  I  assume  so. 

Mr.  Nehemkis.  Head  of  the  London  house? 
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Mr.  Fuller.  Head  of  the  London  firm. 
Mr.  Henderson.  Is  he  still  alive? 
Mr.  Fuller.  Yes. 

Mr.  Henderson.  Where  is  he  located  now? 

Mr.  Fuller.  London ;  he  always  has  been  in  London  in  his  business 
control. 

Mr.  Nehemkis  [reading  further  from  "Exhibit  No.  1934"]  : 

This  corporation  would  proceed  to  acquire  real  control  and  finance  its  opera- 
tions by  means  of  bank  borrowing  followed  by  issues  of  stock  and  bonds  STOP 

Next  steps  contemplate  very  important  mergers  of  companies  known  to 
Fisber  STOP 

Mr.  Emanuel,  were  there  not  at  this  time  taking  place  a  series  of 
steps,  moves,  and  plans,  all  parts  of  a  carefully  formulated  design  for 
ousting  Byllesby  from  its  position  in  the  Standard  Gas  system,  and 
substituting  in  place  thereof  the  interests  represented  by  the  late  Cap- 
tain Alfred  Loewenstein  and  the  interest  represented  by  Mr.  Victor 
Emanuel  ? 

Mr.  Emanuel.  I  can't  recall  that  that  is  the  case;  no.  I  don't 
think  that  I  had  in  mind,  as  near  as  I  can  recall  it,  ousting  Byllesby. 

Mr.  Nehemkis.  Did  this  cable  sent  by  Schroder  Banking  Corpora- 
tion, which  has  been  identified  by  witness  Fuller,  to  Schrodpriv  in 
London,  misrepresent  your  notions  at  the  time  it  was  sent,  namely. 
October  15,  1938? 

Mr.  Emanuel.  I  don't  think  it  entirely  reflected  my  notions,  if 
you  mean  by  that  that  I  was  in  favor  of  ousting  Byllesby  from 
Standard  Gas.    I  was  in  favor  of  getting  just  what  I  testified  before. 

Mr.  Nehemkis.  The  document  will  speak  for  itself,  may  it  please 
the  committee. 

Acting  Chairman  Williams.  The  exhibit  may  be  received. 

(The  cable  referred  to  was  marked  "Exhibit  No.  1934"  and  is 
included  in  the  appendix  on  p.  12871.) 

Mr.  Henderson.  I  wanted  to  ask  a  direct  question.  One  clause  of 
the  telegram  says,  "This  corporation  would  proceed  to  acquire  real 
control." 

Mr.  Emanuel.  I  meant  by  that  control  through  the  regular  com- 
mon stock,  and  not  through  the  one  dollar  preferred  stock. 

Mr.  Henderson.  Then  you  did  have  some  idea  of  acquiring  real 
control ? 

Mr.  Emanuel.  Well,  evidently  what  that  cable  tried  to  express — 
it  has  been  many  years  ago,  and  I  can't  recall  everything  that  hap- 
pened then — was  an  idea  to  put  into  a  new  company  these  securities 
held  by  Loewenstein  and  myself  and  my  associate,  and  have  control 
of  the  company  evidenced  through  its  regular  common  stock,  and  not 
though  the  $1  preferred  stock. 

Mr.  Henderson.  But  who  would  have  that  real  control  ? 

Mr.  Emanuel.  What  was  the  date  of  that? 

Mr.  Nehemkis.  October  15,  1928. 

Mr.  Emanuel.  I  think  that  in  my  own  mind  was  that  the  corpora- 
tion would  but  Byllesby  would  continue  operating  the  properties. 

Mr.  Henderson.  But  the  real  control  on  an  equity  basis  would 
lodge  with  your  group,  would  it  not,  assuming  you  got  this  group 
together  ? 
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Mr.  Emanuel.  That  I  can't  say,  because  it  all  depended  on  how 
much  common  stock  Byllesby  would  receive  in  the  new  corporation 
for  their  new  securities  and  if  they  wanted  to  buy  any  more  or  not. 

Mr.  Nehemkis.  Before  proceeding  so  the  record  may  be  clear,  is 
that  now  in  evidence? 

Acting  Chairman  Williams.  It  may  be  admitted. 

Mr.  Nehemkis.  The  document  is  signed  by  Frank,  Mr.  Fuller; 
that  is  Mr.  Frank  Common,  president  of  Hydroelectric? 

Mr.  Fuller.  My  recollection  is  Mr.  Frank  Tiarks,  a  partner  in 
our  London  firm,  who  was  probably  here  at  that  time. 

Mr.  Nehemkis.  You  said  a  moment  ago  that  Baron  Schroder  was 
head  of  the  London  house.  Does  the  London  house  of  J.  Henry 
Schroder  have  other  banking  connections  on  the  Continent? 

Mr.  Fuller.  No. 

Mr.  Nehemkis.  Does  it  have  any  in  Germany  ? 

Mr.  Fuller.  No. 

Mr.  Nehemkis.  Does  the  Baron  spend  part  of  his  time  in  Germany, 
Munich  ? 

Mr.  Fuller.  No  ;  except  for  vacation. 

Mr.  Nehemkis.  For  the  sake  of  identifying  the  figure,  is  that  the 
same  Baron  Schroder  whose  name  appeared  in  the  press  some  time 
ago  in  conection  with  activities  in  Germany  ? 

Mr.  Fuller.  No  ;  not  that  I  know  of. 

Mr.  Nehemkis.  Not  the  same  Baron  Schroder  ? 

Mr.  Fuller.  No.  The  Schroder  family  in  Germany,  and,  of  course, 
the  Schroder  family  in  England  has  many  relatives  there,  but  the 
English  firm  has  been  in  England  since  1804  and  have  never  had  any 
branch  in  Germany  that  I  know  of. 

Mr.  Nehemkis.  I  was  wondering — this  is  Baron  Bruno  Schroder? 

Mr.  Fuller.  That  is  right. 

Mr.  Nehemkis.  Isn't  it  Baron  Bruno  Schroder  who  was  the  man 
instrumental  in  introducing  Chancellor  Hitler  to  the  industrialists 
in  Germany? 

Mr.  Fuller.  No;  he  is  not.  I  believe  he  is  a  member  of  the 
family  but  certainly  not  a  member  of  the  firm  in  London,  and  had 
no  connectionwith  them. 

Mr.  Nehemkis.  I  was  anxious  to  see  if  we  had  the  same  people 
here. 

Mr.  Fuller,  I  show  you  a  copy  of  a  cable  from  Fisher  to  Loewen- 
stol — I  presume  that  is  a  cable  name — Brussels 

Mr.  Fuller  (interposing).  As  I  recall. 

Mr.  Nehemkis.  As  of  October  19,  1929,  and  which  purports  to  bear 
your  initials  in  the  upper  right  corner.  Will  you  be  good  enough 
to  tell  me  whether  or  not  this  is  a  true  copy  of  an  original  in  your 
possession  and  custody  and  whether  or  not  in  fact  those  are  your 
initials  ? 

Mr.  Fuller.  It  seems  to  me  to  be  a  true  copy. 

Mr.  Nehemkis.  Were  not  the  international  and  domestic  banking 
forces  marshalled  against  Byllesby  too  great,  Mr.  Emanuel,  and  did 
not  Byllesby  finallv  capitulate  to  you  and  your  associates?  _ 

Mr.  Emanuel.  The  only  international,  so-called  international,  firm 
that  had*  any  stock  interest  in  this  was  Hydro,  as  far  as  I  knew. 

Mr.  Np^kmkts.  A  Belgian  corporation  domiciled  in  Canada? 
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Mr.  Emanuel.  That  is  right,  domiciled  in  Canada.  I  think  what 
eventuated  was  that  some  time  in  1929 — I  can't  just  offhand  fix  the 
date,  but  it  was  after  this  mandamus  proceeding  which  hadn't  come 
up  to  any  court  hearing,  .and  after  the  demand  on  the  directors  for 
access  to  the  books  and  records  had  been  refused,  that  as  I  recall  it,  a 
Mr.  Gray,  I  think  it  was,  a  firm  called  Ward  and  Gray2  Wilmington, 
who  I  believe  were  counsel  for  Standard  Gas  in  Wilmington,  talked 
to  Mr.  Biggs,  who  was  my  attorney,  and  suggested  that  we  have  a 
meeting  about  this  matter  and  that  eventually  resulted  in  the  reor- 
ganization of  Standard  Gas  and  Standard  Power  in  early  1930. 

GENERAL  SETTLEMENT   BETWEEN  USEPCO   AND   STANDARD   POWER   &  LIGHT 

CO. — RESUMED 

Mr.  Nehemkis.  Do  you  recall  whether  as  a  result  of  the  series  of 
events  which  have  been  described  in  documents  offered  in  evidence 
that  Byllesby  agreed  to  give  you  and  your  associates  50-percent  con- 
trol of  the  Standard  Gas  system? 

Mr.  Emanuel.  What  happened  was  that  it  was  sort  of  a  com- 
plicated transaction.  The  group  I  represented  got  a  minority  of 
the  directors  of  Standard  Gas  and  a  majority  of  the  directors  of 
Standard  Power.  However,  the  majority  of  directors  of  Standard 
Gas,  of  course,  had  a  majority  of  that  company  and  the  Byllesby 
Engineering  &  Management  Corporation,  as  it  was  then  called,  con- 
tinued to  operate  the  properties  and  have  all  power  of  initiative  con- 
cerning their  management.  We  had  certain  veto  powers  as  to  certain 
major  actions  that  could  not  be  done  without  the  consent  of  three- 
quarters  in  number  of  the  board  of  directors  of  Standard  Gas  & 
Electric  Co.  Those  matters  involved  principal  items  like  buying  or 
selling  properties  or  mergers  or  consolidations,  reorganizations,  and 
things  of  that  nature.  Also,  as  a  result  of  that,  $1,000,000  of  pre- 
ferred stock  was  retired,  and  the  Philadelphia  Co.  went  entirely  into 
the  Standard  Gas  &  Electric  Co. 

Mr.  Nehemkis.  Mr.  Fuller,  you  said  that  Loewenstol  was  probably 
a  cable  name.  Is  that  a  cable  name  for  certain  directors  who  were 
part  of  the  European  group  ? 

Mr.  Fuller.  Does  it  give  a  city  ? 

Mr.  Nehemkis.  Yes,  Brussels. 

Mr.  Fuller.  I  assume  that  was  Hydro,  Brussels  office. 

Mr.  Nehemkis.  Mr.  Emanuel,  I  should  like  to  call  your  attention 
to  the  following,  which  is  a  cable  from  Fisher,  then  representing  the 
Loewenstein  interests,  to  some  of  the  Belgian  directors  of  Hydro- 
Electric,  as  follows  [Beading  from  "Exhibit  No.  1935"]  : 

Subject  to  our  counsel  and  Byllesby's  counsel  coming  to  terms  between  them 
upon  language  of  series  of  written  agreements  embodying  undermentioned 
.settlement  we  have  settled  with  Stand  Gas  board  after  long  and  exhaustive 
negotiations  on  following  conditions:  Firstly  Byllesby  surrender  their  own  mil- 
lion preferred  for  cancellation.  Secondly  Stand  Gas  board  equally  divided  our 
group  appoints  chairman  company  and  chairman  finance  committee  Byllesby 
keep  presidency. 

Continuing  the  cable, 

Will  explain  to  you  on  my  return  by  what  series  of  transactions  this  new 
company  becomes  possessed  of  half  all  Stand  Gas  common  outstanding.  It  will 
therefore  own  control  Stand  Gas.     *     *     * 
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This  gives  us  full  power  protect  our  investment  and  means  our  cooperation 
necessary  for  everything  material. 

My  associate  calls  my  attention  to  one  other  provision  that  I  should 
read  to  you,  Mr.  Emanuel: 

Sixthly,  our  group  receives  75  percent  of  banking  which  means  issuance  new 
securities  to  provide  for  annual  growth  parent  company  and  subsidiaries  totaling 
thirty  to  sixty  million  dollars.  Seventhly,  when  steps  to  accomplish  above  com- 
pleted we  withdraw  our  legal  action  (stop)  Emanuel  has  borne  largest  share 
work  and  deserves  great  credit.  Please  communicate  above  confidentially  Fabri 
Baron  Schroeder. 

Mr.  Emanuel,  as  a  result  of  this  series  of  operations  which  had  been 
formulated  and  planned  by  you  and  your  associates  in  cooperation 
with  the  international  banking  firm  of  J.  Henry  Schroder  &  Co.,  and 
the  domestic  forces  that  had  oeen  marshalled  and  against  Byllesby, 
it  is  fair  to  recapitulate,  is  it  not,  that  Byllesby  completely  capitulated. 
to  you  and  your  associates  that  Byllesby  agreed  to  give  you  and  your 
associates  50  percent  control  over  the  Standard  Gas  System,  in  fact, 
the  battle  had  been  won  ? 

Mr.  Emanuel.  Well,  we  carried  our  main  point  about  the  retire- 
ment of  the  million  shares  of  preferred  stock  and  the  putting  of  Phil- 
delphia  Company  into  Standard  Gas  and  had  gotten  representation 
on  the  board,  which  we  thought  our  interests  deserved.  However,  I 
didn't  send  that  cablegram.  We  never  got  the  chairmanship  of  Stand- 
ard Gas  or  any  office  of  Standard  Gas.  We  had  a  minority  repre- 
sentation on  the  board,  and  as  I  explained,  due  to  the  bylaws  of 
Standard  Gas,  or  charter,  I  don't  know  which  it  was,  I  suppose  the 
charter,  on  certain  major  things  it  took  three-quarters  of  the  board 
to  agree  before  that  could  be  done.  It  was  more  in  the  nature  of  a 
right  to  pass  on  those  major  things.  "We  had  no  power  of  initiation 
whatsoever. 

Mr.  Nehemkis.  Now,  as  part  of  the  settlement  reached  from  the 
Byllesby  capitulation  to  you  and  your  associates,  did  not  you  and 
your  associates  obtain  an  agreement  from  Byllesby  to  enjoy  75  per- 
cent of  all  future  Standard  Gas  System  financing? 

Mr.  Emanuel.  As  I  recall  that  agreement,  it  was  an  agreement 
between  United  States  Electric  Power  and  Byllesby,  and  Byllesby,  as 
I  recall  it,  had  25  percent  of  the  banking,  and  United  States  Electric 
had  the  right  to  nominate,  I  presume  you  would  call  it,  where  the 
other  75  percent  of  the  banking  would  go. 

Mr.  Nehemkis.  Mr.  Chairman,  so  that  the  record  may  be  complete. 
I  will  offer  in  evidence  at  this  time  the  cable  previously  identified  by 
witness  Fuller. 

Acting  Chairman  Williams.  This  will  be  received. 

(The  cable  referred  to  was  marked  "Exhibit  No.  1935"  and  is  in- 
cluded in  appendix  on  p.  12872.) 

Mr.  Nehemkis.  Did  not  the  J.  Henry  Schroder  Banking  Corpora- 
tion of  New  York  attempt  to  obtain  a  share  in  this  75  percent  divi- 
sion, Mr.  Emanuel,  do  you  recall? 

Mr.  Emanuel.  I  don't  recall  exactly.  I  think  they  had  a  small 
interest  in  subsequent  financing,  I  don't  recall  that  it  was  very  major. 

Mr.  Nehemkis.  Do  you  recall  whether  other  members  of  the  Amer- 
ican group  were  somewhat  reluctant  to  cede  to  Schrobanco  an  interest 
in  this  75-percent  division  ? 

Mr.  Emanuel.  I  don't  recall  that. 
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Mr.  Nehemkis.  Do  you  recall  whether  or  not  at  this  time  it  was 
not  thought  desirable  to  have  as  a  director  of  United  States  Electric 
Power  Baron  Bruno  Schroder,  the  senior  partner  of  the  London 
house  ? 

Mr.  Emanuel.  I  remember  he  went  on  the  board  when  the  com- 
pany was  formed,  or  shortly  after. 

Mr.  Nehemkis.  He  did  consent  to  serve  as  a  director,  did  he  not? 

Mr.  Emanuel.  I  think  he  did ;  yes. 

Mr.  Nehemkis.  But  in  so  consenting  to  serve  as  a  director,  didn't 
he  make  a  rather  important  proviso,  do  you  recall  ? 

Mr.  Emanuel.  I  don't  recall,  no;  I  don't  think  I  had  any  com- 
munications with  him  about  it. 

Mr.  Nehemkis.  But  you,  of  course,  were  intimately  familiar  with 
all  of  the  details  and  arrangements  at  the  time,  being  one  of  the 
moving  spirits? 

Mr.  Emanuel.  Well,  I  of  course  had  intimate  knowledge  of  the 
situation,  but  I  think  as  regards  Mr.  Fisher's  interests  in  it,  he 
handled  that  himself;  I  think  he  was  over  here,  as  I  recall  it. 

Mr.  Nehemkis.  Do  you  recall  that  Baron  Bruno  Schroder  pro- 
vided that  he  would  accept  a  directorship  on  the  condition  that  a  fair 
position  in  the  future  banking  business  would  result  for  the  London 
firm's  New  York  branch,  Schrobanco  ? 

Mr.  Emanuel.  No  ;  I  don't  recall  that. 

Mr.  Nehemkis.  Mr.  Fuller,  what  is  your  recollection  on  the  ques- 
tion I  asked  Mr.  Emanuel? 

Mr.  Fuller.  It  is  quite  clear  in  my  mind  that  he  did  make  that 
proviso  and  that  that  was  subsequent  to  efforts  of  Schroder  New 
York  to  get  a  participation  here  which  has  not  been  granted  as 
originally  planned.  Since  we  had  no  financial  interest  in  it  at  any 
time,  and  it  is  my  recollection  that  one  of  the  provisos  made  on  giving 
us  any  representation  was  that  Baron  Schroder  should  go  on  the 
board  and  our  counter  suggestion  was  that  if  he  did,  which  was  not 
his  custom,  then  naturally  his  interest  should  be  well  recognized  in  a 
future  profitable  financing  that  came  along. 

Mr.  Nehemkis.1  I  show  you  four  documents,  cables,  from  Schro- 
banco to  Schrodpriv  or  from  Schrodpriv  to  Schrobanco.  Will  you 
be  good  enough  to  tell  me  whether  you  recognize  these  as  documents 
coming  from  your  files  and  in  some  instances  bearing  your  initials? 

Mr.  Henderson.  While  we  are  waiting  on  that,  did  Loewenstein 
have  any  interest  in  Sofina? 

Mr.  Emanuel.  At  one  time  I  think  he  controlled  it.  I  can't  say 
exactly;  I  think  he  did.  He  had  a  large  interest  in  the  Barcelona 
Traction  Light  &  Power  Co.  which  he  developed. 

Mr.  Henderson.  Did  Schroder  have  any  interest  in  Sofina? 

Mr.  Emanuel.  I  don't  know. 

Mr.  Henderson.  Do  you  know,  Mr.  Fuller? 

Mr.  Fuller.  No  ;  they  never  did. 

Those  seem  to  be  documents  from  our  file. 

Mr.  Emanuel..  I  think,  Mr.  Henderson,  that  Loewenstein  had  had 
some  interest  in  Sofina,  but  I  don't  think  he  ran  it. 

Mr.  Nehemkis,  The  four  documents  identified  by  the  witness  are 
offered  in  evidence,  may  it  please  the  committee. 

(The  cablegrams  referred  to  were  marked  "Exhibits  Nos.  1936  to 
1939"  and  are  included  in  the  appendix  on  pp.  12872-12873.) 
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Mr.  Nehemkis.  As  part  of  the  dgal  which  resulted  from  Byllesby's 
capitulation  to  your  interests,  did  you  not  then  buy  up  Ladenburg, 
Thalmann's  interest  in  Standard  Power  for  $25,000,000  and  266,666 
shares  of  United  States  Electric  Power  Co.? 

Mr.  Emanuel.  As  a  result  of  the  agreement  with  Byllesby,  I 
think  it  was  during  the  time  it  was  being  negotiated,  we  found  for 
the  first  time  about  Ladenburg,  Thalmann's  large  interest  in  Standard 
Power  and  the  agreement  they  had  on  that,  and  that  resulted  in 
United  States  Electric  buying  their  stock  for  the  consideration  you 
mentioned. 

Mr.  Nehemkis.  Then  you  paid  $10,000,000  in  cash  and  the  balance 
in  notes,  did  you  not? 

Mr.  Emanuel.  As  I  recall,  that  is  correct. 

Mr.  Nehemkis.  Now,  the  deal  was  finally  consummated  on  or 
about  December  21,  1929,  was  it  not? 

Mr.  Emanuel.  I  think  we  came  to  an  agreement  on  that  date. 

Mr.  Nehemkis.  And  about  that  time  you  became  president  of 
Standard  Power,  the  top  holding  company  of  the  Standard  Gas 
System,  did  you  not,  sir? 

Mr.  Emanuel.  I  think  I  became  president  when  the  company 
was  reorganized  on  January  7,  1930,  when  the  stockholders'  meeting 
occurred,  if  not  then  right  afterwards. 

SECURITY  ISSUES   PURSUANT  TO  BANKING  MEMORANDUM    OE 
DECEMBER,    1929 

Mr.  Nehemkis.  Mr.  Chairman,  I  should  like  to  offer  in  evidence 
at  this  time  a  table  which  shows  the  securities  sold  to  the  public 
by  Standard  Gas  and  Electric  Company  or  any  of  the  corporations 
in  its  system  from  the  period  January  7,  1930,  to  June  1,  1936,  and 
the  percentages  of  participations  therein  by  the  various  banking 
firms,  arranged  as  per  the  terms  of  the  Banking  Memorandum  be- 
tween Byllesby  and  the  United  States  Electric  Power  Corporation 
and  Ladenburg,  Thalmann  &  Co.  December  21,  '29.  You  will  recall 
we  have  had  evidence  on  that  in  "Exhibit  No.  1931."  Together  with 
this  table  are  three  supplementary  tables  identified  here  again  as 
supplementary  exhibits  A,  B,  and  C. 

(The  tables  referred  to  were  marked  "Exhibits  Nos.  1940-1  to 
1940-4"  and  are  included  in  the  appendix  facing  p.  12874  and  on  pp. 
12874  and  12875.) 

Mr.  Nehemkis.  For  your  information,  sir,  I  state  that  the  data 
appearing  on  these  tables  were  furnished  to  the  Securities  and 
Exchange  Commission  and  appear  in  the  Commission's  Docket  No. 
31-379  and  Docket  31-420,  also,  and  these  are  Exhibit  No.  20  and 
Exhibit  No.  21  in  those  dockets.  I  think  that  it  would  be  advisable, 
if  I  may  suggest,  sir,  that  these  two  documents  be  placed  on  file 
with  the  committee,  and  that  the  table  which  I  now  offer  to  you  be 
spread  on  the  records  of  the  committee. 

Acting  Chairman  Williams.  That  may  be  done,  these  are  sub- 
mitted for  filing. 

(The  documents  referred  to  were  marked  "Exhibits  Nos.  1941 
and  1942"  and  are  on  file  with  the  committee.) 

Acting  Chairman  Williams.  Is  this  a  convenient  place  to  adjourn  ? 

Mr.  Nehemkts.  Excellent. 


CONCENTKATION  OF  ECONOMIC  POWER       12577 

Acting  Chairman  Williams.  The  committee  will  stand  in  recess 
until  2 :  30. 

(Whereupon,  at  12 :  30  p.  m.,  a  recess  was  taken  until  2 :  30  p.  m. 
of  the  same  day.) 

AFTERNOON  SESSION 

The  committee  resumed  at  2:35  p.  m.  on  the  expiration  of  the 
recess. 

Acting  Chairman  Williams.  The  committee  will  be  in  order, 
please. 

Mr.  Nehemkis.  Mr.  Emanuel  and  Mr.  Fuller,  will  you  be  good 
enough  to  return  to  the  witness  stand,  please? 

TESTIMONY  OF  VICTOR  EMANUEL  AND   CARLTON  P.  FULLER— 

Resumed 

Mr.  Nehemkis.  The  committee  will  recall  that  before  our  recess  I 
offered  in  evidence  committee  "Exhibit  No.  1940,"  which  showed  the 
financing  for  the  Standard  Gas  system  for  the  period  1929  through 
1936.  This  exhibit  shows  that  all  of  this  financing  which  was  under- 
taken during  this  period  complied  exactly  with  the  terms  of  the 
Banking  Memorandum. 

Thus,  for  example,  in  the  financing  covered  under  group  A  of 
the  table  in  evidence  the  distribution  was  precisely  as  called  for  on 
page  1  of  the  Banking  Memorandum,  and  in  the  case  of  group  B 
on  the  table  the  distribution  of  the  participations  to  the  investment 
banking  firms  was  precisely  pursuant  to  paragraph  3  on  pages  2  and 
3  of  the  Banking  Memorandum. 

In  the  case  of  the  distribution  of  participations  under  group  C 
on  the  table  before  you  those  participations'  were  pursuant  to  para- 
graph 4  on  page  3  of  the  Banking  Memorandum,  with  further  de- 
velopment of  those  participations  appearing  to  the  supplementary 
exhibit  A,  and  so  on. 

Mr.  Fuller,  as  Mr.  Emanuel's  earlier  testimony  shows,  Ladenburg, 
Thalmann's  interest  in  Standard  Gas  was  bought  out  by  United  States 
Electric  Power  for  $25,000,000.  You  recall  that  testimony;  do  you 
not? 

Mr.  Fuller.  Yes. 

$15,000,000   LOAN   TO  USEPCO   SECURED  BY   STANDARD   POWER   &  UGH,    CO. 
STOCK — EFFORTS  TO  REGAIN  COLLATERAL 

Mr.  Nehemkis.  And  do  you  not  also  recall  the  transaction  which 
involved  that  exchange  of  cash  and  securities? 

Mr.  Fuller.  No;  I  was  not  familiar  with  it  in  any  detail  at  the 
time,  since  Schroder  Banking  Corporation  had  nothing  to  do  with  it. 

Mr.  Nehemkis.  You  know  only  of  it  then 

Mr.  Fuller  (interposing).  By  hearsay. 

Mr.  Nehemkis.  Do  you  recall  that  to  raise  this  sum  some  $15,000- 
000  had  to  be  borrowed  from  the  Chase,  the  Guaranty,  and  Chemical  ? 

Mr.  Fuller.  I  recall  at  a  later  date  I  realized  that  fact,  yes. 

Mr.  Nehemkis.  And  that  this  loan  was  secured  by  Standard  Power 
stock? 

Mr.  Fuller.  Eventually;  yes. 
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Mr.  Nehemkis.  Do  you  recall,  Mr.  Emanuel,  that  ultimately  this 
loan  was  reduced  to  about  $12,500,000  in  1934? 

Mr.  Emanuel.  I  think. that  is  probably  right. 

Mr.  Nehemkis.  And  do  you  recall,  Mr.  Emanuel,  that  United 
States  Electric  Power  had  defaulted  on  its  interest  to  the  banks? 

Mr.  Emanuel.  That  is  right. 

Mr.  Nehemkis.  And  that  the  banks  thereafter  increased  their  col- 
lateral by  taking  over  all  of  the  assets  of,  may  I  say  Qsepco  in  order 
to  avoid  that  long  name? 

Mr.  Emanuel.  That  is  right. 

Mr.  Nehemkis.  This  meant,  in  effect,  did  it  not,  that  the  control 
had  passed  under  the  pledge  to  the  banks  ? 

Mr.  Emanuel.  Well 

Mr.  Nehemkis  (interposing).  Potential  control,  at  least. 

Mr.  Emanuel.  Yes;  they  had  all  the  collateral. 

Mr.  Nehemkis.  In  1934  did  you,  Mr.  Fuller,  not  recognize  about 
the  only  worthwhile  thing  left  in  Usepco  was  the  future  Standard 
Gas  financing? 

Mr.  Fuller.  I  don't  recall  my  state  of  mind  at  the  time,  but  I 
should  think  probably  the  figures  would  have  shown  that  the  current 
value  of  ;ts  holdings  was  not  very  large. 

Mr.  Nehemkis.  I  show  you  a  memorandum  bearing  your  initials 
vl^ted  August  10,  1934,  entitled  "General  Evaluation  of  Future  Pros- 
pects of  Standard  Gas  &  Electric  Corporation."  Will  you  be  good 
enough  to  examine  this  document  -and  tell  me  whether  or  not  it  was 
prepared  by  yourself  and  whether  those  initials  are  yours? 

Mr.  Fuller.  Yes;  this  memorandum  consists  of  a  list  of  favoiable 
points  as  to  the  future  prospects  of  Standard  Gas  &  Electric  Corpo- 
ration, and  also  unfavorable  points,  there  being  five  favorable  and 
eleven  unfavorable.  I  don't  know  just  how  they  would  be  evaluated 
as  to  rating. 

Mr.  Nehemkis.  And  among  the  favorable  points  that  you  enumer- 
ated at  this  point  [reading]  : 

There  is  considerable  financing  in  the  system  to  be  counted  upon  and  hitherto 
U.  S.  Electric  has  had  a  small  participation  in  the  profits  of  such  issues. 

Mr.  Chairman,  I  offer  in  evidence  the  document  identified  by  Mr. 
Fuller. 

Acting  Chairman  Williams.  This  may  be  received. 

(Tae  document  referred  to  was  marked  "Exhibit  No.  1943"  and  is 
included  in  the  appendix  on  p.  12875.) 

Mr.  Nehemkis.  Did  not  the  banks  begin  looking  around  to  find  a 
market  for  the  stocks  pledged  to  them? 

Mr.  Fuller.  I  am  not  familiar  with  the  situation.  We  were  not 
in  close  contact  with  United  States  Electric,  in  spite  of  membership 
on  the  board.     Those  negotiations  were  handled  by  Mr.  Fisher. 

Mr.  Nehemkis.  Is  it  not  a  fact,  Mr.  Emanuel,  that  about  this  time 
the  banks  to  whom  the  stock  had  been  pledged  began  looking  around 
for  a  purchaser  or  market  to  dispose  of  their  holdings? 

Mr.  Emanuel.  What  time  was  that  ? 

Mr.  Nehemkis.  1934. 

Mr.  Emanuel.  I  think  that  is  true.  I  mean  they  wanted  to  get 
paid. 

Mr.  Nehemkis.  That  is  right.  And  do  you  recall  some  negotia- 
tions with  Harrison  Williams,  of  the   North   American   Power  & 
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Light,  in  regard  to  acquiring  that  pledged  collateral?  I  am  ad- 
dressing my  question  to  you,  sir. 

Mr.  Emanuel.  I  had  one  conference  with  Mr.  Williams  about  that 
matter.  I  think  that  is  all  I  had,  and  he  was  talking  about  one  of 
the  banks'  having  told  him  they  were  reducing  these  notes  in  their 
possession. 

Mr.  Nehemkis.  Mr.  Fuller,  I  show  you  a  document  which  purports 
to  come  from  the  files  of  your  company.  Will  you  examine  it  and 
tell  me  whether  you  recognize  it  as  a  true  and  correct  copy  of  an 
original  in  your  possession  and  custody? 

Mr.  Fuller.  It  would  seem  to  be. 

Mr.  Nehemkis.  And  this  is  a  copy  of  a  cablegram  from  Brussels 
to — I  assume  that  is  a  code  name — Alemanuel. 

Mr.  Emanuel.  That  is  the  code  name  of  Albert  Emanuel  &  Co. 

Mr.  Nehemkis.  And  it  is  signed  by  Vanderstraten,  and  his  cable 
address  is  Canabelge,  and  Vanderstraten  is  a  director  or  was  a  direc- 
tor of  Hydro-Electric,  do  you  recall? 

Mr.  Emanuel.  I  think  he  was. 

Mr.  Nehemkis.  One  of  the  Belgian  directors. 

Mr.  Emanuel.  That  is  right. 

Mr.  Nehemkis.  This  cable  reads  as  follows  [reading  from  "Exhibit 
No.  1944"] : 

Hydro  Committee  surprised  learn  Chasebank  negotiating  with  group  Harrison 
Williams  cession  securities  pledge  by  Usepco  feeling  that  Chasebank  appeared 
disposed  accept  our  proposals  about  which  other  banks  had  to  be  approached 
(stop)  What  is  present  position  (stop)  We  suppose  Chasebank  could  not 
conclude  deal  with  Harrison  Williams  without  Usepco's  renunciation  assets 
pledged  or  protracted  formalities  (stop)  Usepco  under  no  circumstances  must 
give  such  renunciation  but  should  endeavor  obtain  consent  Chasebank  that  our 
negotiations  be  postponed  for  few  weeks  until  Fisher's  recovery     (stop) 

I  offer  in  evidence,  Mr.  Chairman,  the  document  identified  by  the 
witness. 

The  Chairman.  This  may  be  received. 

(The  cable  referred  to  was  marked  "Exhibit  No.  1944"  and  is 
included  in  the  appendix  on  p.  12876.) 

Mr.  Nehemkis.  Now,  that  came  over  on  the  code  name  of  your 
firm.    You  recall  that  particular  cable,  do  you  ? 

Mr.  Emanuel.  No  ;  it  has  been  years  since  I  received  that.  I  have 
no  doubt  it  is  correct. 

Mr.  Nehemkis.  In  accordance  with  the  discussions  that  were  tak- 
ing place  between  New  York  and  London  and  Brussels  at  this  time, 
you  did  all  you  could,  did  you  not,  Mr.  Emanuel,  to  delay  any  deal 
of  the  banks  with  Harrison  Williams? 

Mr.  Emanuel.  I  was  engaged  for  three  or  four  years,  I  suppose, 
I  can't  remember  exactly  the  period,  in  trying  to  do  everything  I 
could  to  save  that  company,  and  we  were  working  during  that  whole 
period  on  trying  to  make  a  compromise  of  our  position  with  the 
banks  who  held  our  notes.     Naturally,  I  did  everything  I  could. 

Mr.  Nehemkis.  The  thing  you  were  really  trying  to  save,  of  course, 
was  the  collateral,  not  the  company. 

Mr.  Emanuel.  That  is — well,  we  were  trying  to  save  the  company. 

Mr.  Nehemkis.  Well,  the  company  without  the  collateral  was  a 
meaningless  shell,  was  it  not? 

Mr.  Emanuel.  That  is  right,  but  what  we  were  trying  to  do  was 
to  work  out  some  compromise  with  the  banks  whereby  the  principal 
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stockholders  of  the  company  could  redeem  that  collateral  and  keep 
it  in  the  company. 

Mr.  Nehemkis.  The  point  at  issue,  at  stake  at  this  particular  time, 
was  who  would  get  possession  or  be  able  to  regain  possession  of  the 
collateral  pledged  to  the  banks.  Now,  the  thing  you  had  to  get  hold 
of,  if  this  system  was  going  to  mean  anything  to  you,  was  the  pledged 
collateral,  is  that  correct,  sir? 

Mr.  Emanuel.  No;  I  couldn't  answer  that  question  that  way.  1 
was  president  of  IT.  S.  Electric  Power,  and  as  such  I  was  trying  to 
keep  the  company  alive  for  the  benefit  of  its  stockholders.  The 
banks  held  this  collateral  and  their  notes  were  under  water.  For  a 
period  of  three  or  four  years  I  and  some  of  the  other  principal 
stockholders  of  this  company,  a  good  many  of  us,  tried  repeatedly, 
time  after  time  to  make  a  deal  with  the  banks  whereby  we  could 
compromise  these  loans,  because  obviously  they  were  under  water. 
I  don't  know  if  that  is  exactly  in  answer  to  your  question,  but  that 
was  the  situation. 

Mr.  Nehemkis.  And  in  connection  with  these  negotiations  that 
were  taking  place  over  this  period  of  time,  you  were  doing  every- 
thing conceivable  to  protect  your  interests,  to  delay  any  sale  of  the 
pledged  collateral  by  the  banks  to  Harrison  Williams,  or  anyone 
else  ? 

Mr.  Emanuel.  Correct. 

Mr.  Nehemkis.  Mr.  Fuller,  I  show  you  a  document,  a  cable,  pur- 
porting to  come  from  the  files  of  Schroder  Rockefeller  &  Co.,  and 
ask  you  to  tell  me  whether  or  not  this  is  a  true  and  correct  copy,  and 
whether  this  doesn't  bear  your  initials  on  the  right-hand  top  corner. 

Mr.  Fuller.  I  presume  that  is  the  case,  although  I  didn't  sign  the 
initials. 

Mr.  Nehemkis.  The  document  is  offered  in  evidence. 

Acting  Chairman  Williams.  It  will  be  received. 

(The  cable  referred  to  was  marked  "Exhibit  No.  1945"  and  is 
included  in  the  appendix  on  p.  12876.) 

Mr.  Nehemkis.  N&w,  Mr.  Emanuel,  why  was  it  important  for  you 
to  gain  possession  of  the  pledged  collateral  and  to  avoid,  if  possible, 
any  disposal  of  this  pledged  collateral  to  Harrison  Williams  or  any 
other  group? 

Mr.  Emanuel.  Well,  if  it  hadn't  been  avoided  the  U.  S.  Electric 
Power  stockholders  would  have  all  been  wiped  out. 

Mr.  Nehemkis.  And  what  would  have  happened  to  Victor  Eman- 
uel and  his  interests  if  Harrison  Williams  or  any  other  group  got 
this  pledged  collateral?  Victor  Emanuel  and  his  interests  would 
have  been  completely  wiped  out,  wouldn't  they? 

Mr.  Emanuel.  That  is  correct. 

Mr.  Nehemkis.  Therefore,  it  was  to  your  interest,  was  it  not,  and 
the  European  interests  who  were  counting  on  you,  to  see  that  that 
pledged  collateral  remained  intact  until  you  could  buy  it  on  your 
terms,  is  that  correct  ? 

Mr.  Emanuel.  It  was  to  be  our  interest  to  see  that  the  collateral 
wasn't  sold  to  anybody  else  or  anybody  except  the  U.  S.  Electric 
Co. ;  that  was  at  that  time,  1934,  what  we  were  trying  to  do. 

Mr.  Nehemkis.  And  as  you  and  I  said  we  might  refer  to  it,  that 
Usepco  was  merely  a  shell  without  that  pledged  collateral ;  that  com- 
pany was  nothing  but  a  fiction  without  the  pledged  collateral  behind 
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it.    With  it,  it  meant  you  and  your  interests  and  the  European  in- 
terests had  control  over  the  utility  empire,  is  that  correct? 

Mr.  Emanuel.  No;  that  isn't. 

Mr.  Nehemkis.  In  what  particulars  do  I  misinterpret  the  situa- 
tion? 

Mr.  Emanuel.  I  think  you  asked  me  two  or  three  questions  in 
that  one  question.     I  will  have  to  take  them  up  by  sections. 

Mr.  Nehemkis.  Please. 

Mr.  Emanuel.  In  the  first  place  had  that  collateral  been  sold  by 
the  banks  to  outsiders  or  to  anybody  but  U.  S.  Electric,  IT.  S.  Electric 
would  have  been  entirely  without  assets  and  busted.  Secondly,  dur- 
ing that  entire  period  from  1934,  and  I  think  most  of  1935,  a  group 
of  U.  S.  Electric  principal  stockholders  were  trying  to  come  to  an 
agreement  with  the  banks.  I  can't  tell  you  now  how  many  confer- 
ences we  had;  they  perhaps  were  monthly.  We  had  plan  after 
plan,  time  after  time;  we  thought  we  had  a  plan  that  the  banks 
would  accept;  they  all  fell  through.  It  wasn't  to  keep  me,  though, 
from  having  control  of  the  utility  empire  because,  whether  U.  S. 
Electric  was  saved  or  not,  we  didn  t  control  Standard  Gas.  We  did 
have  the  power,  as  I  previously  testified,  in  Standard  Gas  to  sort  of 
veto,  if  you  will,  certain  policies  of  the  company  or  certain  things 
like  the  purchase  or  sale  of  properties,  and  that  sort  of  thing,  within 
the  agreement.     I  think  you  have  the  record  of  it. 

Mr.  Nehemkis.  Mr.  Fuller,  Schrobanco  at  this  time  was  not  very 
enthusiastic  about  blocking  Harrison  Williams.  As  a  matter  of 
fact,  it  was  trying  to  work  out  a  plan  of  its  own  with  Williams  and 
Byllesby,  wasn't  it? 

Mr.  Fuller.  I  don't  recall  the  circumstances  offhand.  Of  course 
we  had  other  business  relationships  with  Harrison  Williams.  I 
imagine  we  weren't  particularly  interested  in  blocking  any  plans  of 
his  in  other  connections,  but  I  couldn't  recall  what  you  have  in  mind 
at  the  time.  We  had  many  conferences  with  him  about  many  dif- 
ferent things. 

Mr.  Nehemkis.  I  show  you  a  cable  from  Schrobanco  to  Schrod- 
priv,  London,  dated  September  "21,- 1936,  and  purporting  to  bear  your 
initials.    Will  you  examine  this  and  tell  me 

Mr.  Fuller  (interposing).  You  are  now  talking  about  1936,  hav- 
ing just  been  talking  about  1934. 

Mr.  Nehemkis.  I  beg  your  pardon,  it  is  1934.  Will  you  tell 
me  whether  you  recognize  this  as  a  copy  coming  from  your  files? 

Mr.  Fuller,  does  that  document  now  refresh  your  recollection? 

Mr.  Fuller.  Yes ;  I  recall  now. 

Mr.  Nehemkis.  What  is  your  recollection  at  this  time  of  whether 
or  not  Schrobanco  was  or  was  not  interested  in  blocking  Harrison 
Williams?  , 

Mr.  Fuller.  Schrobanco  at  that  time  had  no  interest  any  more 
than  it  ever  had  in  Usepco  itself,  and-  it  wasn't  even  close  to  the 
internal  operations  of  it,  and  Schrobanco  was  naturally  interested 
in  getting  any  business  it  could  and  having  good  business  relation- 
ship with  Harrison  Williams,  would  naturally  not  want  to  imperil 
good  relationships  with  rather  tenuous  relationships.  Therefore,  I 
assume  that  this  cable  discusses  one  of  the  numerous  plans  that  Mr. 
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Emanuel  has  mentioned  about  rescuing  the  collateral  from  the  banks. 
I  don't  recall  the  details  of  it  more  than  given  in  that  cable. 

Mr.  Nehemkis.  Did  I  understand  you  to  say  a  moment  ago  that 
you  had  no  particular  interest  in  the  Standard  Gas  matter? 

Mr.  Fuller.  No;  I  didn't  say  that;  I  said  Schroder  Banking  Cor- 
poration never  had  any  financial  interest  in  Usepco. 

Mr.  Nehemkis.  How  does  it  happen  that  all  these  documents  that 
I  have  been  offering  in  evidence  come  from  the  files  of  Schroder 
Rockefeller  &  Co.,  Inc.? 

Mr.  Fuller.  That  is  quite  a  story  in  itself,  but  you  must  realize 
that  we  were  acting  as  bankers  in  New  York  for  Hydro  interests 
so  far  as  we  could,  that  our  London  house  was  their  chief  London 
banker,  and  in  most  of  these  matters  we  were  acting  for  a  London 
house  and  trying  hard  to  act  more  dosely  for  Hydro,  although  at 
this  period  we  were  not  very  close  to  them. 

Mr.  Nehemkis.  You  were  perhaps  a  conduit  for  these  various 
interest,  say  a  clearing  house. 

Mr,  Fuller.  I  think  that  is  a  good  expression. 

Mr.  Henderson.  As  far  as  control  over  Usepco  was  concerned, 
however,  your  company  and  Mr.  Emanuel's  company  still  really 
had  that  while  the  stock  was  pledged,  did  you  not  ? 

Mr.  Fuller.  Perhaps  it  isn't  clear  in  your  mind,  Mr.  Henderson, 
that  our  company,  meaning  the  Schroders,  had  never  had  any  finan- 
cial interest  in  the  U.  S.  Electric  Power  Company,  and  we  have  never 
had  any  financial  interest  in  Hydro,  either.  That  is  not  a  Schroder 
company. 

Mr.  Henderson.  Weren't  you  acting,  however,  as  their  conduit  ? 

Mr.  Fuller.  That  is  correct. 

Mr.  Henderson.  I  am  saying,  assuming  that  you  represented  the 
Hydro  interest 

Mr.  Fuller  (interposing).  Which  is  a  rather  far-fetched  assump- 
tion at  this  period,  but,  assuming  we  did,  your  question  is  ? 

Mr.  Henderson.  And  taken  together,  the  two  interests,  yours  and 
Mr.  Emanuel's,  were  a  majority,  were  they  not? 

Mr.  Fuller.  Well,  it  depends  there,  I  suppose,  where  you  put  the 
United  Founders  interest,  and  I  couldn't  tell  offhand  just  where  the 
control  lay.    I  wouldn't  think  it  did. 

Mr.  Nehemkis.  Mr.  Emanuel,  at  this  time  the  financing,  the  right 
to  do  the  financing  still  resided  in  that  original  document.1  That  had 
not  passed  until  Chase  would  reduce  the  stock  to  possession? 

Mr.  Emanuel.  That  agreement  was  still  in  effect  as  much  as  it  ever 
could  be  in  effect. 

Mr.  Fuller.  And  I  might  add  that  Schroder  Banking  Corporation 
was  not  a  party  to  that  agreement  at  any  time. 

Mr.  Emanuel.  You  asked  about  control  of  the  United  States  Elec- 
tric. Of  course,  all  this  collateral  was  deposited  with  the  banks  at  that 
time,  they  had  first  call  on  it,  but  the  largest  stockholders  of  United 
States  Electric  were  still  the  same  as  what  it  had  been  when  the  com- 
pany was  formed  which  was  the  United  American  Founders  group, 
so-called,  and  the  Hycko  Electric-Securities  Corporation.  At  all  times, 
as  I  recall  it,  they  had  a  majority  of  the  stock  of  the  United  States 
Electric. 


'Referring  to  "Rxhil.U  No.  1981. 
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Mr.  Henderson.  Was  there  any  financing  during  this  period  in 
'34  and '35? 

Mr.  Emanuel.  I  can't  recall  offhand,  Mr.  Henderson.  As  I  re- 
member it,  markets  weren't  very  good  during  that  particular  period. 

Mr.  Nehemkis.  The  previous  exhibit x  showed  the  sale  or  volume  of 
financing  during  the  period  from  '30  through  '36  pursuant  to  the 
agreement. 

Mr.  Emanuel.  I  thought  you  were  asking  about  '34. 

Mr.  Henderson.  I  was. 

Mr.  Emanuel.  I  don't  recall  offhand. 

Mr.  Nehemkis.  Mr.  Chairman,  may  I  at  this  time  offer  in  evidence 
the  document  previously  identified  by  Mr.  Fuller. 

(The  cable  referred  to  was  marked  "Exhibit  No.  1946"  and  is  in- 
cluded in  the  appendix,  p.  12877.) 

Mr.  Nehemkis.  Mr.  Fuller,  for  purposes  of  offering  it  lor  the  rec- 
ord, will  you  identify  for  me  the  two  documents  I  now  hand  you  ?  I 
do  not  intend  to  examine  you,  Mr.  Fuller,  on  those  documents.  Merely 
tell  me,  if  you  will,  if  they  come  from  your  files,  and  if  they  are  true 
and  correct  copies. 

Mr.  Fuller.  I  should  think  so. 

Mr.  Nehemkis.  The  two  documents  identified  by  the  witness  are 
offered  in  evidence. 

(The  documents  referred  to  were  marked  "Exhibits  Nos.  1947  and 
1948"  and  are  included  in  the  appendix  on  p.  12878.) 

Mr.  Nehemkis.  The  pledged  collateral  more  or  less  went  to  sleep 
for  a  period  of  time,  nothing  could  be  done  until  about  '35,  when  the 
next  suggestion  for  recapturing  the  pledged  collateral  was  advanced 
by  you,  Mr.  Emanuel.     Is  that  not  so,  as  you  recall  the  situation? 

Mr.  Emanuel.  During  this  entire  period,  constantly  we  were  work- 
ing on  these  bank  loans,  because  the  situation  was  always  highly  dan- 
gerous. Of  course,  the  loans  were  undercollateralized,  and,  as  I  say, 
I  can't  recall  offhand  how  many  different  plans  we  had  to  redeem  it, 
but  it  was  constantly  on  the  fire. 

Mr.  Nehemkis.  And  at  that  time  you  did  organize  a  group  to  buy 
the  Usepco  notes,  did  you  not? 

Mr.  Emanuel.  I  think  that  was  in  '36,  wasn't  it? 

Mr.  Nehemkis.  Substantially,  the  end  of  '35  or  early  '36;  I  guess 
it  was  the  end  of  '35. 

Mr.  Emanuel.  What  had  happened  was  that  Mr.  Fisher,  who  had 
succeeded  Captain  Loewenstein  at  the  Hydro  Company,  was  ill  him- 
self, and  he  did  come  over  here  I  think  once  or  twice  while  he  was  ill, 
and  he  was  hoping  not  seriously.  It  developed,  however,  that  he  had 
cancer.  During  that  same  period,  also  in  1935,  the  Founders  group 
companies  had  disposed  of  their  United  States  Electric  stock  by 
declaring  it  out  to  their  stockholders,  so  they  wouldn't  come  under  the^ 
Public  Utility  Act,  and  always  in  the  plans  heretofore,  the  Founders 
group  of  companies  had  always  been  willing  to  make  their  fair  con- 
tribution of  capital  to  save  the  United  States  Electric  Co.  So  had 
Mr.  Fisher,  as  far  as  he  could.  I  think  they  both  felt  a  high  degree 
of  responsibility,  akin  to  my  own,  to  do  everything  to  save  the  com- 
pany. When  trie  Founders  group  disposed  of  their  stock  by  declar- 
ing it  out  to  the  stockholders,  Mr.  Fisher  became  seriously  ill,  and 

1  Referring  to  "Exhibit  No.  1940." 
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during  this  period  sometime,  we  sent,  well,  t  think  Mr.  Granbery  went 
over  twice  to  see  him,  he  had  some  free  time,  and  I  think  Mr.  Sea- 
grave  went  over  once,  also.  Always  we  were  on  the  verge  of  settling 
with  the  banks.  One  time  Mr.  Fisher,  when  he  was  here,  had  a  plan 
of  his  own  which  he  thought  the  banks  would  approve,  and  when  wc 
lost  the  support,  you  might  say,  of  the  Founders  group,  they  no 
longer  were  stockholders,  Fisher  was  very  ill,  then  we  had  to  formu- 
late new  plans  to  try  and  save  the  company  if  we  could.  And  I  think 
that  those  came  to  a  head  in  '36,  as  I  recall  it.  I  can't  remember  the 
exact  date. 

Mr.  Nehemkis.  Mr.  Fuller,  who  is  Robin  Wilson  ? 

Mr.  Fuller.  He  is  associated  with  Schroder,  in  London. 

Mr.  Nehemkis.  Connected  with  the  banking  house? 

Mr.  Fuller.  Of  J.  Henry  Schroder  &  Co.,  London;  yes. 

Mr.  Nehemkis.  I  show  you  a  confidential  document  relating  to 
Usepco  bearing  the  initials  of  Mr.  Wilson,  with  the  date  12/18/35, 
which  purports  to  come  from  the  files  of  your  company.  Tell  me 
whether  you  recognize  this  as  a  true  and  correct  copy. 

Mr.  Fuller.  It  would  seem  to  be. 

Mr.  Nehemkis.  And  I  show  you  another  cable  from  Schrobanco 
to  Adshead,  a  code  address,  17  John  Street,  Adelphi,  London,  signed 
by  Robin,  and  tell  me  if  you  likewise  recognize  this  as  a  correct  copy. 

Mr.  Fuller.  Yes. 

Mr.  Nehemkis.  In  the  confidential  memorandum  prepared  by 
Robin  Wilson  in  regard  to  Usepco,  Mr.  Emanuel,  he  had  this  to 
say  [reading  from  "Exhibit  No.  1949"]  : 

Emanuel  believe  that  the  Chase  Bank,  Chemical  Bank  and  Guaranty  Trust 
are  prepared  to  sell  for  $3,000,000  their  claim  against  USEPCO  which  is  secured 
by  that  company's  holdings  of  Standard  Power  &  Light  shares.  He  proposes 
to  offer  them  $1,000,000  and  thinks  they  might  compromise  at  between  $1,500,000 
and  $2,000,000.     He  proposes : 

(a)  A  three  party  joint  account  with  this  transaction  between  himself,  Leaden- 
hall  Securities  and  Hydro  Electric. 

Mr.  Fuller,  Leadenhall  Securities  is  the  investment  end  of  the 
London  bank.    Is  that  correct? 

Mr.  Fuller.  I  would  say  it  is  a  wholly  owned  financing  company 
of  Schroder,  London. 

Mr.  Nehemkis  [reading  further  from  "Exhibit  No.  1949"] : 

Having  acquired  the  claim,  he  would  foreclose  and  take  title  to  the  Standard 
Power  &  Light  stock.  He  would  then  call  a  meeting  of  directors  and  principal 
stockholders  of  USEPCO  and  inform  them  that  the  shares  of  USEPCO  were 
valueless,  but  he  proposed  to  offer  pro  rata  to  each  shareholder  of  USEPCO  the 
right  to  buy  from  our  syndicate  all  the  Standard  Power  &  Light  shares,  less 
a  small  number  of  commission  shares,  for  the  sum  which  we  had  paid  for  them. 
These  Standard  Power  &  Light  shares  are  about  70%  of  the  company  and 
before  making  the  offer  to  USEPCO  shareholders,  he  would  want  the  directors 
to  confirm  that  our  syndicate  acquired  the  benefit  of  the  existing  contract  allot- 
ting 75%  of  Standard  Gas  financing  to  the  present  finance  group.  Our  syndicate 
would  then  be  left  with  such  shares  of  Standard  Power  &  Light  as  USEPCO 
shareholders  would  not  take  up,  and  the  right  to  75%  of  Standard  Gas  financing. 

The  next  step  would  be  to  confirm  with  the  Byllesbys  that  their  management 
contracts  with  Standard  Gas  were  secure,  and  obtain  their  cooperation  in 
liquidating  Standard  Power  &  Light,  shareholders  of  which  would  receive  their 
due  proportion  of  Standard  Gas  &  Electric  shares,  thereby  turning  our  syndicate's 
investment  into  marketable  securities. 

Mr.  Emanuel,  in  whose  interest  were  you  working,  the  stockholders 
or  the  interest  of  Victor  Emanuel  and  his  associates?     I  offer  the 
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document  identified  by  Mr.  Fuller  and  the  cable  from  Hobin  to 
Adsheach 

(The  documents  referred  to  were  marked  "Exhibits  Nos.  1949  and 
1950"  and  are  included  in  the  appendix  on  p.  12879.) 

Mr.  Emanuel.  I  was  working  solely  in  the  interest  of  the  United 
States  Electric  stockholders.  I  did  not  send  that  cable.  I  never  saw 
that  cable  or  heard  of  that  cable  until  at  this  time. 

Mr.  Nehemkis.  Does  Robin's  statement  misrepresent  your  position  ? 

Mr.  Emanuel.  It  certainly  did,  if  that  is  what  he  said. 

Mr.  Nehemkis.  He  was  identified  by  Mr.  Fuller  as  a  close  associate 
of  yours,  tied  up  with  Schrodpriv,  and  he  should  have  known  what 
was  going  on. 

Mr.  Emanuel.  He  may  have  known  perfectly  well  what  was  going 
on,  but  you  are  asking  me  to  say  that  those  were  my  views.  This 
entire  thing,  until  the  time  that  Founders  withdrew,  was  entirely  to 
save  this  for  the  United  States  Electric  stockholders. 

Mr.  Nehemkis.  Do  you  deny,  Mr.  Emanuel,  that  the  steps  laid 
forth  in  that  confidential  memorandum  by  Wilson  were  not  those 
that  you  intended  to  pursue  at  the  time  ? 

Mr.  Emanuel.  I  can't  speak  for  what  Mr.  Wilson  said,  but  they 
certainly  don't  coincide  with  any  views  that  I  can  now  recall. 

Mr.  Nehemkis.  Do  you  think  it  is  possible  that  the  steps  set  forth 
in  that  confidential  memorandum  could  have  been  misunderstood  by 
Robin  Wilson,  who  was  in  close  association  with  you  and  the  other 
interests,  and  who,  as  a  matter  of  fact,  was  in  this  country  at  the  time 
to  represent  the  London  interests ;  could  he  have  so  misunderstood  the 
steps  ? 

Mr.  Emanuel.  I  might  say  that  up  to  that  time  I  knew  Robin 
Wilson ;  I  did  not  know  him  well.  Since  then  I  have  known  him  much 
better.  At  that  time  I  wouldn't  have  construed  that  Robin  Wilson 
represented  any  interest  in  this  company  other  than  his  house  happened 
to  be  bankers  in  London  for  the  Hydro  Electric  Securities  Corporation. 

Mr.  Henderson.  Could  I  ask  a  question,  Mr.  Fuller?  You  said  that 
your  companjr  has  no  interest  in  Hydro? 

Mr.  Fuller.  No  financial  interest  in  Hydro. 

Mr.  Henderson.  Partners  do  not  have  any  interest  financially  ? 

Mr.  Fuller.  No  ;  not  of  any  substance. 

Mr.  Henderson.  There  is  no  kind  of  interest  on  the  part  of  the 
partners  of  the  company,  directly  or  indirectly,  in  Hydro? 
..Mr.  Fuller.  There  is  a  personal  relationship.  They  are  banker 
advisers  to  them.  Two  of  the  members  of  the  Schroder  organization 
are  on  the  board  of  Hydro  as  bank  advisers.  I  was  referring  specifi- 
cally to  financial  interest,  which  they  never  had.  They  never  spon- 
sored Hydro  or  securities  to  the  public.  It  has  been  a  purely  banker 
advisory  relationship  all  through. 

Mr.  Emanuel.  I  would  like  to  say,  Mr.  Henderson,  I  don't  think  the 
time  that  cable x  was  sent — I  don't  recall  that  any  of  the  associates  of 
Schroder  were  even  on  the  board ;  they  might  have  been. 

Mr.  Fuller.  I  think  there  was  one  at  that  time  rather  than  two, 
but  that  one  had  very  little  to  do  with  the  affairs  of  the  company. 

Mr.  Henderson.  Were  you  going  into  the  question  of  what  Mr. 
Emanuel  did  have  in  mind  at  that  time? 
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Mr.  Nehemkis.  I  think,  sir,  that  the  evidence  as  it  unfolds  itself 
will  indicate  that. 

Mr.  Fuller,  I  show  you  a  cable  from  Schrodpriv  and  another 
cable  from  Schrodpriv  of  December  19,  1935,  and  December  20, 
1935.  Will  you  examine  them  and  tell  me  whether  you  recognize 
them  to  be  true  and  correct  copies?  Do  you  recognize  those  as  com- 
ing from  your  files,  Mr.  Fuller  ? 

Mr.  Fuller.  Yes. 

Mr.  Nehemkis.  I  note  in  the  cable  from  Schrodpriv  to  Schrobanco, 
addressed  to  the  attention  of  Beal,  the  following  reference  [reading 
from  "Exhibit  No.  1951"] : 

Robins  wire  USEPCO  think  preferable  await  definite  plan. 

Apparently  Robin  was  pretty  close  to  the  London  people  at  the 
time,  Mr.  Emanuel 

Mr.  Fuller  (interposing).  He  was  employed  by  them  at  the  time. 

Mr.  Nehemkis.  So  he  must  have  known  what  was  going  on.  The 
two  documents  identified  by  the  witness  are  offered  in  evidence. 

(The  cablegrams  referred  to  were  marked  "Exhibit  No.  1951  and 
1952-1"  and  are  included  in  appendix  on  p.  12880.) 

IMPORTANCE  OF  FUTURE  STANDARD  POWER  &  LIGHT  CO.  SYSTEM  FINANCING 
IN    CONSIDERING   REDEMPTION    OF   THE    PLEDGED    COLLATERAL 

Mr.  Nehemkis.  Didn't  Schrobanco,  Mr.  Fuller,  get  the  details  of 
the  future  possible  financing  from  Mr.  Emanuel  ? 

Mr.  Fuller.  Yes;  we  had  numerous  details  at  various  times  of 
these  proposed  rescue  parties  that  Mr.  Emanuel  has  referred  to. 
They  changed  from  time  to  time.  The  documents  you  have  just 
shown  me  were  relatively  early  in  the  negotiations,  and  we  always 
understood  that  Mr.  Emanuel  was  trying  very  hard  at  the  time  to 
raise  money,  and  it  was  rather  difficult  to  raise  money  for  any  utility 
situation  at  that  period,  and  as  he  discussed  the  matter  with  us,  he 
naturally  had  to  bring  out  any  facts  he  could  in  the  favorable  side 
to  persuade  our  clients  of  our  London  house  to  put  up  money,  and 
I  believe  he  brought  out  all  the  points  that  could  be  done,  at  least 
he  got  the  money. 

Mr.  Nehemkis.  I  note,  Mr.  Emanuel,  a  memorandum  which  bears 
the  initials  R.  W.,  dated  12/24/35,  with  this  caption,  and  also  ini- 
tialed by  Mr.  Fuller  [reading  from  "Exhibit  No.  1952-2"]  : 

Standard  Gas  and  Electric  Co.  Information  obtained  by  Robin  Wilson  from 
Victor  Emanuel — 

And  then  a  very  elaborate  detailed  statement  outlining  the  various 
steps  to  be  taken  in  the  future,  dissolution  steps,  financing,  in  the 
near  future,  and  so  on,  and  then  the  following  caption:  "Possible 
New  Financing,"  and  then  a  list  of  the  new  financing  with  a  nota- 
tion, "$700,000,000  total  over  years." 

(The  memorandum  referred  to  was  marked  "Exhibit  No.  1952-2" 
and  is  included  in  appendix  on  p.  12880.) 

Mr.  Nehemkis.  Don't  you  think  that  Mr.  Robin  Wilson  was  pretty 
closely  in  touch  with  the  situation  and  knew  what  was  going  on? 

Then  I  call  your  attention  to  another  caption,  "Standard  Gas 
Refunding,  all  issues  now  outstanding  of  subsidiaries  mentioned  by 
Victor  Emanuel  for  refunding." 
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Mr.  Emanuel.  I  don't  know  just  what  your  question  is.  I  have 
never  seen  this  document. 

Mr.  Nehemkis.  My  question  was  a  very  simple  one.  You  indi- 
cated that  Mr.  Wilson  apparently  misconstrued  the  steps  that  were 
going  through  your  mind  at  the  time  and  that  he  might  not  have 
heen  informed.  I  merely  call  your  attention  to  the  fact  that  Wilson 
knew  extremely  intimately  and  with  great  detail  everything  that  was 
taking  place  because  you  told  him. 

Mr.  Emanuel.  He  might  have.  I  presume  from  what  you  say  he 
was  in  this  country  during  the  time  this  particular  thing  was  done, 
bul  what  I  am  saying  is  you  asked  me  whether  I  wasn't  trying  to 
help  my  own  interests  and  not  the  stockholders  of  Usepco,  and 
that  is  the  only  thing  I  took  exception  to,  because  I  think  I  am  the 
only  one  who  would  know  that.  Mr.  Wilson  wouldn't.  I  was  talk- 
ing to  him  about  trying  to  save  his  company. 

Sir.  Nehemkis.  Mr.  Wilson  had  had  many  conferences  with  you, 
had  he  not? 

Mr.  Emanuel.  I  can't  recall;  probably  did. 

Mr.  Nehemkis.  The  evidence  that  has  been  going  into  the  record 
indicates  that  he  has. 

Mr.  Emanuel.  He  may  have;  I  didn't  say  he  didn't. 

Mr.  Nehemkis.  You  don't  remember  whether  or  not  he  did  ? 

Mr.  Emanuel.  During  this  whole  period  this  thing  wasn't  some- 
Ihing  that  came  up  one  month  and  then  died  for  six  months;  there 
were  dozens  and  dozens  of  conferences  on  this  thing,  meeting  after 
meeting,  the  principal  interests  in  Usepco  making  trip  after  trip 
to  the  bank. 

Mr.  Nehemkis.  What  about  a  memorandum  like  this,  which  reads : 

Memorandum,  Standard  Gas  and  Electric  Company.  Information  obtained  by 
Hobin  Wilson  from  Victor  Emanuel? 

Take  a  look  at  it.  Do  you  think  a  man  can  write  a  memorandum 
like  that  unless  he  knows  what  is  in  your  mind?  Just  thumb  through 
it.  Look  at  the  details  of  that  memorandum.  Where  did  Robin 
Wilson  get  this  information? 

Mr.  Emanuel.  I  never  said,  Mr.  Nehemkis,  that  he  didn't  get 
information  from  me;  he  undoubtedly  did. 

Mr.  Nehemkis.  Mr.  Fuller,  I  show  you  a  letter  by  Carlton  P. 
Fuller  to  Mr.  John  L.  Simpson,  dated  December  26,  1935,  which 
purports  to  come  from  the  files  of  Schroder  Rockefeller  &  Co.,  Inc. 
Will  you  be  good  enough  to  tell  me  whether  this  is  in  fact  a  true 
copy?  And  tell  me  whether  you  recognize  that  as  having  been  a 
letter  you  wrote. 

Mr.  Fuller.  Yes;  Mr.  Simpson  was  at  that  time  in  Paris,  which 
was  much  closer  to  the  real  source  of  authority  on  Hydro,  which 
was  Brussels,  than  we  were,  and  we  naturally  wanted  to  keep  him 
fully  informed  of  any  negotiations  over  here,  just  as  Mr.  Wilson 
had  to  keep  his  principals  in  London,  who  were  advising  Hydro, 
informed,  and  therefore  many  details  were  transmitted  at  various 
times  about  various  trips  of  proposed  rescue  parties. 

Mr.  Nehemkis.  In  other  words,  the  traveling  ambassadors  at  this 
time  were  Robin  Wilson,  with  headquarters  in  London,  and  John 
Simpson,  making  headquarters  in  Paris,  but  working  toward 
Belgium  ? 
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Mr.  Fuller.  They  happened  to  be  in  those  places,  not  for  this  par- 
ticular business,  because  they  were  regular  trips  they  made,  and  this 
business  came  up  while  they  were  there. 

Mr.  Nehemkis.  The  document  identified  by  the  witness  is  offered  in 
evidence,  may  it  please  the  Committee. 

Acting  Cnairman  Williams.  It  may  be  received. 

(The  letter  referred  to  was  marked  "Exhibit  No.  1953"  and  appears 
in  the  appendix  on  p.  12882.) 

Mr.  Nehemkis.  This  letter  rends  as  follows  [reading  from  "Exhibit 
No.  1953"]  : 

Jerry — 

May  I  know  who  Jerry  is,  please  ? 

Mr.  Fuller.  Mr.  Beal ;  we  have  two  Jerrys. 

Mr.  Nehemkis  (continuing)  : 

Jerry  and  I  have  just  spent  four  hours  with  Robin  and  Victor  Emanuel  on  this 

situation — 

And  "this  situation,"  according  to  the  caption  of  the  letter  is  re 
U.S.  Electric? 

Mr.  Fuller.  That  situation  was  the  question  of  buying  the  collateral 
or  the  notes  from  the  bank  and  raising  money  to  do  it. 

Mr.  Nehemkis  (reading  further  from  "Exhibit  No.  1953")  : 

And  Robin  has  departed  for  the  boat,  escorted  by  Victor.  He  is  extremely 
keen  on  the  situation  we  have  been  discussing  and  we  have  been  having  long 
talks  in  London  about  it  as  well  as  with  you  upon  your  return  there,  so  that 
we  thought  you  would  like  to  have  our  own  slant  on  the  whole  matter. 

And  then  the  letter — I  won't  read  all  the  details  set  out  in  very  neat 
little  captions:  "Proposal";  then  there  comes  one  under  the  category 
"Strategy,"  which  I  would  like  to  read: 

Jerry  has  emphasized  with  Robin  that  the  latter's  chief  object  upon  his  return 
should  be  to  convince  Hydro  and  other  prospective  underwriters  that  the  Stand- 
ard Power  &  Light  stock  securing  the  bank  loans  is  an  attractive  gamble  at  the 
present  time. 

Now,  according  to  the  evidence  which  has  gone  into  the  record  only 
a  few  minutes  ago,  Schrodpriv  thought  it  was  practically  worthless. 

Mr.  Fuller..  I  would  like  to  call  attention  there  to  the  word  "gamble" 
and  call  attention  also  to  the  market  situation  in  second-grude  utilities 
at  that  time. 

Mr.  Nehemkis.  The  record  so  shows  your  comment,  Mr.  Fuller 
[reading  from  "Exhibit  No.  1953"]  : 

Leaving  the  question  of  the  financing  well  In  the  background  in  order  that  it 
may  not  appear  that  the  scheme  is  designed  to  use  other  people's  money  for 
acquiring  a  position  in  the  financing  .  .  . 

Mr.  Fuller,  isn't  that  exactly  what  the  scheme  was  designed  to  do? 

Mr.  Fuller.  I  call  your  attention  that  this  is  a  letter  concerned  with 
Hydro-Electric  Securities'  money  and  "other  people's  money"  is  their 
money  as  distinguished  from  Schroder  money.  At  that  time  we  were 
just  renewing  our  contact  with  Hydro  after  Fisher's  death,  and  I  may 
say  that  the  relationships  were  not  very  good.  Today  we  could  go  to 
them  on  a  direct  basis  and  discuss  the  whole  thing.  At  that  time  we 
didn't  want  to  emphasize  the  advantages  we  would  get,  which  were 
important  in  our  minds. 
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Mr.  Nehemkis.  Now,  another  comment  by  you  set  out  under  the 
category,  "Receivership"  [Reading  further  "Exhibit  No.  1953'']  : 
A  77b  action  has  been  proceeding  since  the  October  1st  default — 

That  is  the  default  in  the  interest  on  the  notes? 

Mr.  Fuller.  Standard  Gas  notes. 

Mr.  Nehemkis.  Standard  Gas  notes? 

Mr.  Fuller.  I  assume  so. 

Mr.  Nehemkis.  [Reading  further  from  "Exhibit  No.  1953"] : 

*  *  *  but  the  conditions  of  this  receivership  seems  unusually  lenient, 
with  the  Management  left  as  sole  Trustees,  70%  of  the  maturing  bonds  now 
in  the  hands  of  the  Committee  representing  the  Management,  and  the  opposing 
Protective  Committees  not  too  obstreperous.  On  the  information  Emanuel 
produces,  it  would  not  seem  unlikely  that  the  Company  could  be  brought  out 
of  receivership  in  the  near  future. 

And  then  the  following  caption  on  page  3  of  your  letter  to  Mr. 
Simpson:  "Future  financing:" 

Since  Jerry  has  written  you  separately  regarding  our  prospects  for  doing 
underwriting,  we'll  simply  assume  here  that  we  shall  find  a  way  to  take  ad- 
vantage of  such  ^  a  situation  as  we  are  discussing.  Once  the  group  has 
acquired  the  claims  from  the  banks,  there  will  undoubtedly  be  terrifically 
bitter  negotiations  with  the  present  Usepco  group  over  the  future  division 
of  financing.  The  idea  is  not  to  exclude  them  from  it,  but  to  swap  with  them 
participation  in  some  of  their  financing.  The  plan  is.  to  leave  the  Byllesby 
management  and  interest  in  the  situation  undisturbed. 

And  then  you  conclude  with  the  caption,  "Our  point  of  view:" 
which  I  read  to  you : 

We  are  not  carried  away  by  all  these  big  figures,  nor  by  Emanuel's  eloquence, 
nor  by  Robin's  enthusiasm.  We  are,  however,  definitely  impressed  by  the 
possibility  of  getting  into  the  middle  of  a  very  large  picture  with  good  gam- 
bling possibilities,  on  the  basis  of  a  moderate  contingent  commitment. 

Is  this  prospective  commitment  really  moderate?  We  certainly  would  not 
undertake  such  a  contingent  guarantee  if  it  amounted  to  a  million  dollars 
maximum  if  the  situation  proves  entirely  worthless,  and  we  should  definitely 
prefer  it  to  be  only  $100,000.  Nevertheless,  a  $250,000  maximum  commitment, 
especially  when  it  begins  to  operate  only  after  a  50%  decline  in  the  relatively 
low  cost  of  acquisition,  does  not  seem  to  us  out  of  line  with  the  possibilities 
in  the  situation.  (These  possibilities,  of  course,  include  deposits  and  fiscal 
agencies  from  the  Standard  Gas  system  and  perhaps  an  underwriting  commis- 
sion in  the  form  of  Standard  Power  &  Light  shares  at  the  time  they  are 
offered  to  Usepco  shareholders.) 

We  have  fully  in  mind,  of  course,  the  political  pressure  on  utilities,  the 
fact  that  Standard  Gas  may  not  get  out  of  receivership  as  soon  as  Emanuel 
expects,  the  possibility  that  the  banks  may  decide  not  to  sell  their  claims 
at  a  sufficiently  low  price,  the  difficulties  of  making  arrangements  with  the 
present  Usepco  group,  the  stickiness  of  sqme  Standard  Gas  securities  even 
if  we  control  the  financing,  etc.,  etc.  Nevertheless,  we  think  there  is  a  chance 
to  make  a  good  play  here  without  any  heavy  commitment,  and  we  hope  that 
Robin  will  be  able  to  produce  some  sort  of  bid  from  Hydro  and  others  to  be 
presented  to  the  banks. 

Now,  Mr.  Simpson  was  not  certain  of  the  wisdom  of  buying  into 
the  financing,  was  he? 

Mr.  Fuller.  Neither  were  any  of  us.  We  lined  up  the  possibilities, 
as  you  so  very  clearly  and  eloquently  read,  at  the  time,  and  we 
thought  for  a  modified  commitment  anything  we  could  do  would  be 
useful. 

Mr.  Nehemkis.  Yes;  it  was  a  good  deal  as  it  appeared  at  that  time 
and  Mr.  Simpson's  feeling  was  that  Schrobanco  would  probably  get. 
little  consideration  unless  it  did,  however,  buy  in. 
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Mr.  Fuller.  That  is  right,  our  relations  with  Hydro  were  such 
at  the  time  we  couldn't  count  on  full  support  in  any  sort  of  under- 
taking. 

Mr.  Nehemkis.  And  the  thing  you  were  buying  in  here  was  financ- 
ing? 

Mr.  Fuller.  As  far  as  Schroder  Banking  Corporation  was  con- 
cerned, they  were  interested  in  any  banking  participation  they  could 
get  because  that  was  their  function.  As  far  as  Hydro  was  concerned, 
they  also  had  the  investment  interest  in  mind. 

Mr.  Nehemkis.  Schroder  was  interested  in  deposits,  etc? 

Mr.  Fuller.  Yes ;  in  any  banking  participation. 

Mr.  Nehemkis.  And  the  thing  that  you  really  were  concerned 
about,  or  rather  your  people  were  really  concerned  about,  was  the 
possibility  of  buying  into  the  future  financing  of  this  system.  How- 
ever, the  medium  for  buying  in  would  ultimately  be  worked  out,  is 
that  correct,  sir? 

Mr.  Fuller.  As  far  as  we  were  concerned,  that  is  our  business  and 
naturally  what  we  were  interested  in. 

Mr.  Nehemkis.  However,  while  Schrobanco  may  not  have  been 
too  keen  on  the  deal,  you,  Mr.  Emanuel,  never  lost  your  original 
enthusiasm,  did  you? 

Mr.  Emanuel.  Keen  on  what  deal? 

Mr.  Nehemkis.  Buying  in  on  75  percent  of  the  financing  of 
Standard  Gas  System,  that  is  what  we  are  talking  about. 

Mr.  Emanuel.  That  was  not  a  primary  consideration  with  me.  I 
was  trying  to  save  this  company. 

Mr.  Nehemkis.  Save  the  company  for  the  stockholders? 

Mr.  Emanuel.  Yes,  sir. 

Mr.  Nehemkis.  1  wanted  to  be  clear,  Mr.  Emanuel. 

Mr.  Emanuel,  perhaps  you  can  recall  a  cablegram  to  Schroder, 
London,  from  yourself,  dated  January  8,  1936,  in  which  you,  among 
other  things,  had  this  to  say  to  Major  Pam  and  Robin  Wilson  [read- 
ing from  "Exhibit  No.  1954r-l"]  : 

Of  course  as  previously  explained,  it  impossible  avoid  participation  in  particu- 
lar pieces  System  financing  by  houses  long  identified  in  the  business  with  local 
houses  in  territories  served  which  however  never  major  amount  which 
situation  understood  by  your  office  here  from  their  previous  experience  in 
Systems  financing  (stop)  As  explained  the  negotiations  with  other  houses  which 
are  part  of  American  group  now  in  business  would  have  to  be  conducted  deli- 
cately and  one  hundred  percent  reciprocation  might  not  be  possible  or  advisable. 

Suppose  you  look  at  that  and  tell  me  whether  that  isn't  a  cable 
you  sent  to  Major  Pam  and  Robin  Wilson  ? 

Mr.  Emanuel.  That  cable  was  probably  sent  by  me.  By  this 
time,  1936,  the  Founders'  group,  as  I  have  previously  testified,  dis- 
tributed their  shares  in  Usepco.  Fisher  I  think  by  that  time  had 
died.  He  had  been  my  contact  with  the  Hydro  Company,  and  ever 
since  Loewenstein's  death,  he  is  the  one  who  had  worked  with  me  on 
any  number  of  previous  plans. 

At  this  particular  point,  it  seemed  impossible  to  save  this  com- 
pany with  the  resources  of  the  company  in  America  who  had  been 
working  on  it  previously,  because  we  had  lost  Founders'  support,  and 
on  Fisher's  death,  it  made  the  Hydro  situation  very  difficult,  but 
what  I  was  trying  to  do  was  to  do  anything  I  possibly  could  leading 
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toward  a  redemption  of  this  collateral  and  this  collateral  was  finally 
redeemed  and  it  was  offered  to  the  United  States  Electric  share- 
holders at  the  exact  same  price  at  which  it  was  redeemed. 

I  am  perfectly  willing  to  admit  in  order  to  get  that  done,  in  which 
I  have  spent  my  life  during  this  whole  period,  and  because  all  the 
time  from  the  time  United  States  Electric  was  formed  the  depression 
started  immediately  afterwards,  and  this  company  had  had  trouble; 
I  had  served  it  for  many  years  without  any  salary  or  other  compen- 
sation, and  in  fact  paid  good  many  of  the  expenses  out  of  my  own 
pocket.  I  was  willing  to  do  almost  anything  to  save  some  stake  in 
this  thing  for  the  stockholders.  That  was  my  primary  consideration. 
I  admit  that  Emanuel  &  Co.  by  this  time  was  in  the  investment  bank- 
ing business,  but  they  never  could  have  participated  much  in  any 
financing  because  we  weren't  a  large  house.  I  think  there  was  only 
one  issue  in  which  Emanuel  &  Co.  had  what  you  might  call  a  really 
large  participation. 

(The  cable  referred  to  was  marked  "Exhibit  No.  1954-1"  and  is 
included  in  the  appendix  on  p.  12884.) 

Mr.  Nehemkis.  Mr.  Fuller,  I  show  you  a  letter  from  yourself  to 
Mr.  John  L.  Simpson,  dated  January  10,  1936.  Can  you  tell  me 
whether  you  recognize  this  to  be  a  true  and  correct  copy  of  an  orig- 
inal in  your  possession  and  custody  ? 

I  meant  to  ask  you,  Mr.  Emanuel,  you  intended,  did  you  not,  for 
the  preferred  stockholders  to  take  up  their  pro  rata  share? 

Mr.  Emanuel.  I  think  we  had  some  formula  worked  whereby  they 
were  to  take  up  a  small  number  of  the  shares.  We  didn't  give  them 
a  very  generous  percentage  because  that  stock  was  only  held  in  three 
hands,  as  I  recall  it. 

Mr.  Nehemkis.  Now,  if  the  stockholders  had  taken  up  that  offer, 
it  would  have  just  about  ruined  your  plans,  wouldn't  it? 

Mr.  Emanuel.  No ;  that  is  what  we  wanted  them  to  do,  is  to  take 
it  up.    They  took  about  a  third  of  the  stock,  as  I  recall  it. 

Mr.  Nehemkis.  You  mean  you  wanted  them  on  paper  to  do  thai, 
but  you  hoped  they  wouldn't? 

Mr.  Emanuel.  No,  sir ;  we  hoped  that  they  would,  but  we  couldn't 
send  out  any  selling  letters  on  it  because  this  stock  wasn't  registered. 

Mr.  Nehemkis.  Have  you  identified  the  letter  for  me,  Mr.  Fuller? 

Mr.  Fuller.  Yes. 

Mr.  Nehemkis.  "Yes"  means  it  is  a  true  and  correct  copy  of  an 
original  in  your  possession?  . 

Mr.  Fuller.  I  presume  so,  I  haven't  seen  the  original  for  some 
time. 

Mr.  Nehemkis.  The  document  is  offered  in  evidence. 

Acting  Chairman  Williams.  Do  you  mean  the  whole  document? 
Some  of  it  seems  to  be  crossed  out. 

Mr.  Nehemkis.  I  apologize  for  that,  that  is  an  error.  I  don't  know 
how  those  lines  got  on  it.  But  the  document  should  be  printed,  if 
you  will  so  order  it,  in  its  entirety. 

Acting  Chairman  Williams.  It  may  be  admitted. 

(The  letter  referred  to  was  marked  "Exhibit  No.  1954-2"  and  is 
included  in  the  appendix  on  p.  12886.) 
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FURTHER  EFFORTS  TO  REGAIN  THE  COLLATERAL— 1936 

Mr.  Nehemkis.  I  want  to  read  to  you,  Mr.  Emanuel,  from  Mr. 
Fuller's  letter  which  he  has  just  identified.  This  is  on  page  3  of 
Mr.  Fuller's  letter  of  January  10,  1936,  to  Mr.  Simpson,  London 
[reading  from  "Exhibit  No.  195^-2"]  : 

After  the  above  discussion  of  philosophy,  you  may  be  interested  to  learn  that 
Victor  Emanuel  is  all  in  a  sweat  about  how  to  proceed  next  in  this  situation 
after  receiving  approval  of  the  $2,000,000  bid  limit.  The  promptness  of  the 
action  on  the  $2,000,000  really  staggered  him  a  bit  and  made  him  wonder  .if 
Robin  had  fully  disclosed  all  the  obstacles  in  the  situation,  such  as  the  possi- 
bility of  a  long  lock-up  before  Standard  Power  &  Light  stock  can  be  reduced 
to  possession  on  account  of  delays  in  registration  of  the  stock;  or  the  other 
possibility  that  Usepco  stockholders  may — 

Note  that  word,  it  is  underlined  in  this  letter — 

take  up  Standard  Power  &  Light  stock  and  leave  our  group  with  only  Hydro's 
25%  participation  in  hand,  whereas  real  control — 

Mind  you,  I  am  not  manufacturing  these  words,  I  am  reading  a  let- 
ter from  Mr.  Carlton  P.  Fuller— 

whereas  real  control  of  the  financing  depends  on  a  51%  voting  control  of  th« 
Standard  Power  Board,  which  could  then  be  obtained  only  through  proxy  solici- 
tation, etc.,  etc.  Emanuel  (still  believing  that  the  London  group  will  do  all  its 
underwriting  in  this  situation  through  us  as  soon  as  we  have  set  up  a  new 
vehicle)  is  trying  definitely  to  tie  Schrobanco  into  all  these  problems  so  that 
London  will  not  place  the  entire  blame  on  his  shoulders  if  a  fiasco  results. 
It  is  really  a  frightfully  complicated  situation— 

And  I  sympathize  with  you,  Mr.'  Fuller,  it  is, — 

and  both  he  and  we  are  trying  to  avoid  a  denouement  in  which  we  would  have 
lost  the  business  and  at  the  same  time  have  antagonized  all  the  present  financial 
group.  Equally,  we  wish  to  proceed  so  that  our  bid  can't  be  used  to  raise  that 
of  some  competitor.  There  is  also  the  problem  of  possibly  getting  together  with 
Harrison  Williams. 

All  of  which  may  lead  you  to  conclude  with  us  that  the  deal  is  far  from  done ; 
but  there  is  some  money  in  hand  now,  and  before  the  time  this  reaches  you, 
another  stage  will  probably  have  developed. 

Since  writing  the  above,  mote  gyrations  have  occurred,  and  Emanuel  has 
decided  not  to  talk  to  the  Chase  today  but  sit  down  with  us  tomorrow  to  plan 
the  campaign  once  more.  Allen  Dulles  has  called  up  to  tell  lis  a  little  more  openly 
than  previously  that  Harrison  Williams  is  interested  in  the  picture,  so  the  kettle 
is  boiling  merrily,  and  probably  Victor  will  approach  the  Chase  on  Monday. 

Now,  will  you  tell  me  who  Allen  Dulles  is? 

Mr.  Fuller.  He  is  counsel  for  Schroder  Banking  Corporation. 
Mr.  Nehemkis.  And  he  is  connected  with  what  law  firm? 
.  Mr.  Fuller.  Sullivan  &  Cromwell. 

Mr.  Nehemkis.  Can  you  explain  to  me  the  meaning  of  this  rather 
cryptic  statement  [referring  to  "Exhibit  No.  1954-2"]  : 

Allen  Dulles  has  called  up  to  tell  us  a  little  more  openly  than  previously  that 
Harrison  Williams  is  interested  in  the  picture. 

Mr.  Fuller.  As  Mr.  Emanuel  has  testified,  it  was  well  known  Mr. 
Williams  was  interested  in  the  Standard  Gas  picture  at  the  time,  but 
we  had  not  received  any  direct  intimation  of  that  fact  until  counsel 
indicated  that  someone  might  be,  not  identifying  the  someone,  and  at 
this  time  apparently  he  disclosed  the  principal  for  whom  he  had  indi- 
cated an  interest. 
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Mr.  Nehemkis.  But  previously  he  had  been  apparently  somewhat 
reluctant  to  make  this  information  available,  although  you  thought 
you  knew  it. 

Mr.  Fuller.  Presumably  he  had  not  been  authorized  by  this  prin- 
cipal to  reveal  the  name  of  the  principal. 

Mr.  Nehemkis.  And  Mr.  Dulles  was  then  representing  Harrison 
Williams? 

Mr.  Fuller.  No;  other  members  of  the  firm  represented  Harrison 
Williams,  and  he  represented  us. 

Mr.  Nehemkis.  And  Allen  Dulles  represented  Schrobanco  ? 

Mr.  Fuller.  As  general  counsel. 

Mr.  Nehemkis.  But  the  same  firm,  however,  was  representing  two 
different  interests ;  is  that  your  understanding  ? 

Mr.  Fuller.  Well,  I  hope  they  represented  many  different  interests 
for  their  sakes. 

Mr.  Nehemkis.  I  am  addressing  myself  to  the  facts  in  hand.  As 
you  have  testified,  apparently  Sullivan  &  Cromwell  represented 
Harrisor  Williams. 

Mr.  Fulter.  They  are  general  counsel  for  North  American  Co. 

Mr.  Nehemkis.  You  have  also  testified  that  Allen  Dulles,  a  partner 
of  the  firm,  represented  Schrobanco. 

Mr.  Fuller.  That  is  right,  and  a  lot  of  other  clients. 

Mr.  Nehemkis.  I  didn't  ask  you  that.  Confine  yourself  to  my 
questions,  if  you  will,  sir. 

Did  not  the  Hydro  London  interests  agree  to  put  up  $1,500,000  in 
the  deal? 

Mr.  Fuller.  What  time  is  this? 

Mr.  Nehemkis.  This  is  in  January  of  1936. 

Mr.  Fuller.  I  have  forgotten  the  time  there,  but  I  remember  the 
amount  that  the  London  interests  were  persuaded  to  put  up  varied 
from,  I  think,  a  low  of  $1,000,000  to  an  eventual  high  of  a  $1,500,000 
or  a  $1,750,000. 

Mr.  Nehemkis.  I  show  you  two  cables  from  Schrobanco  to  Schrod- 
priv,  London.  Will  you  be  good  enough  to  examine  them  and  tell  me 
whether  you  recognize  these  to  be  true  and  correct  copies? 

Mr.  Fuller.  Yes;  these  indicate  that  Mr.  Emanuel  had  made  some 
progress  in  trying  to  persuade  the  Hydro  interests  to  put  in  some 
money  which  he  had  started  when  Mr.  Wilson  was  in  the  country. 

Mr.  Nehemkis.  That  was  not  my  question.  My  question  was,  do 
you  identify  these  two  documents  as  being  true  and  correct  copies  of 
documents  in  your  possession  and  custody  ? 

Mr.  Fuller.  I  said  yes. 

Mr.  Nehemkis.  Thank  you,  sir.  I  note  that  the  cable  dated  Jan- 
uary 15,  1936,  to  Schrodpriv  bears  the  notation:  "Copy  to  Mr. 
Emanuel,"  and  the  cable  dated  January  14,  1936,  reads  as  follows 
[reading  from  "Exhibit  No.  1955"]  : 

Emanuel  made  tentative  approach  Chase  and  had  favorable  reception  but  finds 
active  competition  from  Harrison  Williams  through  Guaranty  and  others  (stop) 

Emanuel  indicated  they  must  be  prepared  put  in  cash  and/or  reciprocal  financ- 
ing if  they  wished  retain  position  in  Standard  financing  (stop)  Initial  reaction 
favorable  and  substantial  cash  will  probably  be  forthcoming  as  well  as  good  start 
on  later  reciprocal  financing  agreements  (stop)  If  business  can  be  done  for  two 
million  dollars  Emanuel  assumes  you  would  be  willing  if  necessary  to  allocate 
up  to  five  hundred  thousand  to- that  group  leaving  total  London  participation  at 
on*»  million  dollars  and  total  American  one  million  including  Emaniml  for. 
minimum  $'2no,000  (stop) 
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What  is  the  meaning  of  this  expression  that  the  group,  if  they  wish 
to  retain  their  position  in  Standard  financing,  would  have  to  either  put 
up  cash  or  indicate  that  reciprocity  on  future  financing  was  in  order, 
Mr.  Emanuel  ? 

Mr.  Emanuel.  I  don't  know.    I  didn't  send  that  cablegram. 

Mr.  Nehemkis.  Does  that  misrepresent  your  views  at  the  time? 

Mr.  Emanuel.  I  can't  say  exactly  what  my  views  were.  What  I 
was  trying  to  raise  was  cash. 

Mr.  Nehemkis.  And  you  went  around  to  the  group  and  said,  if 
I  might  put  it  in  colloquial  language,  "You  fellows  fork  over  either 
cold  cash  or  assure  us  of  future  reciprocity  in  financing,  or  you  aro 
out  of  this  deal." 

Mr.  Emanuel.  I  certainly  don't  think  I  did.  I  don't  remember 
asking  for  any  reciprocity.  I  was  trying  to  raise  money  for  this  deal, 
and  I  might  also  add  I  was  in  constant  touch  with  other  members  of 
the  North  American  group  throughout  all  the  negotiations  from  the 
time  they  started. 

Mr.  Nehemkis.  Mr.  Fuller,  this  cable  which  you  were  good  enough 
to  identify  bears  your  initials,  its  authorization  over  the  cable  wires 
was  by  you ;  how  does  it  happen  you  so  grossly  misunderstood  Mr. 
Emanuel  ? 

Mr.  Fuller.  Do  you  expect  me  to  answer  that  question? 

Mr.  Nehemkis.  Yes;  why  not? 

Mr.  Fuller.  I  don't  know  how  to  answer  it. 

Mr.  Nehemkis.  Did  you  misunderstand  Mr.  Emanuel?  You  were 
charged  with  the  responsibility  of  informing  London  of  develop- 
ments. Mr.  Emanuel  has  no  recollection  of  this  fact.  You  state  in 
the  opening  of  your  cable.     [Reading  from  "Exhibit  No.  1955"]  : 

Emanuel  made  tentative  approach  Chase — 

And  so  forth,  then  you  proceed  to  indicate — 

Emanuel  indicated  they  must  be  prepared  put  in  cash  and/or  reciprocal  financ- 
ing if  they  wished  retain  position  in  financing. 

Mr.  Fuller.  I  can't  interpret  that  cable  for  you  but  I  can  tell 
you  in  general  what  the  situation  was  then.  Very  definitely  we  were 
interested  in  either  financing  or  reciprocity  or  anything  else  we  could 
get  or  they  could  give  us. 

Mr.  Nehemkis.  Did  you  write  this  cable? 

Mr.  Fuller.  Are  my  initials  on  it  ? 

Mr.  Nehemkis.  Yes. 

Mr.  Fuller.  I  wrote  it*  yes. 

Mr.  Nehemkis.  The  cable  identified  by  the  witness  is  offered  in 
evidence. 

Acting  Chairman  Williams.  This  may  be  received. 

(The  cablegram  referred  to  was  marked  "Exhibit  No.  1955"  and 
is  included  in  the  appendix  on  p.  12887.) 

Mr.  Nehemkis.  And  the  second  cable  which  Mr.  Fuller  has  been 
good  enough  to  identify  has  the  following  that  I  call  to  the  com- 
mittee's attention.     [Reading  from  "Exhibit  No.  1956" :] 

Hydro  Schroder  group  agree  they  will  take  participation  of  between  $1,000,- 
000  and  $1,500,000  in  purchase  provided  total  cost  does  not  exceed  $2,500,000 
and  provided  their  proportion  not  less  /than/  50%  of  total    (stop) 

While  aproving  Emanuel  tactics  we  wish  to  be  kept  informed  important 
negotiations  and  also  to  know  what  percentage  financial  benefits  will  accrue 
to  our  group  direct  and  reciprocal. 
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And  that,  I  call  to  the  committee's  attention,  is  a  cable  from 
Schrodpriv  to  Schrobanco  at  New  York,  and  a  copy  of  which  was 
sent  to  Mr.  Emanuel. 

I  oifer  this  in  evidence. 

Acting  Chairman  Williams.  This  may  be  received. 

(The  cablegram  referred  to  was  marked  "Exhibit  No.  1956"  and 
is  included  in  the  appendix  on  p.  12887.) 

Mr.  Nehemkis.  At  this  time  London  was  pretty  hard  put,  was  it 
not,  to  see  what  benefits  it  could  get  from  this  deal,  do  vou  recall 
that? 

Mr.  Fuller.  I  recall  very  well  they  had  gone  into  the  merits  -of 
things  as  a  speculation  and  decided  it  had  some  speculative  merit 
but  was  a  borderline  case.  They  were  more  convinced  of  the  pros- 
pects of  second-grade  utilities  than  we  were  in  this  country,  but  not 
quite  convinced  enough  and  had  some  trouble  in  persuading  their 
clients,  one  of  whom  was  Hydro,  of  the  benefits  at  that  time  of  pro- 
posing second-grade  utilities  in  the  utility  division  of  the  market, 
and  tney  actually  acquired  some  other  securities.  In  this  particular 
case  they  didn't  think  it  quite  made  the  grade  for  a  purchase  that 
way  and  all  sorts  of  arguments  had  to  be  used  to  get  them  to  do  the 
one  which  was  of  possible  benefit  for  the  financing.  That  was  a 
very  definite  consideration  all  the  way  through  this  period  because 
the  gambling  attraction  of  it  as  a  speculative  security  wasn't  of 
quite  enough  interest. 

J.    HENRY    SCHRODER    &    CO.,    LONDON,    DESIRES    ASSURANCE    ON    FUTURE 
STANDARD  POWER  &  LIGHT  CO.  FINANCING 

Mr.  Nehemkis.  Mr.  Fuller,  will  you  be  good  enough  to  examine  a! 
copy  of  the  cablegram  from  Schrodpriv,  presumably  to  Schrobanco, 
and  tell  me  whether  you  recognize  it  to  be  a  true  and  correct  copy  of 
an  original  in  your  files  and  custody  ? 

Mr.  Fuller.  Yes. 

Mr.  Nehemkis.  Before  you  .release  it,  will  you  take  it  back,  please? 
There  appears  on  the  lower  left-hand  margin  a  pencil  notation.  Will 
you  read  that,  please? 

Mr.  Fuller.  It  says,  "Copy  to  Mr.  Emanuel." 

Mr.  Nehemkis.  I  beg  pardon  ?    What  did  you  say  ? 

Mr.  Fuller.  It  says,  "Copy  to  Mr.  Emanuel." 

Mr.  Nehemkis.  Cable  No.  135  from  Schrodpriv  in  London  to 
Schrobanco,  dated  February  14,  1936  [reading  from  "Exhibit  No. 
1957"] : 

To  help  us  form  opinion  as  to  advisability  for  Hydro  and  other  clients  par- 
ticipating in  Usepco  loan  acquisition  should  Emanuel  make  suitable  proposal, 
please  enlighten  us  on  value  of  share  in  future  refinancing  Standing  Gas  sub- 
sidiaries STOP 

Emanuel  has  repeatedly  said  that  this  financing  probably  more  valuable  than 
prospects  of  appreciation  of  Standard  Power  stock  so  we  want  assurance  that 
new  syndicate  will  really  thus  acquire  valuable  asset  STOP 

The  London  banking  house  wererathef  shrewd  fellows;  they 
wanted  to  know  precisely  what  it  is  they  were  putting  their  money 
in,  weren't  they,"  Mr.  Fuller? 

Mr.  Fuller.  That  is  quite  right. 

124491 — 40— pt.24 19. 
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Mr.  Nehemkis.  Now  [Reading  further  from  "Exhibit  No.  1957"] : 

Please  discuss  with  Emanuel  and  cable  how  this  asset  could  in  your  opinion 
be  valorised  STOP 

That  meant  if  Schrodpriv  put  its  money  in  here  the  one  thing 
they  were  concerned  about,  ,,were  they  not,  is  how  they  could  write 
this  thing  up  on  their  books  as  an  asset,  does  it  not? 

Mr.  Fuller.  No;  they  weren't.  Schroder,  London,  were  not  put- 
ting any  money  in  this  at  any  time. 

Mr.  Nehemkis.  I  mean  Hydro  was  putting  the  money  in. 

Mr.  Fuller.  They  wanted  to  know  how  they  could  justify  an  in- 
vestment that  had  no  return  on  it  in  a  speculative  field  when  it  didn't 
seem  quite  as  valuable  as  some  other  speculative  investments  at  the 
time;  if  they  could  show  how  they  could  get  a  return,  they  might 
justify  themselves. 

Mr.  Nehemkis.  That  was  with  reference  to  "Please  discuss  with 
Emanuel  and  cable  how  this  asset  could  in  your  opinion  be  valorized"  ? 

Mr.  Fuller.  Yes. 

Mr.  Nehemkis  [Reading  further  from  "Exhibit  No.  1957"]  : 

Is  there  no  danger  that  present  First  Boston  syndicate  could  insist  on  right 
future  financing  without  compensation  to  us  STOP 

Even  if  syndicate  could  acquire  right  to  75%  future  financing  what  benefit 
could  there  be  to  Hydro  and  others  here  who  are  not  American  issuing  house' 
STOP 

Please  cable  fully  to  enable  us  explain  situation  in  detail  to  our  friends. 

The  document  identified  by  Witness  Fuller,  from  which  I  have  been 
reading  is  offered  in  evidence,  Mr.  Chairman. 

Acting  Chairman  Williams.  It  will  be  received. 

(The  cable  referred  to  was  marked  "Exhibit  No.  1957"  and  is 
included  in  the  appendix  on  p.  12887.) 

Mr.  Nehemkis.  Now,  you  spent  a  good  deal  of  time  in  preparing 
your- answer  to  Schrodpriv's  cable,  did  you  not,  Mr.  Fuller? 

Mr.  Fuller.  Presumably. 

Mr.  Nehemkis.  And  you  consulted  with  Mr.  Emanuel,  did  you  not, 
about  it? 

Mr.  Fuller.  Presumably. 

Mr.  Nehemkis.  And  did  you  not  also  consult  with  Mr.  Allen 
Dulles? 

Mr.  Fuller.  At  some  stage,  I  am  not  sure  just  when  it  was. 

Mr.  Nehemkis.  As  a  matter  of  fact,  4  days  were  required — excuse 
me.     (Conferring  with  member  of  staff.) 

As  a  matter  of  fact,  4  days  were  required  to  complete  your  studies 
before  preparing  the  reply  to  Schrodpriv,  do  you  recall? 

Mr.  Fuller.  I  don't  recall,  but  if  you  have  the  document  that 
shows  so  I  assume  it  did. 

Mr.  Nehemkis.  I  show  you  four  documents,  dated  February  17, 
1936,  February  18,  February  20,  and  February  24,  1936,  which  pur- 
port to  come  from  the  files  of  your  company.  Will  you  be  good 
enough  to  identify  them  for  me,  please? 

Mr.  Fuller.  Yes;  I  identify  them. 

Mr.  Nehemkis.  This  is  a  letter  from  Mr.  Victor  Emanuel  under 
date  of  February  17,  1936,  to  you,  Mr.  Fuller.  It  reads  as  follows 
[Reading  from  "Exhibit  No.  1958"] : 
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Dear  Carl:  I  have  now  had  a  chance  to  read  your  draft  Qt  the  cable  to 
London  in  reply  to  their  cable  to  you  of  the  14th,  received  by  you  on  the  15th. 
I  believe  the  cable  is  all  rigbti  except  for  the  following  suggestions ; 

1.  That  a  satisfactory  arrangement  be  worked  out  as  to  how  you  handle 
the  agreed  percentage  of  any  profits  to  be  paid  the  London  group,  but  I  pre- 
sume you  have  talked  to  Alan  Dulles  about  this. 

Did  you  discuss  this  with  Mr.  Dulles  ? 

Mr.  Fuller.  I  presume  so. 

Mr.  Nehemkis.  And  can  you  tell  me  at  this  time  what  Mr.  Dulles 
advised? 

Mr.  Fuller.  What  was  the  question  involved  at  the  time?  I  was 
consulting  him  constantly. 

Mr.  Nehemkis  (reading  further  from  "Exhibit  No.  1958") : 

That  a  satisfactory  arrangement  to  be  worked  out  as  to  how  you  .handle  the 
agreed  percentage  of  any  profits  to  be  paid  the  London  group,  but  I  presume  you 
have  talked  to  Alan  Dulles  about  this. 

Mr.  Fuller.  I  can't  recall  right  now  what  the  particular  discussion 
was, 

Mr.  Nehemkis.  Then  the  next  thought  that  Mr.  Emanuel  pre- 
sented to  you  was  this : 

(5)  The  last  statement  in  your  cable  is  very  conservative,  as  to  Standard  Gas 
financing,  as  all  in  all  the  underwriting  group  profit  averages  more  than  1  point, 
which  is  the  amount  you  have  stated. 

I  do  not  know  whether  you  want  to  say  that  the  present  USEPCO  position 
of  75%,  as  a  base  for  financing,  is  not  covered  by  a  legal  agreement  but  by 
a  memorandum,  but  that  Byllesbys  have  verbally  agreed  with  me,  and  will,  I  am 
certain,  before  we  consummate  a  deal,  agree  to  continue  the '  memorandum  to 
the  new  group,  and  that  with  this  assurance,  plus  the  position  our  stock  would 
give  us,  there  is  no  question  in  my  mind  that  our  group  could  inherit  the  posi- 
tion the  present  group  now  has.  This,  of  course,  does  not  change  what  you  have 
said  as  to  valorizing  this  for  the  London  group  who  might  not  want  to  partici- 
pate direct  in  the  financing. 

I  offer  the  document  in  evidence,  Mr.  Chairman,  as  well  as  the  two 
other  documents  identified  by  the  witness.  There  should  be  four 
documents. 

Acting  Chairman  Williams.  They  may  be  admitted. 

(The  documents  referred  to  were. marked  "Exhibits  Nos.  1958,  1959, 
1960,  and  1961-1"  and  are  included  in  the  appendix  on  pp.  12888- 
12890.) 

Mr.  Nehemkis.  Now,  the  Usepco  deal  seems  to  have  gone  com- 
pletely to  sleep  during  this  time.    Do  you  recall,  Mr.  Emanuel  ? 

Mr.  Emanuel.  I  don't  know  what  the  dates  of  those  are. 

Mr.  Nehemkis.  We  are  now  in  the  early  spring  of  the  year  1936. 

Mr.  Emanuel.  I  can't  recall  that  exactly ;  I  don't  remember  it  ever 
slept  very  long. 

Mr.  Nehemkis.  Now*I  show  you  a  letter  from  Robin  Wilson  to  you 
under  date  of  the  27th  of  March,  and  I  ask  you  to  look  at  the  third 
paragraph  and  see  whether  that  doesn't  refresh  your  recollection. 

Mr.  Emanuel.  This  is  a  letter  from  Wilson  evidently  to  me.  It 
might  have  had  a  short  lull.  He  rather  gathers  it  was,  but  he  might 
not  know  whether  it  was  or  not. 

(The  letter  referred  to  was  marked  "Exhibit  No.  1961-2"  and  is  in- 
cluded in  the  appendix  on  p.  12891.) 

Mr.  Nehemkis.  It  was  sort  of  slumbering  embers  on  the  fire  all  the 
time? 

Mr.  Emanuel.  Always. 
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Mr.  Nehemkis.  And  when  you  gave  a  good,  strong  blow,  why,  up 
she  went  ? 

Mr.  Emanuel.  It  wasn't  me  giving  a  blow,  if  the  banks  wanted 
to  reduce  this  collateral.  I  might  help  this  whole  thing  by  saying 
that  I  was  doing  anything  I  could  to  raise  this  money  from  any 
decent  source. 

Mr.  Nehemkis.  Mr.  Wilson  wrote  to  you  as  follows : 

The  USEPCO  deal  seems  to  have  gone  completely  to  sleep  for  the  moment, 
but  I  gather  from  Carl  Fuller  that  you  are  being  kept  pretty  well  informed 
of  the  intentions  of  our  competitors.  If  by  any  chance  the  deal  does  come  off 
I  feel  it  will  be  a  good  thing  for  me  to  be  in  New  York  to  represent  our  group 
in  negotiations  over  our  share  of  underwriting. 

Just  how  were  you  informed,  Mr.  Emanuel,  of  what  your  com- 
petitors were  doing  at  this  time,  and  what  their  intentions  were? 

Mr.  Emanuel.  I  swear  I  don't  know.  I  naturally  heard  one  way 
or  the  other  of  people  considering  the  purchase  of  this  collateral. 
The  only  person  I  can  think  of  at  the  moment  principally  was 
Harrison  Williams,  I  knew  he  was  interested.  I  can't  say  just 
exactly  at  that  time,  during  the  period  about  this  collateral. 

Mr.  Nehemkis.  It  just  strikes  me  as  being  a  little  bit  unusual  for 
a  man  in  your  position,  who  has  a  tremendous  stake  here,  to  know 
what  his  competitor's  moves  are.  How  did  you  know  what 
Harrison  Williams  was  going  to  do  in  this  situation  ? 

Mr.  Emanuel.  I  certainly  didn't  know  from  him. 

Mr.  -Nehemkis.  That  is  it.    Now  how  did  you  know  ? 

Mr.  Emanuel.  I  don't  know. 

Mr.  Nehemkis.  But  somehow  or  other  you  did  manage  to  keep 
pretty  well  informed  of  what  the  next  move  would  be  ? 

Mr.  Emanuel.  I  suppose  what  happened  at  times,  one  of  the 
bank  officers  would  call  me  up  and  say  I  had  better  put  on  all  the 
hurry  I  could  in  resolving  this  matter.  I  suppose  that  is  the  way  I 
knew. 

Mr.  Nehemkis.  By  the  way,  who  was  your  counsel  at  this  time? 

Mr.  Emanuel.  Seibert  and  Riggs. 

Mr.  Nehemkis.  Seibert  and  Riggs  are  in  New  York,  your  counsel  ? 

Mr.  Emanuel.  Yes,  they  are. 

Mr.  Nehemkis.  Now  about  this  time  that  we  are  discussing  the 
problem,  the  spring  of  '36,  did  not  Bancamerica  Blair  come  into  the 
picture,  do  you  recall? 

Mr.  Emanuel.  Yes,  they  came  in  sometime  before  we  had  what 
we  called  rescue  parties. 

Mr.  Nehemkis.  And  there  were  certain  difficulties  that  were  crop- 
ping up  at  this  time  about  giving  Hydro  underwriting  participations, 
do  you  recall  that,  Mr.  Emanuel  ? 

Mr.  Emanuel.  Well,  it  is  pretty  hard  to  recall.  I  don't  think 
Hydro  ever  wanted  underwriting.  They  never  have  been  bankers, 
to  my  knowledge,  at  any  time. 

Mr.  Nehemkis.  Now,  Mr.  Fuller,  may  I  trouble  you  once  again  to 
identify  a  cablegram  from  Schrodpriv  to  Schrobanco  under  date 
of  May  26,  1936.  Would  you  identify  the  cable  I  am  now  showing 
you  at  the  same  time? 

Mr.  Fuller.  (Examines  and  returns  papers  to  Mr.  Nehemkis  with- 
out comment.) 
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Mr.  Nehemkis.  Mr.  Emanuel,  I  want  to  call  your  attention  to  a 
paragraph  in  Schrodpriv's  cable  to  Schrobanco  as  of  May  22,1936. 

Mr.  Fuller.  May  I  point  out  those  cables  are  to  a  particular 
person ;  the  cables  are  addressed  to  a  particular  person. 

Mr.  Nehemkis.  This  is  addressed  for  Mr.  Wilson  and  this  one 
refers  to  257. 

Mr.  Fuller.  Yes. 

Mr.  Nehemkis.   (Heading  from  "Exhibit  No.  1962") : 

We  could  certainly  arrange  with  Hydro  and  others  to  accept  less  than 
theoretical  percentage  if  all  risk  avoided  although  we  understand  underwriting 
and  even  selling  syndicate  now  practically  without  any  risk  owing  to  new  issue 
conditions  but  drop  from  point  375  to  point,  one  seems  impossible  to  explain 
and  we  fear  great  difficulties. 

And  then  came  the  reply  to  that. 
(Heading  from  "Exhibit  No.  1963") : 

Very  difficult  for  foreign  underwriter  like  Leadenhall  enforce  reciprocity 
and  Schroder  Inc.  would  have  hard  work  to  protect  our  interests.  There  still 
is  risk  on  underwriting  because  underwriting  jgroup  must  take  commitment  few 
hours  before  registration  statement  effective  and  selling  group  cannot  be  legally 
bound  until  registration  effective. 

Now  I  had  assumed  that  there  was — at  least  from  the  testimony  of 
the  witnesses  who  have  appeared  before  this  committee — tremendous 
risk  involved  in  underwriting  and  I  now  find  out  that  there  is  very 
little  risk,  and  whatever  risk  does  occur  in  a  matter  of  a  few  hours. 

Mr.  Fuller.  That  is  why  I  wanted  to  point  out  who  wrote  the 
cables ;  those  were  written  by  Mr.  Wilson  of  our  London  office,  who 
was  here  in  New  York  at  the  time,  and  they  are  very  clear  evidence 
of  some  of  the  difficulties  we  were  having  in  the  situation  where 
they  assumed  that  London  conditions  might  be  the  same  as  in  this 
country,  and  they  also  had  the  very  false  assumption  that  the  Secur- 
ities Act  and  the  other  legislation  at  the  time  set  up  for  the  protection 
of  investors  had  made  it  perfectly  riskless  for  the  underwriter. 
They  just  didn't  know  the  facts. 

Mr.  Wilson  discovered  some  of  the  facts  while  he  was  here  and 
still  rather  played  them  down  in  his  cable  saying  a  few  hours'  risk. 

Mr.  Nehemkis.  I  call  to  your  attention,  Mr.  Fuller,  that  this  cable  1 
which  you  have  identified,  bears  your  initials;  that  its  transmission 
over  the  wire  from  Schrobanco  to  Schrodpriv  was  authorized  by 
CPF,  being  Carlton  P.  Fuller.  If  Mr.  Wilson  had  made  such  a  mis- 
take as  to  misunderstand  syndication  under  American  conditions,  how 
did  it  happen  you  authorized  the  transmission  of  that  cable  ? 

Mr.  Fuller.  Authorization  simply  means  authorized  to  be  charged 
to  a  certain  account,  and  has  nothing  to  do  with  the  content  of  the 
cable  itself. 

Mr.  Nehemkis.  And  you  were  not  at  all  concerned  about  the  con- 
tent of  this  cable  when  it  passed  your  desk  ? 

Mr.  Fuller.  I  didn't  say  that. 

Mr.  Nehemkis.  What? 

Mr.  Fuller.  I  didn't  say  that. 

Mr.  Nehemkis.  You  saw  the  cable? 

Mr.  Fuller.  Yes;  but  I  didn't  say  I  wasn't  concerned  with  the 
content ;  I  simply  said  I  didn't  censor  the  cable. 

1  "Exhibit  No    t'Jfii!" 
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Mr.  Nehemkis.  But  certainly  this  was  a  most  serious  thing  to  let 
your  London  people  have  the  impression  that  underwriting  involves 
no  risk.  How  did  it  happen  that  you  allowed  this  cable  to  go  over 
your  desk? 

Mr.  Fuller.  The  cable,1  as  I  recall,  says  that  is  only  a  few  hours 
risk;  a  few  hours  might  in  that  terminology  mean  48  hours.  We 
are  dealing  here  with  high  grade  securities  and  that  probably  was 
the  understanding  at  the  time. 

Mr.  Nehemkis.  You  think  about  all  the  underwriting  risk  there 
is  today  is  probably  48  hours  ? 

Mr.  Fuller.  I  didn't  say  that.  I  said  at  the  time  this  cable  was 
written  that  is  probably  the  understanding  that  went  into  it.  You 
must  remember  at  that  time  we  ourselves  were  not  in  the  underwriting 
business;  all  the  Security  Acts  were  relatively  new,  certainly  as  far 
as  we  were  concerned,  and  therefore  our  more  complete  knowledge 
of  today  cannot  be  attributed  to  that  period  in  which  the  cable  was 
written.  There  was  a  whole  period  of  education  going  on  there 
then. 

Mr.  Nehemkis.  I  recall  your  attention,  however,  that  this  was  in 
May  of  1936. 

Mr.  Fuller.  That  is  right. 

Mr.  Nehemkis.  Now,  Mr.  Chairman,  I  don't  believe  I  have  offered 
in  evidence  the  cable  from  which  I  have  just  been  reading,  being 
cable  dated  May  25,  1936,  identified  by  the  witness.  As  well  as  the 
cable  identified  by  Mr.  Fuller  to  which  the  cable  you  now  have  is 
an  answer. 

Acting  Chairman  Williams.  They  may  be  admitted. 

(The  cables  referred  to  were  marked  "Exhibits  Nos.  1962  and  1963" 
and  are  included  in  the  appendix  on  p.  12892.) 

OBTAINING   THE   STANDARD   POWER    &    LIGHT   CO.    STOCK   PLEDGED    AS    COL- 
LATERAL  ORGANIZATION  OF  SCHRODER  ROCKEFELLER  &  CO.,  INC.,  JULY 

1936 — AGREEMENT  WITH  J.  HENRY  SCHRODER  &  CO.,  LONDON 

Mr.  Nehemkis.  I  show  you,  Mr.  Fuller,  a  letter  dated  August  24, 
1936,  to  Messrs.  Schroder  Rockefeller  and  Company,  Inc.,  from  the 
London  banking  house  of  J.  Henry  Schroder  and  Company.  Do  you 
recognize  this  to  be  a' true  and  correct  copy  of  an  original  in  your 
possession  ? 

Mr.  Fuller.  It  seems  to  be  a  copy  of  an  agreement  by  which  they 
were  to  share  in  the  proceeds  of  underwritings ;  yes. 

Mr.  Nehemkis.  I  offer  the  document  in  evidence,  Mr.  Chairman. 

Acting  Chairman  Williams.  It  may  be  received. 

(The  document  referred  to  was  marked  "Exhibit  No.  1964"  and  is 
included  in  the  appendix  on  p.  12893.) 

Mr.  Nehemkis.  Eventually  the  Usepco  notes  were  reported  to 
the  banks,  were  they  not,  and  the  Standard  Gas  stock  reduced  to 
possession? 

Mr.  Fuller.  The  Standard  Power  stock  reduced  to  possession. 

'Mr.  Nehemkis.  Standard  Power,  is  that  your  understanding,  Mr. 
Emanuel? 

Mr.  Emanuel.  That  is  right. 

^"Exhibit  No.  1963." 
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Mr.    Henderson.  What  was  the  amount  paid  eventually? 
Mr.  Emanuel.  $3,500,000  cash. 
Mr.  Nehemkis.  What  was  the  value  of  the  stock? 
Mr.  Emanuel.  I  couldn't  recall  at  that  time.    I  think  it  was  prob- 
ably less  than  that,  or  a  little  less  than  that. 

Mr.  Nehemkis.  Mr.  Fuller,  when  was  Schroder  Rockefeller  &  Co., 
Inc.,  organized? 
Mr.  Fuller.  Early  in  July  1936. 

Mr.  Nehemkis.  And  can  you  tell  me  the  purpose  underlying  the 
organization  of  Schroder  Rockefeller? 

Mr.  Fuller.  Yes;  to  engage  in  the  underwriting  of  securities 
business. 

Mr.  Nehemkis.  Who  was  instrumental  in  organizing  Schroder 
Rockefeller  ? 

Mr.  Fuller.  Several  Schroder  interests  and  Rockefeller  interests, 
primarily. 
Mr.  Nehemkis.  And  who  owns  the  stock  of  Schroder  Rockefeller? 
Mr.  Fuller.  There  are  two  classes  of  the  million-dollar  capitaliza- 
tion; the  nonvoting  stock  is  practically  all  owned  by  the  Schroder 
banking  corporation;  the  voting  stock  is  owned,  $200,000  by  Mr. 
Avery  Rockefeller  and  his  family;  $225,000  by  J.  Henry  Schroder 
&  Co.,  London;  and  $50,000  by  Atlas  General  &  Industrial  Invest  ^ 
ment  Trust,  London,  which  is  an  independent  investment  trust. 

Mr.  Nehemkis.  And  was  not  Schroder  Rockefeller  &  Co.  organized 
for  the  purpose  of  engaging  in  underwriting  activities  involving  the 
75-percent  financing  into  which  the  European  and  American  inter- 
ests had  bought? 

Mr.  Fuller.  It  was  organized  to  get  as  much  of  a  participation  in 
Standard  Gas  financing  as  was  possible  under  the  circumstances,  and 
to  engage  in  other  business. 

Mr.  Nehemkis.  And  did  not  Schroder  Rockefeller  enter  into  a 
contract *  with  its  parent,  J.  Henry  Schroder  &  Co.  ? 
Mr.  Fuller.  This  one  you  have  just  shown  me? 
Mr.  Nehemkis.  And  which  you  have  identified? 
Mr.  Fuller.  Yes. 

Mr.  Nehemkis.  And  substantially  what  were  the  terms  of  that 
contract  ? 

Mr.  Fuller.  As  I  have  testified  before,  all  through  this  period  re- 
garding the  rescue  party  the  London  interests  concerned  wanted  to 
see  some  way  of  getting  a  return  on  their  money  on  their  hook-up  of 
funds.  Various  means  discussed  of  doing  that,  ranging  from  their 
doing  direct  underwriting  over  here  to  doing  it  through  somebody 
else,  and  finally  when  we  evolved  the  Schroder  Rockefeller  set-up 
they  agreed  to  do  it  through  them,  so  long  as  Schroder  Rockefeller 
gave  them  the  return  on  the  earnings  they  made  from  underwriting 
in  the  Standard  Gas  system. 

Mr.  Nehemkis.  And  what  was  the  return  which  Schrorock  was  to 
pay  to  Schrodpriv? 
Mr.  Fuller.  Schrodpriv  as  agent? 
Nr.  Nehemkis.  Yes. 

Mr.  Fuller.  As  I  recall,  it  was  about  one-tenth  of  1  percent  on  the 
face  value  of  an  issue. 


"Exhibit  No.  1964. 
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Mr.  Nehemkis.  And  have  such  payments  been  made  in  the  past  ? 

Mr.  Fuller.  That  agreement  was  outstanding  for  about  5  months, 
as  I  recall,  and  two  payments  were  made  under  it. 

Mr.  Nehemkis.  And  do  you  recall  approximately  when  those  pay- 
ments were  made  ? 

Mr.  Fuller.  They  came  after  the  Louisville  issue  and  the  Oklahoma 
Gas  &  Electric  issue  which  were  August  and  December  '36,  respec- 
tively. 

Mr.  Nehemkis.  Do  you  know  whether  or  not  it  is  required  under 
the  registration  statements  that  are  filed  with  the  Securities  and 
Exchange  Commission  to  report  such  payments  or  similar  payments? 

Mr.  Fuller.  We  were  advised  by  counsel  at  the  time  that  these 
particular  payments  were  not  required. 

Mr.  Nehemkis.  May  'I  inquire  at  this  time  the  name  of  counsel 
who  so  advised? 

Mr.  Fuller.  Our  counsel  is  Sullivan  and  Cromwell. 

Mr.  Nehemkis.  Did  they  render  a  legal  written  opinion  that  such 
payments  were  not  required  to  be  reported  to  the  Commission  ? 

Mr.  Fuller.  I  don't  recall  whether  it  was  in  writing  or  not. 

Mr.  Nehemkis.  Will  you  be  good  enough. to  make  available  that 
information  to  this  committee  by  a  letter  when  you  have  the  leisure 
to  ascertain  that  fact? 

Mr.  Fuller.  Yes.1 

SUMMARY  OF  THE  RECORD  BY  COUNSEL — COMMENTS  BY  MR.  EMANUEL 

Mr.  Henderson.  Mr.  Nehemkis,  I  must  confess  that  I  am  a  little- 
bewildered  by  the  rapid  introduction  of  evidence  here.  Somewhere 
after  the  loan  went  under  water,  I  went  under  water,  too,  and  I 
wonder,  for  my  benefit,  before  we  go  any  further,  if  you  couldn't 
start  back  with  that  financing  of  U.  S.,  and  bring  it  down  to  date. 

Mr.  Nehemkis.  To  put  it  very  simply,  and  to  rush  over  a  vast 
amount  of  detail  which  I  can't  put  quite  as  precisely  as  one  would 
like  to,  the  situation,  briefly,  is  this:  Back  in  1928,  a  much  younger 
man,  Victor  Emanuel  became  acquainted  with  an  European  capitalist 
;ind  financier,  one  Captain  Alfred  Loewenstein,  who  had  investments 
in  various  utilities  and  other  enterprises  all  over  the  Continent,  and 
Mr.  Emanuel  and  Captain  Loewenstein  sat  down  together  and  decided 
that  that  was  a  good  time  to  buy  into  American  utilities.  So  they 
worked  out  a  scheme  of  acquiring  control  of  Standard  Gas  &  Electric, 
American  Water  Works,  and  another  utility.  Had  one  devil  not 
intervened  at  that  time,  namely,  the  depression,  it  would  appear  from 
the  evidence  that  Mr.  Emanuel  and  Captain  Alfred  Loewenstein  might 
have  controlled  the  utility  system  of  this  country.  But  unfortunately 
for  those  plans,  there  was  a  thing  called  the  depression,  and  some  of 
the  plans  went  awry.  However,  the  program  was  carried  out  pretty 
much  with  reference  to  the  acquisition  of  the  Standard  Gas  system, 
and  the  committee  will  recall  from  the  testimony  of  the  first  witness 
that  the  Standard  Gas  system  was  an  empire  worth  fighting  over, 
there  were  assets  in  that  empire  of  about  a  billion  dollars,  with  prop- 
erty scattered  throughout  the  United  States  and  Mexico.  Now,  the 
problem,  of  course,  of  getting  control  of  that  utility  empire  centered 

*Mr.   Fuller,    under  date  of  January  24,   1940,   submitted  the  Information   requested. 
It  1b  included  in  the  appendix  on  p.  13017. 
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about  acquiring  the  stock  held  largely  by  the  Byllesby  interests,  and 
you  recall  that  the  testimony  showed  this  morning  that  Mr.  Emanuel 
worked  out  a  series  of  legal  moves,  stockholders'  suits  were  brought, 
mandamus  proceedings  were  instituted,  all  in  an  endeavor  to  acquire 
this  stock  from  the  Byllesbys,  who  had  the  crucial  position. 

The  alignment  of  interests  both  at  home  and  abroad  were  too  great 
for  the  Byllesbys,  and  finally  they  capitulated  to  Mr.  Emanuel's 
interests  and  Mr.  Loewenstein's  interests,  who  by  that  time  had  fallen 
out  of  an  airplane  when  it  was  crossing  the  British  Channel. 

Well,  the  depression,  as  I  say,  came  along  and  even  Standard 
Gas  &  Electric  Co.  found  itself  in  difficulties.  I  should,  however, 
retrace  one  step.  It  was  necessary  at  this  time  to  take  care  of  a 
banking  house  oy  the  name  of  Ladenburg,v  Thalmann,  that  always 
had  a  rather  important  place  in  the  financing  and  it  was  as  a  result 
of  this  necessity  that  the  difficulties  arose,  because  a  certain  cash 
payment  had  to  be  made  to  this  banking  firm,  and  in  order  to 
raise  cash,  borrowings  had  to  be  made  from  some  of  the  banks. 

As  a  result  of  borrowing  from  these  banks,  stock  was  pledged  with 
the  banks,  and  subsequent  battles  centered  around  the  recapture  of 
this  pledged  security,  and  you  will  recall  that  earlier  this  morning 
there  was  introduced  in  evidence  a  banking  agreement 1  that  was 
evolved  after  the  first  battle  had  taken  place.  You  will  recall  that* 
the  evidence  shows  that  the  financing  followed  very  closely  the  terms 
of  that  banking  agreement. 

Mr.  Henderson.  That  was  between  the  Byllesby  group  and  what 
you  might  call  the  Emanuel  group. 

Mr.  Nehemkis.  That  is  correct;  substantially,  yes,  that  is  the 
situation. 

Following  the  pledging  of  the  stock  with  the  New  York  banks, 
us  the  testimony  has  shown  this  afternoon,  a  long,  protracted  struggle 
took  place  in  which  Mr.  Emanuel  bended  every  effort  to  raise  cash 
in  order  to  obtain  and  repossess  that  pledged  collateral,  because  the 
secret  to  the  Standard  Gas  system  rested  with  whoever  had  owner- 
ship or  could  reduce  to  possession  the  pledged  collateral.  You  will 
recall,  sir,  from  the  evidence  that  Mr.  Harrison  Williams  at  this 
time  became  interested  in  possibly  buying  this  pledged  collateral. 

Finally,  the  collateral  was  obtained  by  Mr.  Emanuel's  group,  and 
always  the  big  stake  in  this  empire  was  the  future  financing,  whether 
or  not  75  percent  of  this  utility  empire's  financing  would  fall  to  the 
interests  represented  by  Mr.  Emanuel  and  the  European  group. 

Now,  for  various  legal  difficulties  and  complexities,  Schrodpriv. 
the  London  house,  couldn't  very  well  participate  in  American 
underwriting  activities,  and  in  order,  however,  for  Schrodpriv's 
American  house,  Schrobanco,  to  get  its  full  reciprocity  out  of  this 
75  percent  financing  that  they  were  buying  into,  as  Mr.  Fuller  has 
previously  testified,  a  new  investment  banking  firm  was  organized, 
Schroder  Rockefeller  &  Co.  And  Mr.  Fuller  has  just  testified  as  to 
where  that  stock  is  held,  some  of  it  held  in  London,  some  by  the 
Rockefeller  interests,  some  here. 

Some  of  the  previous  charts  that  have  been  offered  in  evidence 
show  the  various  percentage  participations  of  the  investment  bank- 
ing houses  that  belong  to  the  various  groups  lined  up  in  this  situation 
and  how  that  financing  followed  the  terms  of  the  original  banking 
agreement. 

1  "Exhibit  No.  1931." 
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That  is  about  where  we  are  at  the  present  moment. 

Mr.  Henderson.  Do  you  have  anything  to  say  ? 

Mr.  Emanuel.  I  would  like  to  correct  that.  In  the  first  place, 
I  met  Captain  Loewenstein  in  1926,  not  1928.  In  the  second  place 
he  already  owned  a  large  block  of  Standard  Gas  and  large  blocks 
of  stock  in  a  number  of  other  American  companies,  four  or  five,  as 
I  recall.  I  made  one  proposal  to  him,  I  remember,  about  acquiring 
other  companies  and  forming  a  company  to  do  that.  I  believe  I 
testified  that  he  was  not  interested  in  that,  and  that  whole  thing  fell 
when  he  died  in  1928,  although  I  might  have  talked  to  Fisher  about 
it,  who  succeeded  him  early  in  1928.  Also,  Captain  Lowenstein  died 
before  the  depression  came  on  by  well  over  a  year. 

There  was  only  one  legal  move  that  I  recall  that  we  ever  made, 
and  that  was  a  mandamus  proceeding  which  I  recall  it  was  just  to 
get  information.  We  did  make  a  demand  on  the  directors,  but  I 
don't  think  that  was  legal,  I  mean  in  a  court. 

Mr.  Henderson.  Eventually  what  resulted  then  was  your  counsel 
and  the  other  counsel  got  together  and  you  got^— — 

Mr.  Emanuel  (interposing).  And  there  was  a  settlement  of  all 
of  our  differences,  which  did  not  give  me  or  Usepco  control  of 
Standard  Gas;  we  didn't  mention  it,  or  we  had  no  power  of  initia- 
tion; we  merely  had  power  to  pass  upon  certain  matters. 

Mr.  Henderson.  How  about  the  directors? 

Mr.  Emanuel.  We  had  a  minority  of  the  board  of  Standard  Gas 
and  they  had  the  majority. 

Mr.  Henderson.  How  about  the  principal  officers? 

Mr.  Emanuel.  The  principal  officers  were  all  people  who  were 
officers  of  Standard  Gas  before ;  we  had  no  officers. 

Mr.  Henderson.  How  about  the  management  contract? 

Mr.  Emanuel.  That  stayed  in  the  Byllesby  Engineering  &  Man- 
agement Corporation,  which  was  a  wholly  owned  subsidiary  of 
Standard  Gas. 

Mr.  Henderson.  How  about  the  financing? 

Mr.  Emanuel.  Byllesby  had  25  percent,  which  I  think  was  based 
upon  their  historical  interest  in  the  business,  and  Usepco  had  the 
right  to  designate  75  percent. 

Mr.  Henderson.  And  what  collateral  was  really  posted  with  Chase  ? 

Mr.  Emanuel.  Everything  we  had  was  eventually  put  up. 

Mr.  Henderson.  Mainly  Standard  Power? 

Mr.  Emanuel.  And  that  included  the  large  block  of  Standard  Gas 
and  Electric  stock  owned  by  Standard  Power. 

Mr.  Henderson.  And  it  was  recognized  that  even  though  that  was 
pledged  before  the  bank  reduced  its  possession,  the  finance  contract, 
75-25,  still  continued. 

Mr.  Emanuel.  Yes,  that  still  was  in  existence.  I  would  like  to  say 
there  that  that  was  a  memorandum,  right  at  the  time  it  was  made; 
the  counsel  for  Usepco,  which  was  Seibert  &  Riggs,  advised  us,  and  it 
is  on  the  minute  books  of  the  Usepco,  that  that  agreement  was  of  no 
legal  force  or  effect. 

Mr.  Henderson.  If  you  had  an  economist  or  financier  and  he 
looked  back  over  the  record,  he  would  say  it  had  a  financial  and  eco- 
nomic effect,  would  he  not? 

Mr.  Emanuel.  That  is  right,  but  what  I  am  trying  to  point  out,  it 
wasn't  an  agreement  enforceable  in  law,  because  it  would  have  been 
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binding  future  actions  of  boards,  which  we  cannot  do,  and  also  most 
of  the  financing  was  in  the  subsidiary  companies  which  financing 
had  come  up  before  the  respective  boards  of  these  companies,  and 
also  for  the  most  part  be  approved  by  the  various  Public  Service 
commissions. 

Mr.  Henderson.  But  in  this  attempt  to  get  the  stock  out  from 
under  water,  it  was  pretty  generally  recognized  that  the  old  75-25 
would  still  obtain. 

Mr.  Emanuel.  I  was  trying  to  get  this  collateral  back  for  the 
Usepco  itself.  During  this  entire  period  the  company  was  in 
trouble,  every  plan  was  to  get  it  back  for  the  company  until  the 
Founders'  group  distributed  their  stock  and  Mr.  Fisher  died.  When 
that  happened,  it  became  apparent  that  I  couldn't  do  it  for  the  com- 
pany because  the  Founders  group  had  a  majority  of  its  stock  I  think 
of  Usepco  by  that  time,  and  without  their  support,  it  seemed  impos- 
sible, so  the  best  thing  I  could  do  was  to  use  every  means  at  my  com- 
mand, which  I  admit  I  did,  to  try  and  sell  my  people 

Mr.  Henderson  (interposing).  I  am  not  sure  that  we  got  all  of  the 
testimony  today. 

Mr.  Emanuel.  I  did  nothing  else  for  years  but  try  to  do  this,  and 
I  used  every  means  at  my  command  to  try  and  save  something  for 
the  stockholders,  which  finally  resulted  in  the  agreement  of  1936,, 
whereby  we  paid  the  banks  $3,500,000  for  the  collateral,  and  then  as 
soon  as  we  could,  because  the  stock  wasn't  registered,  we  offered  it 
to  the  United  States  stockholders  at  the  same  price  at  which  we  paid 
without  any  commission  whatsoever. 

Mr.  Henderson.  Who  finally  bought  it? 

Mr.  Emanuel.  I  think,  Mr.  Henderson,  that  something  over  a  third 
of  the  stockholders  bought  the  stock.  The  offer  expired  on  a  certain 
day,  but  we  just  extended  that  thing  by  letting  any  stockholders 
who  came  in  later  buy  their  pro  rata  share.  The  stock  then  went  up 
in  the  market  and  quite  a  few  came  in,  and  every  time  we  felt  they 
were  bona  fide  stockholders  who  had  bought  their  stock  before  this 
period  came  on,  and  not  for  as  few  cents  a  share  as  the  worth  of 
the  security,  we  let  them  have  the  stock. 

Mr.  Henderson.  The  stock  did  get  down  to  a  few  cents  a  share, 
did  it  not? 

Mr.  Emanuel.  The  United  States  Electric  stock  after  the  col- 
lateral was  reduced  by  possession  was  worthless,  but  it  appeared  it 
still  was  being  sold  by  unscrupulous  people  for  a  few  cents  a  share. 

Mr.  Henderson.  There  was  a  good  gamble,  however. 

Mr.  Emanuel.  There  was  no  gamble  then  because  the  company 
had  no  assets. 

Mr.  Henderson.  But  it  did  have  something  which  if  you  could 

Mr.  Emanuel  (interposing).  If  you  could  send  it  in  and  get  this 
other  stock  for  it. 

Mr.  Henderson.  Mr.  Fuller,  have  you  any  comments? 

Mr.  Fuller,  I  don't  think  I  have  anything  to  add,  unless  there  are 
some  further  questions. 

Mr.  Nehemkis.  Just  a  few  more  questions. 

Senator  King.  Do  you  assent,  with  the  exception  you  made,  to  the 
resume  made  by  Mr,  Nehemkis  ? 

Mr.  Emanuel,  Yes. 
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Senator  King.  I  regret  I  have  been  in  the  Finance  and  Judiciary 
Committees  all  morning  and  it  was  impossible  for  me  to  be  here. 
Mr.  Henderson.  I  think  we  are  ready  to  go  on. 

THE  GBOUP  PURCHASING  NOTES  AND  COLLATERAL — CONTINUING  EFFECTIVE- 
NESS OF  BANKING  MEMORANDUM  OF  DECEMBER  1929 

Mr.  Nehemkis.  Mr.  Fuller,  we  were  saying  earlier  in  connection 
with  your  direct  testimony  that  a  new  group  had  entered  into  the  pic- 
ture, the  Bancamerica- Blair  people.    Do  you  recall  that? 

Mr.  Fuller.  Yes. 

Mr.  Nehemkis.  I  show  you  a  memorandum  which  was  obtained  from 
the  files  of  Schroder  Kockefeller  and  I  ask  you  to  tell  me  whether  you 
recognize  this  to  be  a  true  and  correct  copy  of  an  original  in  your 
possession. 

Mr.  Fuller.  Yes ;  I  identify  it. 

Mr.  Nehemkis.  Can  you  tell  me  who  Mr.  E.  G.  Diefenbach  is  ? 

Mr.  Fuller.  At  that  time  he  was  vice  president  of  the  Bancamerica  - 
Blair  Corporation. 

Mr.  Nehemkis.  This  is  what  Mr.  E.  G.  Diefenbach  had  to  say  after 
his  people  had  come  into  the  picture  [reading  from  "Exhibit  No. 
1965"] : 

On  May  20,  1936  J.  Henry  Schroder  Banking  Corporation,  Bancamerica-Blair 
Corporation,  W.  C.  Langley  &  Co.,  A.  C.  Allyn  &  Co.,  Inc.,  and  Emanuel  &  Co. 
purchased  from  the  Chase  National  Bank  of  the  City  of  New  York,  Guaranty 
Trust  Co.  of  New  York  and  Chemical  Bank  and  Trust  Co.,  $12,500,000  Notes  of 
the  United  States  Electric  Power  Corporation,  secured  by — 

And  then  he  lists  the  various  stock  that  had  been  pledged  and  which 
was  now  out  of  pledge. 
He  continues : 

United  States  Electric  Power  Corporation  had  an  agreement  with  H.  M. 
Byllesby  &  Co.  which  gave  them  a  first  call  on  75%  of  the  financing  of  the  Stand- 
ard Gas  &  Electric  System.  H.  M.  Byllesby  &  Co.  agreed  to  continue  this  financ- 
ing arrangement  with  the  new  group  which  purchased  the  Notes  of  the  United 
States  Electric  Power  Corporation,  secured  by  Standard  Power  &  Light  Common 
Stock,  from  the  three  New  York  banks.  The  purchasers  of  the  Notes  agreed 
that  their  interest  in  this  finance  contract  should  be  on  the  same  percentage 
basis  as  their  interest  in  the  purchase  of  United  States  Electric  Power  Notes. 

I  offer  in  evidence  the  document  so  identified  by  the  witness. 

(The  memorandum  referred  to  was  marked  "Exhibit  No.  1965" 
and  is  included  in  the  appendix  on  p.  12894.) 

Mr.  Nehemkis.  So  that  after  the  shooting  was  over,  the  battle 
had  subsided  and  the  captains  had  retired,  what  was  really  at  stake 
here  in  this  struggle  that  had  taken  place  over  the  years  was  the 
acquisition  of  75  percent  of  the  financing  of  the  Standard  Gas  system. 
Is  that  correct,  Mr.  Emanuel  » 

Mr.  Emanuel.  Not  from  *uy  standpoint.  I  have  no  doubt  that 
rhat  was  one  of  the  considerations.  Some  of  the  other  members  of 
the  group  joined  the  so-called  rescue  party.  It  was  never  with  me 
any  primary  consideration.  It  was  one  of  the  considerations,  though, 
that  undoubtedly  helped  me  raise  the  money. 

Mr.  Nehemkis.  Mr.  Fuller,  will  you  be  good  enough  to  examine 
a  copy  of  a  cablegram  from  Schrodpriv  under  date  of  January 
6,  1936,  and  tell  me  whether  you  recognize  this  to  be  a  true  and  cor- 
rect copy  of  the  original  in  your  possession  ? 
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Mr.  Fuller.  I  identify  it. 

Mr.  Nehemkis.  And  Mr.  Emanuel,  will  you  glance  at  the  photostat 
copy  of  what  purports  to  be  a  cable  from  you  to  Robin  Wilson  in 
Paris  under  date  of  January  6,  1936,  and  tell  me  whether  you  recog- 
nize this  to  be  a  true  and  correct  copy  of  an  original  that  you  are 
familiar  with  and  that  was  sent  by  you  ? 

Mr.  Emanuel.  It  was  sent  by  me. 

Mr.  Nehemkis.  Mr.  Fuller,  there  appears  to  be  on  the  lower  left 
hand  margin  of  this  cable  from  Schrodpriv  certain  pencil  nota- 
tions. Before  I  offer  the  document  in  evidence,  will  you  be  good 
enough  to  read  to  me  what  those  pencil  notations  are  ? 

Mr.  Fuller.  It  says  [reading  from  "Exhibit  No.  1966"]  : 

Copy  to  Mr.  Emanuel,  also  Mr.  Dulles. 

Mr.  Nehemkis.  And  Mr.  Dulles  is  Mr.  Allen  Dulles,  your  counsel  i 
Mr.  Fuller.  Yes. 

Mr.  Nehemkis.  Now,  on  January  6,  1936,  Schrodpriv  inquired  of 
Schrobanco  as  follows  [reading  from  "Exhibit  No.  1966"]  : 

Please  arrange  with  Victor  Emanuel  joint  consultation  with  Sullivan  &  Crom- 
well and  enquire  whether  they  foresee  any  serious  legal  difficulties  in  our 
USEPCO  programme. 

You  may  recall,  Mr.  Emanuel,  I  used  the  word  "program"  this 
morning.    I  think  I  got  it  from  this  cable. 

And  one  of  the  points  they  wanted  Schrobanco  to  enquire  about  of 
Messrs  Sullivan  and  Cromwell  of  eight  points  enumerated  was  the 
following,  which  is  point  8  [reading  further  from  "Exhibit  No. 
1966"] : 

How  binding  a  contract  can  be  made  assuring  75%  future  group  financing  to 
Emanuel  aud  Hydro. 

And  then  your  cable,  Mr.  Emanuel,  to  Robin  Wilson,  care  of  Major 
Albert  Pam,  at  the  Hotel  Meurice,  Paris  [reading  from  "Exhibit 
No.  1967-1"]  : 

Fuller  communicated  to  me  your  cable  sixth  stop  Difficulty  arises  in  thai 
Sullivan  and  Cromwell  counsel  for  First  Boston  and  Langley  who  for  reasons 
you  understand  do  not  want  know  about  this  now  stop  Fuller  having  conn 
dential  talk  with  Dulles  first  this  morning  and  if  they  see  their  way  clear  act 
confidential  basis  we  will  have  joint  meeting  this  afternooD     stop 

I  ask  leave  of  the  committee  at  this  time  to  call  Mr.  Allen  Dulles 
to  the  witness  stand.  Mr.  Dulles,  will  you  be  good  enough  to  take 
the  witness  stand,  please? 

Acting  Chairman  Williams.  Do  you  solemnly  swear  that  the  evi- 
dence you  are  about  to  giv6  in  the  matter  now  pending  will  be  the  truth, 
the  whole  truth,  and  nothing  but  the  truth,  so  help  you  God? 

Mr.  Dulles.  I  do. 

TESTIMONY  OF  ALLEN  WELCH  DULLES,  SULLIVAN  &  CROMWELL, 

NEW  YORK 

Mr.  Dulles.  Mr.  Examiner,  as  I  mentioned  to  you,  I  have  acted,  as 
these  papers  indicate,  in  the  capacity  of  counsel.  I  want  to  be  of  help 
in  any  way  I  can  to  the  committee.  I  don't  know  whether  the  question 
of  professional  privilege  is  going  to  arise  or  not. 

So  far  as  Mr.  Fuller  is  concerned,  I  think  he  has  been  very  glad  to 
waive  it.     There  may  be  other  matters  that  come  up  on  which  Mr. 
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Fuller  cannot  waive  the  privilege;  and  I  want  to  make  that  statement 
and  I  hope  we  can  avoid  the  question  arising. 

Mr.  Nehemkis.  Will  you,  so  that  we  may  proceed  in  an  orderly 
fashion,  state  your  full  name  and  address  ? 

Mr.  Dulles.  Allen  Welch  Dulles. 

Mr.  Nehemkis.  And  are  you  not  a  partner  in  the  firm  of  Sullivan  & 
Cromwell  ? 

Mr.  Dulles.  I  am. 

Mr.  Nehemkis.  How  long  have  you  been  a  partner  in  that  firm,  Mr. 
Dulles? 

Mr.  Dulles.  About  10  years. 

Mr.  Nehemkis.  And,  as  the  testimony  has  shown  this  afternoon,  you 
have  had  fairly  intimate  knowledge  of  many  of  these  transactions, 
have  you  not,  sir? 

Mr.  Dulles.  Well,  I  wouldn't  say  fairly  intimate.  I  have  had 
knowledge^  of  certain  phases  of  them;  yes.  I  have  been  consulted  now 
and  again,  but  I  wouldn't  say  I  had  intimate  knowledge  of  the  trans- 
actions. 

Mr.  Nehemkis.  And  your  firm  represents,  does  it  not,  the  J.  Henry 
Schroder  Corporation,  of  New  York,  which  we  have  been  referring  to 
as  Schrobanco? 

Mr.  Dulles.  It  does. 

Mr.  Nehemkis.  And  does  not  your  firm  also  represent  other  mem- 
bers of  the  American  group,  for  example,  The  First  Boston  Cor- 
poration ? 

Mr.  Dulles.  Well,  how  do  you  include  them  as  members  of  the 
American  group?  We  have  done  considerable  work  for  The  First 
Boston  Corporation ;  yes. 

Mr.  Nehemkis.  I  mean  when  I  say  members  of  the  American  group, 
members  of  that  group  who  were  aligned  with  Mr.  Victor  Emanuel  in 
the  financing  and  in  connection  with  the  various  events  that  have  been 
testified  to  this  morning  and  this  afternoon.  Incidentally,  have  you 
been  in  the  room  this  morning  and  this  afternoon  ? 

Mr.  Dulles.  I  have  been  in  the  room  this  morning ;  yes. 

Mr.  Nehemkis.  And  you  have  heard  the  testimony  ? 

Mr.  Dulles.  I  have  heard  the  testimony  today ;  yes. 

Mr.  Nehemkis.  Does  my  explanation  clarify  to  you  what  I  meant 
by  the  American  group  ? 

Mr.  Dulles.  I  don't  recall  The  First  Boston  having  been  identified 
as  a  member  of  the  American  group.  I  know  that  they  have  done  a 
certain  amount  of  financing  in  the  Standard  group  system,  but  I 
didn't  know  that  they  were  a  member  of  the  so-called  American  group, 
if  you  mean  the  group  that  purchased  the  notes. 

Mr.  Nehemkis.  Do  you  recall  that  Harris,  Forbes  &  Co.  and  its 
allied  interests  were  associated  with  this  deal  ? 

Mr.  Dulles.  Which  deal,  Mr.  Examiner? 

Mr.  Nehemkis.  I  am  talking  about  the  transaction  that  began  in 
1928  and  was  consummated  in  1936,  as  we  have  been  hearing  testi- 
mony on  it  this  afternoon  and  this  morning. 

Mr.  Dulles.  Well,  I  know  nothing  about  that,  except  hearsay, 
insofar  as  any  relationship  they  had  in  this  picture. 

Mr.  Nehemkis.  Does  your  firm  represent  Lafcgley  &  Co.  ? 

Mr.  Dulles.  No,  it  does  not. 

Mr.  Nehemkis.  I  had  occasion  a  moment  ago-^ — 
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Mr.  Dulles  (interposing).  I  think  we  have  done  some  work  occa- 
sionally for  Langley,  not  in  this  connection. 

Mr.  Nehemkis.  I  had  occasion  a  moment  ago  to  ask  Mr.  Fuller 
to  identify  a  cable  from  the  J.  Henry  Schroder  Co.  of  London  to 
Schrobanco  in  New  York,  in  which  the  following  question  was  asked 
and  the  request  made  that  legal  advice  be  obtained  from  your  firm 
[reading  from  "Exhibit  No.  1966"]  : 

How  binding  a  contract  can  be  made  assuring  75%  future  group  financing  to 
Emanuel  and   Hydro. 

And  I  had  occasion  to  ask  Mr.  Emanuel  to  identify  a  cable  from  him 
on  January  6,  the  same  date  as  this  cable  to  which  reference  has  just 
been  made,  to  Mr.  Robin  Wilson.  Mr.  Emanuel  cabled  Mr.  Wilson 
as  follows  [reading  from  "Exhibit  No.  1967-1"]  : 

Fuller- 
Mr.  Carlton  Fuller  who  sits  at  your  side — 

communicated  to  me  your  cable  sixth  stop  Difficulty  arises  in  that  Sullivan 
and  Cromwell  counsel  for  First  Boston  and  Langley  who  for  reasons  you  under- 
stand do  not  want  know  about  this  now  stop  Fuller  having  confidential  talk  with 
Dulles  first  this  morning  and  if  they  see  their  way  clear  act  confidential  basis 
we  will  have  joint  meeting  this  afternoon. 

It  is  with  reference  to  these  two  documents  that  I  am  now  asking 
my  questions.  You  have  indicated  your  answers  and  I  don't  want  to 
retrace  them  with  you.  Can  you  clarify  that  cablegram  and  the 
references  made  therein? 

Mr.  Dulles.  As  I  recall,  we  desired  to  talk  with  The  First  Boston 
Corporation,  whom  we  had  represented  in  connection  with  certain  of 
the  earlier  financing,  to  see  whether  we  were  free  to  discuss  the  matter 
with  Mr.  Fuller,  or  whether  they  were  still  interested.  As  I  recall, 
the  answer  came  from  The  First  Boston  Corporation  that  they  were 
not  at  this  time  interested  and  that  we,  were  free.  That  is  my  recol- 
lection. 

Mr.  Nehemkis.  To  discuss  it  with  Mr.  Fuller  ? 

Mr.  Dulles.  To  discuss  it  with  Mr.  Fuller  and  Mr.  Emanuel,  yes. 

Mr.  Nehemkis.  But  you  do  recall,  then,  according  to  your  present 
testimony,  that  The  First  Boston  Corporation  was  interested  in  this 
whole  larger  transaction? 

Mr.  Dulles.  We  did  not  know  whether  they  were  interested  or  not. 
I  don't  think  they  were  interested  in  the  purchase  of  the  notes,  in  the 
reduction  of  the  collateral. 

Mr.  Nehemkis.  Now,  Mr. 'Emanuel,  may  I  ask  you  at  this  time 
whether  you  can  clarify  the  meaning  of  this  statement  which  you 
wrote  to  Robin  Wilson  [reading  from  "Exhibit  No.  1967-1"] : 

Difficulty  arises  in  that  Sullivan  and  Cromwell  counsel  for  First  Boston  and 
Langley  who  for  reasons  you  understand  do  not  want  know  about  this  now. 

Do  you  recall  what  you  meant? 

Mr.  Emanuel.  I  don't  recall  what  I  referred  to.  I  would  like  to 
say  this  about  that  cable,  that  Emanuel  is  used  as  a  name,  I  am  sure 
Schroder  Co.  didn't  mean  me  personally. 

Mr.  Nehemkis.  It  is  a  code  name? 

Mr.  Emanuel.  I  mean — I  think  I  have  to  explain  something  about 
it — that  Emanuel  &  Co.  was  always  a  small  house  and  never  came 
into  this  financing  until  1935,  5  or  6  years  after  this  company  was 
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formed.  Emanuel  I  think  they  use  broadly  to  mean  the  American 
group  which  was  composed,  of  a  number  of  houses  other  than 
Emanuel  &  Co.,  who  had  just  a  small  interest  when  they  did  have 
any  interest  in  this  financing. 

I  think  I  remember  the  last  part  of  the  cablegram. 

Mr.  Nehemkis.  What  did  you  mean  by  "Fuller  having  confidential 
talk  with  Dulles"? 

Mr.  Emanuel.  I  meant  prices. 

Mr.  Nehemkis.  The  stock  market  prices  at  the  time? 

Mr.  Emanuel.  What  I  was  afraid  of  was  that  if  the  indicated 
market  value  of  Standard  Gas  securities  went  up  I  wouldn't  raise 
enough  money. 

Mr.  Nehemkis.  Mr.  Fuller,  do  you  remember  having  a  talk  with 
Mr.  Dulles  about  the  situation  referred  to  in  the  cable? 

Mr.  Fuller.  Yes. 

Mr.  Henderson.  Mr.  Emanuel,  you  don't  know  what  this  cable 
means  when  it  says  [referring  to  "Exhibit  No.  1967-1"]  "for  reasons 
you  understand"  ? 

Mr.  Emanuel.  I  can't  recall,  Mr.  Henderson,  what  was  meant. 

Senator  King.  You  drafted  the  telegram,  did  you? 

Mr.  Emanuel.  I  think  I  did;  yes. 

Senator  King.  Was  anybody  else  conferring  with  you  simulta- 
neously ? 

Mr.  Emanuel.  I  think  almost  everybody,  concerned  was.  It  might 
have  meant  difficulties  of  reoffering  this  Standard  stock  to  the  United 
States  Electric  shareholders  without  a  registration  statement.  I 
know  that  was  one  of  the  things  that  were  troublesome  at  that  time. 

ENFORCEABILITr  OF  THE   75-25    PERCENT  AGREEMENT  FOR  FUTURE 

FINANCING 

Mr.  Nehemkis.  Mr.  Dulles,  was  not  one  of  the  pressing  questions 
which  the  London  firm  wanted  your  firm's  opinion  on,  whether  the 
75  percent  agreement  was  binding  legally  and  enforceable  at  law  ? 

Mr.  Dulles.  That  was  one  of  the  questions  that  was  in  that  tele- 
gram that  you  have  introduced  in  evidence,  which  was  presented  to  us 
at  this  conference  Mr.  Fuller  has  mentioned. 

Mr.  Nehemkis.  Did  your  firm  render  an  opinion  on  that  question  ? 

Mr.  Dulles.  I  don't  believe  we  rendered  any  opinion.  My  best 
recollection  is  that  we  discussed  it  with  Mr.  Fuller  and  Mr.  Fuller 
drew  up  his  cable  on  the  basis  of  that  discussion. 

Mr.  Nehemkis.  Is  it  not  a  fact,  Mr.  Dulles,  that  your  firm,  and 
perhaps  you  in  particular,  felt  it  inadvisable  at  that  time  to  render 
'written  opinion,  but  preferred  to  make  your  opinion  oral? 

Mr.  DuLLEsr  I  think  lawyers  always,  when  they  can  render  oral 
opinion,  prefer  it  to  rendering  written  opinions. 

Mr.  Nehemkis.  Although  when  we  render  written  opinions,  since 
I,  too,  am  a  lawyer,  I  know  we  sometimes  get  paid  more.  But  the 
fact  remains  you  rendered  an  oral  opinion  at  the  time. 

Mr.  Dulles.  That  is  my  recollection ;  yes. 

Mr.  Nehemkis.  Did  you  not  have  some  particular  reason  why 
you  felt  under  the  circumstances  you  preferred  to  render  an  oral 
opinion  rather  than  a  written  opinion  ? 

Mr.  Dulles.  I  don't  recall  it;  no. 
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Mr.  Nehemkis.  I  offer  these  cablegrams  in  evidence. 

Acting  Chairman  Williams.  They  may  be  received. 

(The  cablegrams  referred  to  were  marked  "Exhibits  Nos.  1966 
and  1967-1,"  and  are  included  in  the  appendix  on  p.  12895.) 

Mr.  Nehemkis.  Pursuant  to  the  advice  you  obtained  from  Mr. 
Dulles,  Mr.  Fuller,  did  you  not  advise  Schrodpriv? 

Mr.  Fuller.  I  believe  I  did. 

Mr.  Nehemkis.  I  show  you  a  telegram  from  Schrobanco  to  Major 
Pam  at  Paris,  under  date  of  January  7,  1936.  Will  you  be  good 
enough  to  glance  at  this  cable  and  tell  me  whether  you  recognize 
it  as  a  true  and  correct  copy  of  an  original?  And  by  the  way,  will 
you  tell  me  who  Major  Pam  is? 

Mr.  Fuller.  Major  Pam  is  associated  with  J.  Henry  Schroder  & 
Co.  in  London,  with  power  to  sign  the  firm's  signature:  I  iden- 
tify it. 

(The  cablegram  referred  to  was  marked  "Exhibit  No.  1967-2'" 
and  is  included  in  the  appendix  on  p.  12896.) 

Mr.  Nehemkis.  May  I  have  the  document?  I  think  I  requested 
that  Mr.  Fuller  identify  it.    The  cablegram  reads  as  follows: 

Sullivan  and  Cromwell  have  following  comments  your  particular  inquiries. 

And  then  you  itemize  them  from  1  through  8,  and  under  8  you 
reported  as  follows : 

They  consider  contractual  control  of  financing  unfeasible  and  undesirable 
but  agree  with  Emanuel  that  real  source  of  control  would  be  Hydro's  holdings 
and  the  majority  on  the  directorate  plus  an  agreement  and  good  relations 
with  Byllesby. 

Mr.  Dulles,  is  that  substantially  in  conformity  with  your  under- 
standing at  this  time  of  what  transpired  in  the  nature  of  the  advice 
rendered  Mr.  Fuller? 

Mr.  Dulles.  I  don't  remember,  but  I  have  no  doubt  if  Mr.  Fuller 
put  that  in  a  cablegram  at  the  time  that  represented  his  under- 
standing of  the  advice  I  gave  him. 

Mr.  Nehemkis.  Can  you  enlighten  us  at  this  time  as  to,  what  you 
had  in  mind  when  you  referred  to  an  agreement  ? 

Perhaps  I  had  better  show  you  the  particular  paragraph.  You 
will  find  it  enumerated  under  8  on  page  2  of  the  document  I  now 
show  you. 

Mr.  Dulles.  As  far  as  I  can  read  back  my  thoughts  at  the  present 
time,  presumably  that  was  not  any  written  agreement  because  I 
apparently  advised  that  a  written  agreement  or  anything  that  pur- 
ported to  be  in  a  contractual  form  was  both  unfeasible  and 
undesirable. 

Mr.  Nehemkis.  May  I  interrupt  at  the  moment  and  ask,  since  we 
have  been  spending  a  great  deal  of  time  on  these  so-called  agree- 
ments, treaties,  contracts,  that  investment  bankers  enter  into,  why 
you,  a  lawyer  of  many  years'  standing,  felt  that  such  an  agreement 
was  undesirable — I  think  that  is  the  word  in  the  cable. 

Mr.  Dulles.  Well,  I  think  anything  that  purports  to  be  a  contract 
but  is  not  really  a  contract,  something  that  is  entirely  unenforceable, 
something  that  relates  to  the  disposition  of  something  you  do  not 
control,  has  no  real  value  as  an  agreement,  and  therefore,  as  a  law- 
yer, I  would  oppose  my  clients — I  believe — entering  into  that  type 
of  so-called  contractual  agreement  which  really  was  no  contract  at  all. 

124491—40 — pt.  24 20   . 
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Mr.  Hendebson.  May  I  ask  a  question  there?  Is  your  firm  coun- 
sel for  Goldman,  Sachs? 

Mr.  Dulles.  They  are. 

Mr.  Henderson.  Is  it  counsel  for  Lehman  Bros.  ? 

Mr.  Dulles.  They  are,  in  certain  matters. 

Mr.  Henderson.  Are  you  aware  that  they  reduced  their  under- 
standings on  the  matter  to  a  treaty? 

Mr.  Dulles.  I  have  seen  it  in  the  paper  recently.  I  knew  nothing 
about  it  at  the  time. 

Mr.  Nehemkis.  You  didn't  yourself  pass  on  it? 

Mr.  Dulles.  No. 

Mr.  Nehemkis.  And  if  you  had  passed  on  it  you  probably  would 
have  said  about  the  same  thing  said  here,  "not  feasible"? 

Mr.  Dulles.  Well,  certainly  if  I  were  looking  at  it  from  the  point 
of  view  of  today  I  would ;  whether  I  would  have  been  wiser  in  those 
days  or  not  I  can't  say. 

Acting  Chairman  King.  Your  idea  was  that  it  would  be  unfeasible 
to  have  a  written  contract  as  to  property  that  you  didn't  control  ? 

Mr.  Dulles.  That  would  be  one  of  my  reasons,  Senator. 

Mr.  Nehemkis.  Or  property  that  was  not  owned,  Mr.  Dulles? 

Mr.  Dulles.  Property  not  owned? 

Mr.  Nehemkis.  Yes. 

Mr.  Dulles.  Property  you  could  not  dispose  of;  yes. 

Mr.  Nehemkis.  Either  through  control  or  ownership? 

Mr.  Dulles.  Yes. 

Mr.  Nehemkis.  Do  you  recall,  Mr.  Dulles,  that  in  connection  with 
the  agreement  that  Mr.  Commissioner  Henderson  referred  to,  operat- 
ing between  Lehman  Bros,  and  Goldman,  Sachs,  that  the  form  of  that 
agreement  was  passed  on  by  your  firm  ? 

Mr.  Dulles.  I  -didn't  recall  that. 

Mr.  Nehemkis.  Such  is  the  testimony  before  this  committee.  A  de- 
ceased partner  of  your  firm 

Acting  Chairman  King  (interposing).  Are  we  going  into  the  Gold- 
man, Sachs  in  this? 

Mr.  Nehemkis.  No,  sir;  but  we  are  discussing  now  the  problem  of 
the  legal  validity  of  the  agreements,  contracts,  and  treaties  entered 
into  by  investment  banking  firms,  and  the  testimony,  in  my  opinion, 
of  the  witness  to  whom  the  questions  are  now  being  put  is  directly 
relevant  to  that  subject. 

Acting  Chairman  King.  They  may  be  relevant  on  that,  but  not  rele- 
vant— I  am  trying  to  ascertain  whether  or  not  you  are  offering  that 
testimony  as  a  part  of  the  investigation  of  this  corporation  Mr. 
Emanuel  is  connected  with. 

Mr.  Nehemkis.  The  question  has  arisen,  sir,  that  Mr.  Dulles  had 
advised  his  client  Schrobanco 

Acting  Chairman  King  (interposing).  I  know  what  he  stated  there. 
Is  that  what  you  mean  ? 

Mr.  Nehemkis.  I  wanted  to  know  how  it  happened  this  firm  passed 
on  the  form  of  another  contract,  when  Mr.  Dulles  has  just  testified 
that  he  doesn't  thing  these  contracts  are  either  feasible  or  desirable. 
I  think  that  is  a  high]y  relevant  question,  I  submit. 

Acting  Chairman 'King.  Perhaps  it  is;  I  have  no  objection. 
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Mr.  Dulles.  I  am  perfectly  willing  to  say.  Senator,  that  partners 
in  law  firms  often  differ,  and  maybe  I  am  profiting  here  by  hindsight. 
That  is  the  way  I  view  it  today. 

Acting  Chairman  King.  I  understood  you  to  testify  that  you  knew 
nothing  about  that  contract  to  which  counsel  referred  in  the  Sachs, 
Goldman  matter. 

Mr.  Dulles.  Knew  nothing  whatever  about  it. 

Mr.  Miller.  Mr.  Nehemkis,  may  I  ask  Mr.  Dulles  a  question?  I  am 
not  clear  in  referring  to  this  agreement,  the  opinion  requested  by 
Mr.  Fuller,  who  was  that  agreement  to  be  between  ?  Who  were  to  be 
the  parties  to  the  agreement  that  he  contemplated  ? 

Mr.  Dulles.  I  assume  that  the  parties  to  that  agreement  would 
have  been  someone  representing  Hydro-Electric  Securities  Corpora- 
tion, or  acting  for  them,  and  other  possible  American  underwriters  of 
the  subsidiaries  of  the  Standard  Electric  Co.,  Standard  Gas. 

Mr.  Miller.  Well,  would  the  agreement  with  the  Hydro-Electric 
Securities  company  be  with  them,  because  they  were  owners  of  stock 
of  Standard  Power? 

Mr.  Dulles.  That  was  the  theory  in  those  days ;  yes. 

Mr.  Miller.  In  other  words,  it  was  an  agreement  with  the  chief 
stockholder  ? 

Mr.  Dulles.  Agreement  with  a  substantial  stockholder;  not  the 
chief. 

Mr.  Miller.  Not  just  an  agreement  between  banking  houses? 

Mr.  Dulles.  Well,  it  might  be  an  agreement  between  the  banking- 
house,  let  us  say,  which  Hydro  might  designate  as  its  bankers.  That, 
I  think,  is  a  possibility. 

Mr.  Nehemkis.  Mr.  Miller,  may  I  interpose  ?  I  have  passed  to  you 
a  copy  of  the  agreement. .  It  is  that  agreement  concerning  the  legal 
validity  of  which  that  the  question  was  asked  of  Messrs.  Sullivan 
and  Cromwell,  Mr.  Dulles. 

Mr.  Dulles.  Mr.  Examiner,  may  I  say  here  that  I  am  speaking 
as  an  individual  when  I  give  you  my  personal  opinion  of  what  I 
think  of  an  agreement  or  its  feasibility  or  un feasibility.  It  is  quite 
possible  that  some  of  my  partners  would  differ  from  the  views  I 
express  here,  and  I  don't  purport  to  bind  them  or  express  their 
views. 

Mr.  Nehemkis.  That  is  generally  characteristic  of  the  legal  pro- 
fession. 

Mr.  Miller.  Mr.  Nehemkis,  this  agreement  here  is  of  December  21, 
1929.1  I  thought  this  was  a  new  agreement  that  was  contemplated 
that  Mr.  Fuller  talked  to  Mr.  Dulles  about,  not  this  agreement. 

Mr.  Nehemkis.  What  is  your  testimony  on  that? 

Mr.  Fuller.  I  was  considering  the  possibility  of  a  new  agreement 
at  the  time  of  the  1936  deal. 

Mr.  Nehemkis.  But  the  original  agreement  that  Schrodpriv 
wanted  to  know  whether  or  not  it  was  enforceable,  and  which  they 
requested  you  to  ascertain  advice  of  counsel,  was  this  agreement? 

Mr.  Fuller.  Whether  that  or  any  similar  one  could  be. 

Mr.  Nehemkis.  That  was  not  the  question  in  the  cable. 

Mr.  Fuller.  I  have  forgotten  the  cable,  then. 

1  "Exhibit  No.  1931." 
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Mr.  O'Connell.  Will  you  read  the  cable  provision?  I  am  not 
clear  between  whom  this  agreement  would  be. 

Mr.  Nehemkis.  The  cable  is  in  the  record;  Witness  Briggs  testi- 
fied this  morning  wrth  referenceto  committee  "Exhibit  No.  1931,"  that 
the  contract  dated  December  21,  1929,  was  entered  into  on  that  date 
and  was  executed  by  H.  M.  Byllesby  &  Co.  by  J.  H.  Briggs,  United 
States  Electric  Power  Corporation,  which  we  have  been  referring  to 
here  as  Usepco,  and  signed  by  Victor  Emanuel,  and  Ladenburg, 
Thalmann  &  Co.  by  Walter  Rosen,  a  general  partner. 

Now  it  was  this  contract  that  we  have  been  referring  to  as  giving 
the  75-25  rights.  Now,  the  London  people  had  put  a  considerable 
amount  of  money  into  this  thing;  they  wanted  to  know  whether 
they  were  buying  a  piece  of  paper  or  something  that  was  legally 
enforceable,  and  so  they  cabled  to  their  American  house,  Schrobanco, 
and  said,  "Get  in  touch  with  our  counsel  and  find  out  whether  this 
is  just  a  piece  of  paper,  or  whether  we  are  buying  something  that 
has  a  legal  and  binding  contractual  effect,"  and,  as  I  understand 
the  evidence,  counsel  advised  Schrobanco — by  counsel  I  refer  to 
Messrs.  Sullivan  and  Cromwell — that  they  didn't  think  it  was  legally 
binding,  but  that  it  had  a  certain  moral  effect,  and  as  the  evidence 
will  show  in  a  few  moments,  we  will  come  into  the  actual  interpre- 
tation that  was  placed  upon  it  by  Sullivan  and  Cromwell.  At  least, 
such  is  my  understanding  of  the  evidence,  Mr.  O'Connell. 

Mr.  O'Connell.  Is  that  your  general  understanding  of  the  ques- 
tion put  to  you  in  1936  ? 

Mr.  Dulles.  Not  quite.  It  was  my  understanding  as  to  whether 
any  agreement  of  this  kind  could  be  concluded  which  would  be 
binding  as  to  the  future. 

Mr.  O'Connell.  An  agreement  between  underwriters? 

Mr.  Dulles.  Between  underwriters  to  control  a  certain  percentage 
of  financing. 

Mr.  O'Connell.  And  when  you  advised  your  client  that  in  your 
judgment  such  an  agreement  was  not  feasible,  or  what  was  the  other 
word  used? 

Mr.  Dulles.  Desirable. 

Mr.  O'Connell.  Desirable;  you  had  in  mind  it  was  in  the  nature  of 
a  legal  opinion  that  such  a  contract  would  be  unenforceable? 

Mr.  Dulles.  Quite. 

Mr.  O'Connell.  You  didn't  think  such  an  agreement  would  have 
any  legal  effect? 

Mr.  Dulles.  Quite. 

Mr.  Emanuel.  I  think  I  could  facilitate  this  by  saying  that  as  I 
recall  the  agreement  of  December  21,  1929  (referring  to  "Exhibit  No. 
1931"),  was  by  its  terms  not  transferable,  so  if  any  agreement  was 
being  discussed  it  was  probably  a  new  agreement. 

Mr.  Nehemkis.  Mr.  Fuller;  I  beg  pardon,  Mr.  Dulles,  is  Mr. 
Crispell  an  associate  of  yours  ? 

Mr.  Dulles.  Partner. 

Mr.  Nehemkis.  Partner  of  Sullivan  &  Cromwell.  On  or  about 
March  10,  Mr.  Fuller,  did  you  have  occasion  to  consult  Mr.  Crispell  in 
regard  to  the  contract  here  in  question  and  other  agreements? 

Mr.  Fuller.  Sometime  in  that  period ;  yes. 

Mr.  Nehemkis.  I  show  you  a  memorandum  dated  March  10,  193ti, 
addressed  to  Messrs.  Beal  and  Simpson,  your  associates,  from  your- 
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self,  and  ask  you  to  tell  me  whether  that  is  a  true  and  correct  copy  of 
such  memorandum  in  your  possession.  Will  you  examine  this  and 
tell  me  whether  you  recognize  that  as  a  memorandum  which  you 
drafted  or  dictated,  as  the  case  may  be? 

Mr.  Fuller.  Yes. 

Mr.  Nehemkis.  Now,  following  your  discussion  with  Mr.  Crispell, 
Mr.  Dulles'  partner,  you  wrote  to  your  associates,  Messrs.  Beal  ahd 
Simpson  $  as  follows  [reading  from  "Exhibit  No.  1968"]  : 

Mr.  Crispell  was  very  cautious  and  reserved  because  he  has  commitments  to 
.so  many  interests  in  this  situation,  and  he  would  not  discuss  the  terms  of  the 
agreements  at  all  without  clearing  with  all  his  principals,  who  include  others 
besides  Victor  Emanuel.  I  told  him  if  it  became  necessary  to  get  an  official 
opinion  from  Sullivan  &  Cromwell,  we  might  later  approach  him  to  get  a 
clearance,  but  for  the  time  being  our  telephone  conversation  would  suffice. 

He  says  that  the  two  gentlemen's  agreements — 

Now,  can  you  tell  me  to  which  two  gentlemen's  agreements  refer- 
ence is  made  here  ? 

Mr.  Fuller.  I  assume  the  one  you  have  been  referring  to. 

Mr.  Nehemkis.  December  21,  1929,  being  committee  "Exhibit  No. 
1931"? 

Mr.  Fuller.  Yes.  I  don't  know  what  the  other  one  was  unless 
there  was  some  parallel  document  at  the  time. 

Mr.  Nehemkis.  Neither  do  I,  and  that  is  why  I  was  somewhat 
puzzled  as  to  what  the  reference  to  the  two  agreements  is.  Shall  we 
assume 

Mr.  Fuller  (interposing).  You  must  remember  at  this  time  I  had 
never  seen  these  agreements,  and  I  may  have  been  mistaken  in  inter- 
preting his  conversation  as  to  there  being  two,  and  they  might  have 
been  all  in  one. 

Mr.  Nehemkis.  Am  I  correct  in  assuming  this  is  it?  (Holding  up 
"Exhibit  No.  1931.") 

Mr.  Fuller.  Yes. 

Acting  Chairman  King.  Had  you  seen  the  agreement  at  that  time? 

Mr.  Fuller.  I  don't  think  so ;  we  had  not  seen  it. 

Acting  Chairman  King.  Do  you  know  its  contents  ? 

Mr.  Fuller.  I  knew  there  was  such  an  agreement,  and  I  knew  what 
it  was  about.  I  may  have  seen  it;  about  this  time  the  new  deal 
came  along. 

Senator  King.  Have  you  any  recollection  whether  you  had  seen 
it  at  that  time  you  made  the  memorandum  to  which  counsel  has 
referred  ? 

Mr.  Fuller.  I  don't  offhand ;  I  don't  think  I  had. 

Mr.  Nehemkis.  I  repeat  the  early  part  of  that  sentence  that 
[reading  from  "Exhibit  No.  1968"]  : 

the  two  gentlemen's  agreements  are  not  legally  binding,  as  we  already  under 
stand,  but  that  they  have  worked  perfectly  and  will  continue  to  do  so  as 
long  as  they  are  between  people  who  have  confidence  in  each  other  and  who 
wish  to  play  ball.    In  general  such  agreements  have  been  difficult  to  enforce. 

May  I  pause  for  a  moment  and  ask  you,  Mr.  Dulles,  are  you 
familiar  with  many  such  agreements  that  are  operative  or  that  have 
been  entered  into  between  investment  banking  firms  ? 

Mr.  Dulles.  Not  recently;  no.     I  knew  of  certain  in  the  days 
1928,  1929,  and  1930;  I  don't  know  that  I  could  recall  many  by  . 
name. 


12616       CONCENTRATION  OF  ECONOMIC  POWER 

Mr.  Nehemkis.  Were  you  in  the  room  by  chance  this  morning 
when  I  offered  in  evidence  some  30  agreements 1  which  have  been 
entered  into  by  investment  banking  firms  with  issuers  at  various 
times,  some  of  which  are  still  operative?  In  fact,  I  think  the  bulk 
are  still  operative,  the  rest  of  which  have  lapsed. 

Mr.  Dulles.  I  was  in  the  room;  I  didn't  know  what  the  agree- 
ments were,  but  I  heard  the  testimony. 

Mr.  Nehemkis.  In  your  experience  do  you  know  of  a  single  situ- 
ation where  there  has  ever  been  any  litigation  concerning  such  agree- 
ments ? 

Mr.  Dulles.  I  don't  recall  any ;  no. 

Mr.  Nehemkis.  I  know  members  of  my  staff  have  been  very  much 
interested  in  that.  We  have  been  searching  the  reports  to  see  if 
we  could  find  a  single  -instance  where  such  an  agreement  had  ever 
been  brought  to  the  courts  for  enforcement,  and  we  can't  find  any 
such  thing. 

I  now  continue  reading  from  your  memorandum,  Mr.  Fuller. 

Senator  King.  You  mean  for  enforcement  or  for  breach. 

Mr.  Nehemkis.  Or  for  breach.  [Reading  further  from  "Exhibit 
No.  1968":] 

In  general  such  agreements  have  been  difficult  to  enforce,  although  he  can 
conceive  of  such  agreements  being  made  and  being  enforced  if  based  upon  a 
definite  long-term  program  of  specific  financing. 

So  that  in  this  particular  instance  your  partner,  Mr.  Crispell, 
did  appear  to  indicate  there  was  some  possibility  of  such  agreements 
being  enforceable  and  having  legal  effect  provided  there  was  a  long- 
term  range  in  the  financing. 

However 

he  continues — 

since  the  latter  would  involve  the  question  of  price  which  obviously  cannot 
be  set  long  in  advance,  as  a  practical  matter  it  is  difficult  to  see  how  such  a 
contract  could  actually  be  drawn  up  in  practice. 

The  charter  and  by-law  provisions  of  Standard  Power  and  Standard  Gas 
are  presumably  legal  documents,  which  would  stand  regardless  of  the  position 
of  U.  S.  Electric,  but  some  outside  lawyers  have  questioned  even  that  situation. 

I  offer  in  evidence,  Mr.  Chairman,  the  memorandum  identified  by 
Witness  Fuller  from  which  I  have  been  reading. 

Acting  Chairman  Williams.  It  will  be  received. 

(The  memorandum  referred  to  was  marked  "Exhibit  No.  1968" 
and  is  included  in  the  appendix  on  p.  12896.) 

nature  of  and  parties  to  the  banking  memorandum 

Mr.  O'Connell.  I  am  not  at  all  clear  at  all  times  we  have  been 
talking  about  the  same  type  of  contract.  This  most  recent  one,  is  it 
a  contract  between  underwriters  distributing  future  business  of  an 
issuer,  or  a  contract  between  underwriters  on  one  hand  and  issuer  on 
the  other  ? 

Mr.  Nehemkis.  It  is,  sir,  the  former,  a  contract  entered  into — it  is 
not  altogether  that,  it  is  a  contract  between  investment  bankers  and  a 
utility  company,  the  largest  stockholder  of  the  system.  The  com- 
pany that  we  have  been  referring  to  here  as  Usepco.  It  combines 
elements  of  both. 


'•'Exhibits  Nos.   1897   1925. 
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Mr.   O'Connell.  Combines   elements   of  both;   it  is   not   strictly 
speaking  a  contract  between  underwriters  or  between  underwriters 
and  issuing  corporations?    . 
Mr.  Nehemkis.  That  is  my  understanding. 

Mr.  O'Connell.  Is  that  your  understanding,  Mr.  Dulles?  You 
seem  a  little  perturbed. 

Mr.  Dulles.  In  this  particular  picture  we  are  discussing,  as  I 
understand  it,  Usepco  had  dropped  out  at  this  time  because  when 
the  notes  were  foreclosed,  Usepco  had  no  further  assets  and  was  a 
shell,  and  so  any  agreement  with  Usepco  seems  to  me  would  be  so 
far  as  Usepco  was  concerned,  certainly  a  nullity  and  probably  as 
regards  all  the  parties. 

Mr.  O'Connell.  It  was  a  nullity  before,  as  I  understood  you. 
Mr.  Dulles.  Probably  not  a  nullity,  but  unenforceable. 
Mr.  O'Connell.  It  remained  unenforceable  after  Usepco  lost  the 
stock? 

Mr.  Dulles.  What  I  understood  was  being  presented  to  me  here 
at  this  time,  as  to  the  best  of  my  recollection  after  four  years,  was 
the  question  of  a  validity  of  an  agreement  between  underwriters. 
Mr.  Miller.  In  your  opinion,  was  Usepco  ever  an  issuer? 
Mr.  Dulles.  No. 

Mr.  Miller.  Was  it  a  utility  company? 

Mr.  Dulles.  How  do  you  mean,  issuer?  It  issued  its  own  secu- 
rity ;  it  didn't  issue  other  people's  securities. 

Mr.  Miller.  I  mean  an  issuer  in  the  sense  that  it  was  used  by 
Mr.  Nehemkis  in  referring  to  these  contracts  that  were  presented  this 
morning,  financing  contracts  with  issuers,  borrowers. 
Mr.  Dulles.  I  didn't  catch  that  last. 

Mr.  Miller.  Mr.  Nehemkis  presented  a  group  of  agreements  be- 
tween banking  houses  and  issuers,  companies  who  did  financing,  and 
these  bankers  did  the  financing  for  them.  Do  you  classify  Usepco 
in  that  category? 

Mr.  Dulles.  Not  entirely.  I  may  say  that  I  am  not  at  all  familiar 
with  these  agreements  involving  Usepco,  and  when  I  gave  my  opin- 
ion here  as  to  the  invalidity  and  unenforcability  of  agreements, 
I  was  directing  myself  solely  to  agreements  as  among  other  under- 
writers to  control  some  underwriting  business. 

Mr.  Fuller.  Perhaps  I  can  clarity  Mr.  Miller's  understanding  by 
pointing  out  that  Usepco  never  issued  to  the  public  any  of  its  own 
securities  that  were  underwritten.    Does  that  help  ? 
Mr.  Miller.  Yes. 

Acting  Chairman  Williams.  Was  it  ever  an  underwriting  com- 
pany? 

Mr.  Fuller.  In  those  days,  or  under  the  present  definition  of 
underwriter? 
Acting  Chairman  Williams.  At  any  time. 

Mr.  Fuller.  In  those  days  it  was  never  considered  an  underwriter ; 
no. 

Acting  Chairman  Williams.  I  have  had  the  impression  here  dur- 
ing all  this  time  that  here  was  an  issuer  on  the  one  hand  and  the 
investment  bankers  or  the  underwriters  on  the  other  hand  who  signed 
this  contract.  That  is  the  impression  I  have  had  rrom  this  testimony 
that  has  gone  on  here  all  the  time  about  this  agreement. 
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Mr.  Henderson.  As  to  the  old  agreement,1  maybe  counsel  can  tell 
us  what  flowed  out  of  the  agreement  between  Usepco  and  Byllesby. 
There  was  a  75-25  division.  Who  got  the  financing  that  flowed  out 
of  that? 

Mr.  Nehemkis.  I  introduced  a  table  this  noon  which  set  that  f  orth,- 
and  if  one  of  my  assistants  will  give  it  to  me,  I  can  give  you  your 
answers  very  precisely,  sir. 
Mr.  Henderson.  You  remember  it,  do  you  not? 
Mr.  Nehemkis.  Generally  speaking,  the  investment  banking  houses 
which  benefited  from  the  agreement  entered  into  as  of  December  21, 
1929,  being  committee  "Exhibit  No.  1931,"  with  those  banking  houses 
that  had  associated  themselves  with  the  Emanuel  interests. 
Mr.  Henderson.  And  had  formed  Usepco. 

Mr.  Nehemkis.  And  through  various  exchanges,  and  so  on,  had 
been  instrumental  in  forming  Usepco.  For  example,  Ladenburg, 
Thalmann  &  Co.  had  a  very  potent  interest  in  the  earlier  historical 
underwriting  syndicates  and  you  will  recall  the  testimony  shows 
that  Ladenburg,  Thalmann  had  to  be  bought  out  and  cash  was  paid  to 
them,  and  it  was  as  a  result  of  that  heavy  paymerit  in  cash  that 
the  Emanuel  group  ultimately  got  into  difficulties  because  they  had 
to  pledge  the  collateral  with  the  banks  in  order  to  get  the  cash  to 
pay  Ladenburg,  Thalmann. 

Mr.  Miller.  You  said  Usepco  was  an  issuer.  It  was  the  principal 
stockholder. 

Acting  Chairman  Williams.  My  question  was,  who  are  these 
parties  that  signed  this  original  agreement,  whether  they  are 
investment  houses,  underwriters,  or  whether  there  is  one  of  them  an 
issuer  and  the  other  two  are  underwriters. 

Mr.  Nehemkis.  I  would  say,  sir,  that  the  answer  to  your  ques- 
tion is  as  follows:  If  I  correctly  understand  the  testimony 

Senator  King.  Pardon  me,  I  hope  Mr.  Fuller  listens  so  we  can 
get  his  views. 

Mr.  Nehemkis.  H.  M.  Byllesby  &  Co.  at  the  time  it  entered  into 
this  contract  would  be  considered  an  investment  banking  house. 
Ladenburg,  Thalman  &  Co.  at  the  time  it  entered  into  the  contract 
would  be  considered  an  investment  banking  house.  United  States 
Electric  Power  Corporation,  referred  to  throughout  the  testimony  as 
Usepco,  was  a  holding  company  that  held  the  stock  of  underlying 
corporations,  and  was  a  signatory  to  the  agreement.  Now,  it  is  true, 
Mr.  Miller,  that  Usepco  was  not  an  issuer.  The  issuers  were  the 
underlying  corporations,  but  as  Mr.  Miller  well  knows,  the  underly- 
ing corporations  couldn't  issue  without  the  consent  and  approval 
of  Usepco. 

Acting  Chairman  Williams.  It  certainly  was  not  an  underwriter. 
Mr.  Nehemkis.  No,  sir;  by  no  conceivable  stretch  of  the  imag- 
ination. 

Senator  King.  Is  that  your  view,  Mr.  Fuller? 
Mr.  Fuller.  From  the  time  I  have  known  much  about  this  agree- 
ment I  have  always  in  my  own  mind,  not  being  a  party  to  it,  you 
understand,  considered  it  as  an  agreement  amongst  bankers  and  for 
convenience  I  thought  that  certain  of  the  underwriting  bankers' 

1  "Exhibit  No.  1931." 
'"Exhibit  No.  1040." 
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interests  were  concentrated  in  Usepco,  and  I  think  you  will  cut 
through  all  of  this  by  going  down  to  the  division  under  the  Usepco 
percentage  mentioned.  In  essence  it  was  a  banking  underwriting 
arrangement  rather  than  an  issuer-banking  contract,  in  my  opinion. 

Mr.  Nehemkis.  Undereath  Usepco  you  had  Hydro. 

Mr.  Fuller.  We  had  a  whole  group.  As  a  matter  of  fact,  I  don't 
think  Hydro  participated  in  that  financing  at  that  time. 

Mr.  O'Connell.  May  I  ask  a  question  of  Mr.  Dulles?  This  is  a 
question  you  may  not  be  in  position  to  answer,  but  I  am  curious  to 
know  whether  in  your  experience  you  have  ever  had  any  occasion  to 
pass  on  the  enforceability  of  a  contract  for  future  financing  over  an 
indefinite  period  of  time  and  without  a  very  definite  term  between 
investment  bankers  and  issuing  concern. 

Mr.  Dulles.  I  recall  one — I  would  rather  not  mention  the  name — 
where  a  banking  house  had  an  option  on  the  financing  of  the  par- 
ticular issuer  over  a  certain  period  of  time.  There  were  several 
issues  by  the  banking  house  pursuant  to  that  contract,  and  then  the 
company  desired  to  cancel  it  and  it  was  canceled,  as  I  recall,  for  a 
relatively  small  consideration.  That  is  the  only  instance  that  I 
recall. 

Mr.  O'Connell.  I  was  more  interested  in  the  general  legal  pro- 
priety of  an  issuing  concern  contracting  for  general  future  financing  • 
with  a  group  of  underwriters. 

Mr.  Dulles.  It  was  done  a  good  deal  and  there  is  a  good  deal  to 
be  said,  I  think,  pro  and  con. 

Mr.  O'Connell.  You  mean  speaking  of  the  legality. 

Mr.  Dulles.  As  far  as  the  legality  is  concerned,  I  think  it  would 
be  very  difficult  to  enforce  such  a  contract  because  it  isn't  precise 
enough.  There  is  no  agreement  as  to  the  terms  of  the  future  financ- 
ing, and  if  the  particular  banking  house  that  has  the  contract  with 
the  issuer  is  not  prepared  to  do  the  financing,  and  some  other  house 
is,  it  seems  to  me  almost  inconceivable  that  that  banking  house  could 
enforce  the  contract  and  prevent  the  issuer  from  financing  under 
those  conditions. 

Mr.  O'Connell.  If  the  terms  were  reasonably  precise  and  a  formula 
were  set  up  for  determining  the  price  of  the  securities  to  be  issued  by 
the  issuing  house  and  the  contract  were  entered  into  with  the  approval 
of  a  given  board  of  directors  for  an  indefinite  period  of  time  or  for  a 
given  number  of  years,  and  assuming  that  the  issuing  house  wished 
to  change  its  banking  connection  and  that  the  former  banking  con- 
nection wished  to  assert  its  right  under  such  an  agreement,  do  you  have 
any  opinion  as  to  whether  such  an  agreement  would  be  enforceable? 

Mr.  Dulles.  I  could  conceive  that  an  agreement  could  be  made  for 
a  first  refusal  which  might  be  enforceable.     That  assumes,  of  course, 
(hat  the  banking  house  that  the  issuer  approached,  was  ready  and 
willing  to  do  the  financing  on  the  same  basis  as  anyone  else  would. 
(Senator  King  assumed  the  Chair.) 

Mr.  O'Connell.  I  heard  something  said  some  time,  I  think,  during 
the  hearing  about  whether  or  not  a  given  board  of  directors  could 
bind  a  corporation  that  they  represent  over  such  a  period  of  time. 
#  Mr.  Dulles.  On  that  point' I  think  it  is  extremely  doubtful  as  to 
whether  one  board  of  directors  could  bind  the  judgment  of  another 
board  of  directors  for  any  long  period  of  time.     Of  course,  if  all  you 
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have  is  a  first  refusal,  you  haven't  bound  the  company  to  anything 
very  serious. 

Mr.  O'Connell.  It  is  exactly  the  same  situation  as  the  one,  I  assume, 
in  which  the  issuing  house  want  to  change  their  house,  that  the  invest- 
ment house  want  certain  rights  to  its  securities,  because  that  is  the 
same  as  the  right  to  first  refusal.  It  is  exactly  the  situation  that  I 
assume  because  I  am  assuming  the  former  investment  house  want  to 
keep  the  connection  so  the  refusal  would  be  in  effect  exactly  the  same 
as  the  right  to  enforce  the  agreement. 

I  see  no  distinction  between  those  two,  do  you? 

Mr.  Dulles.  Except  that  the  one  contract  might  be  bad  for  indefi- 
niteness,  whereas  the  first  refusal  contract  might  not  be  bad  on  that 
ground.  It  might  well  be  as  being  an  improper  delegation  of  author- 
ity by  assumption  of  authority  by  one  board  of  directors. 

Mr.  O'Connell.  That  is  the  point  I  had  in  mind,  that  one  you  just 
mentioned.  _*  ; 

"moral  eorce"  of  the  banking  memorandum 

Mr.  Nehemkis.  About  the  time  that  we  are  discussing,  Mr.  Fuller, 
you  had  occasion  to  write  a  memorandum  in  which  you  set  forth  your 
understanding  of  these  various  agreements  and  the  agreement  in  par- 
ticular.   ,1  ask  you  to  identify  this  memorandum  for  me,  if  you  will. 

Mr.  Fuller.  That  seems  to  be  from  our  files. 

Mr.  Nehemkis.  You  stated  this,  Mr.  Fuller,  as  your  understanding 
of  these  arrangements  [reading  from  "Exhibit  No.  1969"]  : 

Upon  the  formation  of  U.  S.  Electric  Power  Corporation,  three  agreements 
were  entered  into  between  H.  M.  Byllesby  &  Co.  and  Usepco,  copies  of  which  were 
in  Mr.  Fisher's  possession.  Only  one  of  these  is  considered  a  legally  enforceable, 
signed  contract,  under  which  Byllesby  gives  Usepco  an  option  on  its  holdings 
of  Standard  Power  &  Light  stock  in  case  Byllesby  wishes  to  sell.  It  includes  a 
provision  that  if  Usepco  declines  at  the  price  offered,  and  Byllesby  sells  elsewhere, 
then  Byllesby  will  execute  an  irrevocable  proxy  for  the  shares  to  Usepco. 

The  other  two  documents  are  merely  gentlemen's  agreements  with  no  binding 
force  in  law,  which  was  understood  at  the  time  of  their  negotiation.  The  one 
called  the  "Dividend  Agreement"  is  signed  by  the  parties  ind  obligates  them 
to  confer  on  dividend  policy,  awards  50%  of  the  system's  bank  deposits  and  all 
fiscal  agency  functions  to  Usepco's  nominees,  covers  publicity,  public  relations,  etc. 

The  other,  called  the  "Financial  Agreement,"  is  merely  initialed. 

But  you  were  in  error  about  that  as  you  have  already  testified  be- 
cause you  had  not  seen  the  agreement,  which  was  not  initialed  but 
which  contains  the  signatures.  [Reading  further  from  "Exhibit  No. 
1969":] 

It  is  this  agreement  which  divides  the  financing  75%  to  Usepco  and  25%  to 
Byllesby,  with  certain  other  provisions. 

And  it  is  over  that  division  of  financing  that  the  struggle  that  we 
have  been  describing  this  afternoon  concerned  itself,  is  that  not  cor- 
rect? 

Mr.  Fuller.  Yes ;  as  I  understand  the  question. 

Mr.  Nehemkis.  [Reading  further  from  "Exhibit  No.  1969" :] 

While  arrangements  as  to  Standard  Gas  financing  are  thus  not  on  a  legallv 
enforceable  basis,  they  have  worked  without  difficulty  since  1929 

You  were  referring  to  these  arrangements  covered  here?  [Holding 
up  "Exhibit  No.  1931."] 

[Mr.  Fuller  nodded  in  agreement.] 
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Mr.  Nehemkis  (continuing) : 

and  are  similar  to  many  other  such  arrangements,  all  of  which  operate  as  long 
as  the  parties  thereto  are  reliable. 

I  take  it  that)  at  the  time  you  wrote  this,  you  were  of  your  own 
knowledge  familiar  with  other  such  arrangements,  were  you  not? 

Mr.  Fuller.  I  am  trying  to  recall  any  specific  examples.  I  assume 
I  was  because  it  was  fairly  common  knowledge. 

Mr.  Henderson.  Were  you  relying  on  Mr.  Crispell's  advice? 

Mr.  Fuller.  Not  necessarily  so.  I  think  out  of  my  own  experi- 
ence I  had  heard  of  such  agreements,  and  I  had  certainly  heard  of 
them  in  foreign  banking  and  other  fields.  Offhand  I  couldn't  cite 
many  examples. 

Mr.  Nehemkis.  Of  your  personal  experience,  do  you  know  of  any 
instance  where  an  agreement  such  as  we  have  had  occasion  to  dis- 
cuss, which  is  not  legally  enforceable,  but  which  has  evidently  moral 
effect,  has  ever,  been  breached  and  where  suit  has  been  brought  to 
enforce  the  terms  of  the  agreement? 

Mr.  Fuller.  I  can't  recall  where  suit  has  been  brought  to  enforce 
the  terms,  but  I  recall  an  indirect  breach  of  such  contract  in  a  foreign 
financial  field  where  a  certain  house  had  a  time  agreement  on  the 
financing  and  the  foreign  state  breached  that  by  setting  up  itsf 
financing  in  such  a  way  that  technically  it  didn't  come  under  the 
agreement,  although  it  should  have.  There  was  no  suit  about  it 
because  you  can't  very  well  sue  a  foreign  entity  on  such  grounds.  _ 

Mr.  Nehemkis.  But  you  know  of  no  instance  where  an  agreement 
of  this  nature  has  been  breached  here  in  America?     -" 

Mr.  Fuller.  With  the  following  suit? 

Mr.  Nehemkis.  Yes.  ,     j 

Mr.  Fuller.  I  don't  recall  offhand.  Of  course,  I  might  explain 
from  the  banker's  point  of  view  I  think  I  personally,  and  certainly  a 
good  many  of  my  friends,  feel  these  agreements  are  a  good  "foot 
in  the  door,"  a  chance  to  negotiation.  We  never  considered  that  it 
really  gave  us  a  firm  hold  on  the  business. 

Mr.  Henderson.  Mr.  Emanuel,  at  the  time  the  loan  was  under 
water  how  did  the  bank  regard  this  gentlemen's  agreement  ? 

Mr.  Emanuel.  I  don't  recall  that  they  particularly  had  any  regard 
for  it. 

Mr.  Henderson.  Didn't  they  ask  that  wliile  the  loan  was  under 
water,  any  consideration  of  financing  should  be  taken  up  with  them 
and  did  not  Usepco  write  a  long  letter  to  them  explaining  their 
understanding  as  to  this? 

Mr.  Emanuel.  I  can't  presently  recall,  Mr.  Henderson.  It  is  quite 
possible,  though.    It  is  so  long  ago  I  can't  recall. 

Mr.  Henderson.  I  can  assure  you  that  is  the  case,  and  if  it  gets 
important,  I  will  introduce  the  document. 

Mr.  Nehemkis.  Mr.  Henderson,  my  associate  calls 

Mr.  Emanuel  (interposing).  I  don't  say  it  isn't  true. 

Mr.  Nehemkis.  My  associate  calls  my  attention  to  a  document 
which  I  had  intended  to  offer  a  little  later,  but  which  bears  on  your 
point.  This  is  the  understanding  of  Smith,  Barney  &  Co.,  con- 
cerning this  whole  arrangement,  and  they  write  as  follows  concerning 
the  matter  you  have  asked  the  witness:1 

1  The  memorandum  referred  to  Is  included  in  the  appendix  on  p.  13018. 
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General  arrangements  pursuant  to  which  investment  bankers  are  selected 
for  companies  comprising  the  Standard  Gas  &  Electric  Company  System: 

As  of  March  2,  1933,  U.  S.  Electric  Power  Corporation  had  demand  bank 
loans  totalling  $12,500,000  (of  which  Chase  National  held  50%  or  $6,250,000— 

and  so  on,  they  outline  the  bank  holdings. 

These  $12,500,000  U.  S.  Electric  Power  Corporation  secured  demand  notes 
(dated  March  1,  1933),  were  given  to  the  three  banks  pursuant  to  a  written 
agreement  between  U.  S.  Electric  Power  Corporation  and  the  banks  dated 
and  executed  on  March  1,  1933,  and  all  but  a  small  part  of  them  are  still 
outstanding  and  unpaid. 

Note  the  following  paragraph,  if  you  will,  sir. 

Among  other  things,  that  March  1  agreement  contained  a  provision  that 
U.  S.  Electric  Power  Corporation  would  furnish  the  banks  with  a  certified 
list  of  all  contracts  to  which  they  were  then  a  party  (except  those  covering 
ordinary  current  operations)  and  agree  (so  long  as  any  of  the  $12,500,000 
demand  notes  remained  unpaid)  not  to  change  any  such  contracts  without 
the  consent  of  the  banks.  The  March  1,  1933  agreement  also  provided  that 
U.  S.  Electric  Power  Corporation  (recognizing  that  those  contracts  were  assets 
which  should  be  available  to  creditors)  agreed  in  so  far  as  possible  to  give 
the  three  banks  the  benefit  of  such  contracts  and  pay  over  to  them  any  con- 
sideration received  by  U.  S.  Electric  Power  Corporation  therefrom. 

And  the  following  very  important  provision : 

One  contract  covered  by  the  foregoing  provision  is  a  Memorandum  dated 
December  21,  1929— 

This  is  the  agreement  we  have  been  talking  about — l 

signed  by  H.  M.  Byllesby  &  Co.,  U.  S.  Electric  Power  Corporation  and 
Ladenburg,  Thalmann  &  Co.,  which  sets  forth  the  manner  in  which  the  invest- 
ment bankers  to  handle  securities  issues  of  the  Standard  Gas  and  Electric 
Company  system  are  to  be  selected.  Subject  to  certain  exceptions  (including 
particularly  the  financing  of  the  Philadelphia  Company  and  subsidiaries)  the 
general  arrangement  contemplates  that  financing  shall  be  undertaken  as  to  inter- 
est and  liability,  at  original  cost,  as  follows : 

U.  S.  Electric  Power  Corporation,  75%. 

H.  M.  Byllesby  &  Company,  25%— 

And  that  is  the  old  75-25  thing  that  I  have  been  speaking  about 
all  afternoon  and  morning. 

And  then  they  continue  as  follows : 

In  connection  with  the  March  1,  1933  bank  loan  negotiations,  Mr.  Lewis  H. 
Seagrave,  Chairman  of  the  Board  of  U.  S.  Electric  Power  Corporation,  verbally 
confirmed  to  R.  L.  Garner,  Vice-President  and  Treasurer  of  the  Guaranty  Trust 
Company,  that  U.  S.  Electric  Power  Corporation  would  consult  the  banks 
(which  are  parties  to  the  March  1,  1933  bank  loan  agreement)  in  connection 
with  subsequent  financing  of  the  Standard  Gas  and  Electric  Company  system. 

In  connection  with  specific  financing  for  any  part  of  the  Standard  Gas  and 
Electric  Company  system,  reference  should  be  made  to  the  December  21,  1929 
Memorandum  signed  by  H.  M.  Byllesby  &  Company,  U.  S.  Electric  Power  Cor- 
poration, and  Ladenburg,  Thalmann  &  Co.,  but  the  more  important  provisions  of 
that  Memorandum  are  summarized  in  the  general  outline  set  forth  on  the 
following  page  hereof. 

Mr.  Emanuel.  I  think  that  is  true,  Mr.  Henderson. 

Mr.  Henderson.  I  seemed  to  remember  it  as  such. 

Mr.  Nehemkis.  I  offer  in  evidence  the  document  which  Mr.  Fuller 
was  good  enough  to  identify  a  moment  ago. 

Acting  Chairman  King.  It  may  be  received. 

(The  memorandum  referred  to  was  marked  "Exhibit  'No.  1969" 
and  is  included  in  the  appendix  on  p.  12897.) 

Mr.  Nehemkis.  And  will  you  be  good  enough  to  identify  the  fol 

1  "Exhibit  No.  1931." 
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lowing  document  for  me,  Mr.  Fuller,  which  purports  to  come  from 
your  files? 

Mr.  Fuller.  I  identify  it. 

Mr.  Nehemkis.  This  is  a  letter  from  Mr.  Simpson  to  Mr.  Frank 
Common,  who  was  associated  with  Hydro-Electric.  Is  that  correct, 
sir? 

Mr.  Fuller.  Yes. 

Mr.  Nehemkis.  I  want  to  read  Mr.  Simpson's  understanding  of 
this  matter  which  was  discussed  at  the  time  and  which  bears  the  same 
date  as  the  previous  discussions.  Mr.  Simpson  wrote  as  follows 
[reading  from  "Exhibit  No.  1970'*']  : 

The  legality  of  the  contractual  arrangements  with  Byllesby. 

We  have  gone  into  this  question  carefully,  both  with  Sullivan  &  Cromwell  and 
Victor  Emanuel,  and  Carl  Fuller  has  prepared  a  memorandum  as  of  today's 
date  which  sets  forth  the  position.  It  confirms  your  view  that  the  financial 
agreement  is  not  legally  binding.  On  the  other  hand  Victor  Emanuel  feels 
strongly  that  the  agreement  has  moral  force,  has  in  the  past  been  adhered  to, 
and  is  playing  a  role  in  the  present  negotiations.  By  this  last  I  mean  that  he 
states  that  all  parties  concerned,  including  Byllesby,  Harrison  Williams  and  the 
banks,  recognize  the  force  of  the  Byllesby-Dsepco  financial  agreement. 

And  that  confirmation  incidentally  is  what  Smith,  Barney  recog- 
nized. 

He  contends  that  everybody  feels  Usepco's  position  in  this  respect  is  strong 
enough  so  that  account  must  be  taken  of  it,  and  that  Byllesby  have  taken  this 
attitude  with  all  parties  concerned. 

Mr.  Fuller,  you  will  recall  that  it  was  on  the  basis  of  that  in- 
terpretation of  this  agreement  that  Hydro  put  its  money  into  this 
venture. 

Acting  Chairman  King.  Is  that  right? 

Mr.  Fuller.  Not  entirely  true.  Of  course  there  is  a  long  period 
of  cable  correspondence,  visits  back  and  forth,  and  any  number  of 
other  considerations  involved.  That  was  one  consideration  amongst 
many. 

Mr.  Nehemkis.  And  it  was  because  of  that  important  considera- 
tion that  Schrodpriv  cabled  to  Schrobanco's  attention  requesting  it  to 
obtain  legal  opinion? 

Mr.  Fuller.  That  is  quite  right. 

Mr.  Nehemkis.  In  order  to  find  out  whether  it  was  legally  en- 
forceable. 

Mr.  Fuller.  That  is  quite  right.    They  were  very  careful. 

Mr.  Nehemkis.  I  offer  this  in  evidence. 

Acting  Chairman  King.  It  may  be  received. 

(The  letter  referred  to  was  marked  "Exhibit  No.  1970"  and  is  in- 
cluded in  the  appendix  on  p.  12897.) 

Mr.  Nehemkis.  My  associate,  Mr.  Chairman,  advises  me  that  in- 
advertently a  document  which  had  been  identified  by  the  witness  was 
not  offered.  I  ask  that  it  be  admitted  at  this  time  and  I  will  advise 
the  reporter  of  the  exact  place  it  should  appear. 

Acting  Chairman  King.  No  objection. 

(The  document  referred  to  was  marked  "Exhibit  No.  1971"  and  is 
included  in  the  appendix  on  p.  12899.) 

Acting  Chairman  King.  Have  you  anything  you  gentlemen  would 
like  to  say?  The  witnesses  are  excused  and  we  will  recess  until 
10 :  30  tomorrow  morning. 

(Whereupon  at  5:20  p.  m.  the  committee  recessed  until  10:30 
o'clock  Friday  morning.) 
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FRIDAY,  JANUARY   12,   1940 

United  States  Senate, 
Temporary  National  Economic  Committee, 

Washington,  D.  G. 

The  committee  met  at  10:40  a.  m.,  pursuant  to  adjournment  on 
Thursday,  January  11, 1940,  in  the  Caucus  Room,  Senate  Office  Build- 
ing, Representative  Clyde  Williams  presiding. 

Present:  Representative  Williams  (acting  chairman),  Messrs. 
Henderson,  O'Connell,  Lubin,  and  Brackett. 

Present  also :  Clifton  M.  Miller,  Department  of  Commerce ;  Thomas 
C.  Blaisdell,  Jr.,  National  Resources  Board ;  Peter  R.  Nehemkis,  Jr., 
special  counsel;  David  Ryshpan,  financial  analyst;  Oscar  Altman, 
associate  financial  economist;  Howard  V.  McEldowney,  accountant 
investigator,  Securities  and  Exchange  Commission. 

Acting  Chairman  Williams.  The  committee  will  be  in  order. 

Mr.  Henderson.  Mr.  Chairman,  in  line  with  our  previous  practice 
of  trying  to  give  a  bare  outline  of  the  day's  presentation,  I  have  this 
to  say :  Today,  as  the  Investment  Banking  Section  of  S.  E.  C.  relies 
again  on  the  case  method  of  presentation.  Today  we  are  concerned 
with  certain  investment-banking  practices  as  exemplified  by  the  fi- 
nancing of  Shell  Union  Oil  Corporation. 

The  committee  will  recall  that  there  was  placed  in  the  record  a 
I  able1  indicating  the  experience  of  Morgan  Stanley  with  about,  70 
issues,  and  if  my  memory  serves  me  correctly,  on  all  the  issues  which 
Morgan  Stanley  managed,  they  had  the  proud  record  of  not  a  single 
loss.  In  this  particular  case,  I  believe  Morgan  Stanley  was  a  par- 
ticipant in  the  underwriting  for  Shell  Union,  and  I  believe  the  record 
will  show  that  some  of  the  participants,  some  underwriters,  distrib- 
utors, did  suffer  some  disadvantages,  due,  I  think  the  publicity  stated, 
to  the  overpricing  of  the  issue — I  believe  that  is  the  term. 

We  are  concerned  today  with  the  presentation  of  the  type  of  nego- 
I  iation  that  went  on  between  the  issuer  and  those  who  handled  the 
issue  in  the  investment-banking  field,  and  it  will  be  necessary  to  go 
back  into  some  of  the  previous  issues  which  were  brought  out  by 
American  investment-banking  firms.  We  are  hoping  that  the  testi- 
mony today  will  indicate  not  only  the  nature  of  the  negotiations 
between  the  issuer  and  the  investment-banking  house,  but  the  nature 
of  the  understandings  and  the  practices  and  the  type  of  contractual 
provisions  that  exist  between  the  underwriter  and  those  participating 
with  him  in  the  diffusion  of  the  risk  attendant  upon  bringing  out  an 
issue. 
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The  other  day  Mr.  Nehemkis  put  into  the  record  x  some  data  indi- 
cating how  the  day  loan  operates.  I  think  it  was  apparent  to  the 
committee  that  in  many  cases,  practically  every  case,  and  as  the  later 
information  concerning  the  financial  resources  of  underwriting 
houses  will  show  the  issues  are  far  larger,  of  course,  than  the  total 
capital  of  the  principal  underwriter  and  in  some  cases  exceed  the 
total  resources  of  all  the  underwriters  concerned. 

I  think  we  ought  to  note  again  that  the  Investment  Banking  Sec- 
tion selected  this  particular  case  many  months  ago  for  presentation, 
that  no  one  of  the  questions  which  will  be  addressed  to  witnesses  was 
formulated  by  anybody  connected  with  the  S.  E.  C,  and  I  particu- 
larly want  the  record  to  show  that  I  did  not  suggest  any  part  of  the 
questions. 

I  say  this,  Mr.  Chairman,  because  I  have  to  note  again  that  the 
S.  E.  C.  has  before  it  in  a .  quasi-judicial  capacity  a  pending  issue 
in  which  Morgan,  Stanley  is  interested.  Therefore,  again  I  will  be 
inhibited  from  asking  some  questions  about  which  I  believe  logically 
I  would  be  prepared  to  interrogate'  the  witness. 

Acting  Chairman  Williams.  You  may  proceed,  Mr.  Nehemkis. 

Mr.  Nehemkis.  Will  Mr.  S.  W.  Duhig  be  good  enough  to  take  the 
witness  stand,  please? 

Mr.  Henderson.  One  other  thing,  Mr.  Chairman.  I  think  the 
record  ought  to  note  that  some  of  the  witnesses,  particularly  Mr. 
Stanlej7,  have  very  graciously  consented  to  come  back  from  well- 
earned  vacations  to  take  part  in  this  hearing  at  the  convenience  of 
the  committee. 

Acting  Chairman  Williams.  Do  you  and  each  of  you  solemnly 
swear  that  the  evidence  you  are  about  to  give  in  this  matter  will  be 
the  truth,  the  whole  truth,  and  nothing  but  the  truth,  so  help  you 
God? 

Mr.  van  der  Woude.  I  do. 

Mr.  Duhig.  I  do. 

TESTIMONY  OF  R.  VAN  DEE  WOUDE,  PRESIDENT,  AND  S.  W. 
DUHIG,  VICE  PRESIDENT  AND  TREASURER,  SHELL  UNION  OIL 
CORPORATION,  NEW  YORK  CITY 

Mr.  Nehemkis.  Mr.  van  der  Woude,  will  you  state  your  full  name 
and  address,  please  ? 

Mr.  van  der  Woude.  R.  van  der  Woude — v-a-n  d-e-r  W-o-u-d-e. 
I  am  president  of  the  Shell  Union  Oil  Corporation,  50  West  Fiftieth 
Street,  New  York. 

Mr.  Nehemkis.  What  office  do  you  hold  with  the  Shell  Union  Oil 
Corporation? 

Mr.  van  der  Wotjde.  1  am  the  president. 

Mr.  Nehemkis.  You  are  the  president  of  the  company  ? 

Mr.  van  der  Woude.  Yes. 

Mr.  Nehemkis.  Mr.  Duhig,  will  you  state  your  full  name  and 
address,  please? 

Mr.  Duhig.  Stanley  W.  Duhig,  50  West  Fiftieth  Street,  New  York. 

Mr.  Nehemkis.  And  what  position  do  you  hold  with  the  Shell 
Union  Oil  Corporation,  Mr.  Duhig? 

1  Supra,  pp.  12538-12544. 
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Mr.  Duhig.  I  am  vice  president  and  treasurer  of  the  corporation. 
Mr.  Nehemkis.  And  will  you  describe  briefly  the  nature  of  your 

duties  ? 

Mr.  Duhig.  The  usual  duties  that  you  jvould  assign  to  a  treasurer 
of  an  oil  company  in  looking  after  the  conservation  of  the  company's 
cash  and  the  financing  of  operations  as  needed,  budgetary  work,  and 
so  forth.  - 

Mr.  Nehemkis.  Do  you  not,  as  part  of  your  duties,  specifically  con- 
cern yourself  with  securities  matters,  that  is  to  say,  do  you  not 
make  a  study  of  market  trends,  questions  of  price  as  they  appear  on 
other  offerings?  Do  you  not  concern  yourself  in  general  with  finan- 
cial and .  corporate  problems  so  that  you  may  better  execute  your 
official  duties? 

Mr.  Duhig.  I  would  say  that  that  is  an  important  part  of  my 
duties. 

Mr.  Nehemkis.  And  will  you  describe  briefly  the  kind  of  business 
that  the  Shell  Union  Oil  Corporation  is  engaged  in  ? 

Mr.  Duhig.  Shell  Union  Oil  Corporation  is  a  holding  company 
having  100  percent  subsidiaries  engaged  in  the  United  States  in  pro- 
ducing, refining,  and  marketing  petroleum  products,  with  some  inter- 
ests in  Canada. 

SYMBOLS  AND  ABBKEVIATI0N8  USED  IN  DOCUMENTS 

Mr.  Nehemkis.  May  I,  for  the  sake  of  convenience,  Mr.  Duhig 
and  Mr.  Van  der  Woude,  refer  to  Shell  Union  Oil  Corporation 
hereafter  in  the  hearings  as  "Shell"  ?    Will  that  be  agreeable  ? 

Mr.  Duhig.  Yes. 

Mr.  Nehemkis.  We  will  have  occasion,  Mr.  Duhig,  to  discuss; a 
number  of  cablegrams  between  New  York  and  -London,  and  these 
cablegrams  bear  certain  code  addresses,  such  as  Condeteck,  Deterding, 
and  so  on.  Will  you  briefly  describe  to>  the  committee  the  meaning 
of  the  various  code  symbols? 

Mr.  Duhig.  Yes;  code  addresses  for  cablegram  purposes  are  used 
both  in  sending  and  receiving  .ommunications  to  and  from  London. 
It  happens  that  of  our  12  directors,  4  of  them  at  the  present  time 
are  resident  oh  the  other  side,  although  3  of  those  4  have  been  former 
officers  and  directors  in  this  country  of  Shell,  and  it  is  common 
practice  to  arrive  at  unanimous  decisions  of  the  board  by  conferring 
with  those  members  who  are  on  the  other  side  by  cablegram.  Natu- 
rally, for  the  sake  of  convenience  and  economy,  we  use  cable 
addresses,  code  addresses,  and  I  confirm  those  are  the  ones  you 
refer  to. 

Mr.  Nehemkis.  When  you  and  I  have  occasion  to  refer  to 
Condeteck,  as  we  shall,  what  will  the  committee  understand? 

Mr.  Duhig.  That  would  be  a  cable  from  Shell  Union  New  York 
office  to  the  directors  in,  well,  it  would  be  from  van  der  Woude  to 
his  fellow  directors  on  the  other  side  of  the  Atlantic.  \ 

Mr.  Nehemkis.  And  when  we  have  occasion  to  refer  to 
Deterding,  what  shall  the  committee  understand  to  be  the  meaning 
of  that  code  symbol? 

Mr.  Duhig.  Similarly.  It  is  just- another  code  to  cover  the  same 
purpose. 
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Mr.  Nehemkis.  And  occasionally  we  shall  refer  to  Van  wood. 
What  will  the  meaning  be  that  is  accorded  to  that  symbol? 

Mr.  Duhig.  That  is  another  confidential  code  symbol  from  Mr. 
van  der  Woude  to  the  London  office. 

Mr.  Nehemkis.  Mr.  Chairman,  may  it  please  the  committee,  I 
intend  to  offer  some  37  letters,  memoranda,  and  cables  between  New 
York  and  London  and  others.  If  I  were  to  ask  that  Mr.  van  der 
Woude  or  Mr.  Duhig  identify  each  cable  before  offering,  we  would 
probably  be  here  much  longer  than  I  hope  will  be  necessary.  Accord- 
ingly I  have  asked  Mr.  Duhig  to  enter  into  a  stipulation  with  me 
identifying  each  and  every  caole  which  will  be  offered  to  the  com- 
mittee this  morning. 

Mr.  Duhig  has  been  good  enough  to  do  so,  and  I  show  you,  sir,  the 
stipulation,  with  the  documents  which  will  be  offered,  and  I  respect- 
fully request  that  the  Committee  permit  me  to  offer  these  documents 
through  the  stipulation  without  the  identification  of  each  cable  as 
the  occasion  arises. 

Acting  Chairman  Williams.  This  stipulation,  I  assume,  identifies 
the  various  cables  by  number,  so  they  can  be  designated? 

Mr.  Nehemkis.  Correct,  sir.  You  will  find  attached  to  the  stipu- 
lation the  list  of  the  cables  and  their  numbers,  and  in  that  order  they 
will  be  submitted  to  the  reporter. 

Acting  Chairman  Williams.  That  may  be  done. 

(The  stipulation  referred  to  was  marked  "Exhibit  No.  1972"  and 
is  included  in  the  appendix  on  p.  12903.) 

Acting  Chairman  Williams.  Now  that  the  record  may  be  clear,  do 
I  understand  this  stipulation  covers  all  the  documentary  evidence 
you  propose  to  offer  with  reference  to  these  witnesses? 

Mr.  Nehemkis.  Correct,  sir. 

Mr.  Duhig,  on  June  1935  and  thereafter,  did  not  Shell  negotiate 
toward  raising  $50,000,000  to  $60,000,000  in  order  to  refund  its  out- 
standing 5-percent  debentures? 

Mr.  Duhig.  That  is  correct. 

Mr.  Nehemkis.  Were  not  negotiations  carried  on  with  a  number  of 
investment  bankers  at  this  time? 

Mr.  Duhig.  That  is  correct. 

Mr.  Nehemkis.  Did  not  Shell  discuss  its  financing  needs  with  Lee 
Higginson  .Corporation  and  Hayden,  Stone  &  Co.  ? 

Mr.  Duhig.  They  did;  yes. 

Mr.  Nehemkis.  I  offer  a  letter  from  Mr.  J.  C.  van  Eck  to  Mr.  F. 
Godber,  dated  June  7,  1935. 

Acting  Chairman  Williams.  It  may  be  received,  and  all  of  those 
will  be  received  without  formal  declaration  because  they  are  covered 
by  a  stipulation. 

Mr.  Nehemkis.  May  I  then  just  pass  them  directly  to  the  reporter? 

Acting  Chairman  Williams.  .  Unless  you  want  them  back. 

Mr.  Nehemkis.  No. 

(The  letter  referred  to  was  marked  "Exhibit  No  1973"  and  is 
included  in  the  appendix  on  p.  12904.) 

Mr.  Nehemkis.  Lee,  Higginson  &  Co.  was  the  predecessor  of  Lee 
Higginson  Corporation,  was  it  not? 

Mr.  Duhig.  That  is  correct. 
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Mr.  Nehemkis.  And  Lee,  Higginson  &  Co.  had  headed  all  of  the 
public  offerings  of  Shell  securities  from  the  time  of  its  first  public 
financing  in  1927? 

Mr.  Duhig.  The  first  public  financing  in  1922. 

Mr.  Nehemkis.  1922;  yes. 

Mr.  Duhig.  I  think  that  is  correct. 

Mr.  Nehemkis.  I  offer  a  table  compiled  by  the  staff  of  the  Securi- 
ties Exchange  Commission  from  information  appearing  in  Moody's 
Manual,  showing  various  public  offerings  of  Shell  Union  securities 
prior  to  the  year  1935. 

(The  table  referred  to  was  marked  "Exhibit  No.  1974"  and  is 
included  in  the  appendix  on  p.  12905.) 

DISCUSSIONS  WITH  BANKERS  LEADING  UP  TO   1936  FINANCING 

Mr.  Nehemkis.  Hay  den,  Stone  &  Co.  had  been  one  of  the  principal 
underwriters  associated  with  Lee,  Higginson  in  the  underwriting  of 
Shell  securities,  had  it  not,  Mr.  Duhig? 

Mr.  Duhig.  I  think  that  is  correct. 

Mr.  Nehemkis.  Shell  had  also  negotiated  with  Dillon,  Read  &  Co. 
at  this  time.     Is  that  not  also  correct,  sir  ? 

Mr.  Duhig.  That  is  correct. 

Mr.  Nehemkis.  I  offer  in  evidence  at  this  time  a  letter  from  Mr. 
S.  Belither  to  Mr.  Van  Eck,  dated  July  22,  1935,  and  a  cable  from 
Condeteck  to  Deterding  dated  August  14,  1935. 

(The  documents  referred  to  were  marked  "Exhibits  Nos.  1975  and 
1976"  and  are  included  in  the  appendix  on  p.  12905.) 

Mr.  Nehemkis.  At  this  time,  Mr.  Duhig,  did  Shell  not  also  discuss 
the  proposed  financing  with  Brown  Harriman  &  Co.  ? 

Mr.  Duhig.  I  think  that  they  did ;  yes. 

Mr.  Nehemkis.  And  do  you  recall  whether  this  financing  was  also 
discussed  with  Lazard  Freres  &  Co.? 

Mr.  Duhig.  It  was. 

Mr.  Nehemkis.  I  offer  a  cable  from  Deterding  to  Mr.  Van  Eck, 
dated  October  14,  1935,  and  a  caible  from  Deterding  to  Condeteck 
dated  July  29,  1935,  and  in  connection  with  that  last  cable,  I  should 
like  to  read  into  the  record  the  following  [reading  from  "Exhibit  No. 
1978"]  : 

We  entirely  agree  every  possible  avenue  must  be  investigated  but  anxious  not 
to  appear  in  any  great  hurry  as  we  are  satisfied  with  time  our  side. 

(The  cables  referred  to  were  marked  "Exhibits  Nos.  1977  and  1978" 
and  are  included  in  the  appendix  on  p.  12906.) 

Mr.  Nehemkis.  In  undertaking  these  discussions,  Mr.  Duhig,  was  it 
not  Shell's  intention  to  consider  proposals  from  various  firms  in  order 
to  determine  the  best  terms  obtainable  in  the  market? 

Mr.  Duhig.  I  would  say  that  Shell  did  not  go  around  soliciting 
different  proposals ;  rather  bankers  offered  proposals  as  to  what  might 
be  done  to  meet  Shell's  situation,  all  of  which  we  were  very  glad  to 
consider  and  compare. 

Mr.  Nehemkis.  And  the  purpose  or  interest,  shall  I  say,  of  Shell  in 
examining  these  various  proposals  was  to  obtain  the  best  possible 
terms  that  the  market  made  possible  at  the  time  ? 
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Mr.  Duhjg.  That  is  correct. 

Mr.  Miller.  May  T  #sk  a  question  of  the  witness  ?  You  say  that  you 
were  not  soliciting  proposals  from  the  bankers.  How  did  they  know 
that  you  were  in  the  market  for  financing?  Did  they  come  to  you 
without  any  solicitation — maybe  that  isn't  the  word — without  any 
approach  from  you? 

Mr.  Duhig.  Well,  that  is  rather  hard  to  make  a  general  answer  to, 
because  naturally  in  following  the  financing  business  one  becomes  ac- 
quainted with  bankers  and  discusses  the  subject  of  corporation  finance 
on  various  occasions.  I  think  that  in  most  cases  the  investment  bank- 
ers are  sufficiently  on  their  toes  that  they  sense  the  possible  needs  of 
the  corporation  and  inquire  as  to  what  might  be  worked  out  to  improve 
the  financial  structure. 

Mr.  Miller.  These  were  all  voluntary  approaches,  then,  to  you  and 
your  associates  from  the  investment  banking  firms? 

Mr.  Duhig.  As  I  said,  that  is  very  difficult  to  answer.  I  nryself 
dropped  in  in  investment  bankers'  offices  to  discuss  finance  in  general, 
or  to  discuss  what  some  other  oil  company  was  currently  doing  as  a 
matter,  of  interest. 

Mr.  Nehemkis.  On  November  1, 1935,  had  not  Dillon,  Read  made  a 
tentative  proposal  to  Shell  ? 

Mr.  Duhig.  Yes;  they  had. 

Mr.  Nehemkis.  And  on  November  1,  1935,  Condeteck  sent  the 
following  cable  to  Deterding  in  London,  from  which  I  read  a  part 
[reading  from  "Exhibit  No.  1979"] : 

If  indicated  terms  acceptable  as  basis  for  further  negotiations  would  recom- 
mend we  give  other  banker  friends  opportunity  to  indicate  their  terms  stop 
Bankers  whom  we  think  should  be  given  opportunity  are 

First  Lee  Higginson  and  Hayden  Stone 

Second  Lehman  Bros. 

Third  Lazard  Freres. 

I  offer  it  in  evidence. 

(The  cable  referred  to  was  marked  "Exhibit  No.  1979"  and  is  in- 
cluded in  the  appendix  on  p.  12906.) 

Mr.  Nehemkis.  After  further  discussion  with  the  various  bankers, 
Mr.  Duhig,  did  not  Shell,  in  December,  advise  Dillon,  Read  as  to  the 
terms  on  which  Shell  was  prepared  to  sell  the  proposed  issue  ? 

Mr.  Duhig.  I  think  the  answer  to  that  is  that  we  probably  indicated 
the  terms  at  which  Shell  felt  they  could  make  a  profitable  deal  and 
that  anything  less  than  that  would;  not  be  worth  doing. 

Mr.  van  der  Woude.  They  quoted  terms  at  which  they  thought  they 
could  make  a  deal  with  us. 

Mr.  Nehemkis.  Let  me  read  you  from  the  letter  from  Dillon,  Read 
&  Co.  to  Shell,  dated  December  16,  1935  [reading  from  "Exhibit  No. 
1980"] : 

You  have  informed  us  that  you  are  preparing  a  registration  statement  and 
a  prospectus  for  an  issue  of  $50,000,000  3%%  Fifteen- Year  Debentures  of  your 
Company  to  refund  your  outstanding  Twenty- Year  Sinking  Fund  Debentures— 

and  so  on. 

"We  understand  that  you  are  prepared  to  sell  the  issue  at  a  price  of  97% 
of  the  principal  amount  plus  accrued  interest.  This  price  does  not  take  into 
consideration  the  expenses  to  be  borne  by  your  Company  in  connection  with 
the  financing  including  the  fees  and  disbursements  of  counsel  and  other  experts 
and  travelling,  telephone,  telegraph,  and  other  similar  out-of-pocket  expenses 
(except  selling  expenses)  of  the  underwriters.  .  .  . 
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It  is  understood  that  this  letter  is  not  to  be  construed  as  a  commitment, 
either  legal  or  moral,  on  our  part  or  on  the  part  of  your  Company. 

(The  letter  referred  to  was  marked  "Exhibit  No.  1980"  and  is  in- 
cluded in  the  appendix  on  p.  12907.) 

Mr.  Nehemkis.  Now,  on  December  16,  1935,  Dillon,  Bead  wrote  to 
Shell  Union  confirming  these  terms  and  stating  that  they  were  pre- 
pared to  proceed  with  an  investigation  in  the  belief  that  they  would 
be  able  to  purchase  the  issue  at  the  price  mentioned.  Is  that  not 
correct? 

Mr.  Duhiq.  That  is  correct. 

Mr.  Nehemkis.  And  Shell  also  advised  Hayden,  Stone  and  Lee 
Higginson  as  to  the  terms  on  which  it  was  prepared  to  do  business. 
Do  you  recall  that,  Mr.  Duhig? 

Mr.  Duhig.  That  is  correct;  yes. 

Mr.  Nehemkis.  And  on  December  18,  1935,  these  two  firms  jointly 
wrote  Shell  stating  that  as  soon  as  the  market  made  it  possible  for 
them  to  meet  these  terms,  they  would  communicate  with  Shell? 

Mr.  Duhig.  Correct. 

Mr.  Nehemhis.  I  offer  in  evidence  a  letter  from  Lee  Higginson 
Corporation  and  from  Hayden,  Stone  &  Co.  to  the  Shell  Union  Oil 
Corporation  dated  December  18,  1935. 

(The  letter  referred  to  was  marked  "Exhibit  No.  1981"  and  is  in- 
cluded in  the  appendix  on  p.  12908.) 

Mr.  Nehemkis.  However,  Mr.  Duhig,  the  price  confirmed  by  Lee 
Higginson  and  Hayden,  Stone  was  one-half  point  higher,  was  it  not, 
than  the  price  confirmed  by  Dillon,  Bead  ? 

Mr.  Duhig.  That  is  according  to  the  record ;  yes. 

Mr.  Nehemkis.  Was  this  due  to  their  possible  misunderstanding,  or 
had  you  indicated  different  terms  to  Lee  Higginson  and  Hayden, 
Stone? 

Mr.  Duhig.  We  certainly  hadn't  indicated  different  terms;  it  pos- 
sibly was  a  question  of  our  not  having  indicated  at  all  to  Lee  Higgin- 
son and  Hayden,  Stone  or  that  they  assumed  something  which  they 
put  in  their  letter  and  which  was  a  surprise  to  us  when  we  saw  it. 

Mr.  Nehemkis.  I  read  from  a  cable  by  Deterding,  London,  to 
Condeteck,  under  date  of  January  14,  1936  [reading  from  "Exhibit 
No.  1982"] : 

Weill  telephoned  us  from  Paris  today  and  we  recommend  you  keep  in  touch 
with  Lazard  Freres  in  New  York  and  consider  carefully  any  proposal  more 
attractive  than  that  of  Dillon  Read's. 

For  the  sake  of  the  record,  "Weill"  refers  to  the  Paris  partner  of 
Lazard  Freres  &  Co. 

I  offer  the  cable  in  evidence. 

(The  cable  referred  to  was  marked  "Exhibit  No.  1982"  and  is  in- 
cluded in  the  appendix  on  p.  12908,) 

During  this  period,  after  the  proposals  had  been  received  from 
Hayden,  Stone  and  Lee  Higginson  and  Dillon,  Head,  Shell  continued 
to  consider  proposals  from  other  bankers,  did  it  not,  Mr.  Duhig? 

Mr.  Duhig.  That  is  correct. 

Mr.  Nehemkis.  And  on  January  13,  1936,  did  not  Mr.  Clarence 
Dillon  advise  Shell  verbally  that  his  firm  could  now  pay  97,  this  being 
the  price  at  which  Shell  had  indicated  to  Dillon,  Bead  that  it  was 
prepared  to  sell  the  debentures  ? 
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Mr.  Duhig  (to  Mr.  van  der  Woude).  Can  you  answer  that? 

Mr.  van  der  Woude.  That  is  correct. 

Mr.  Nehemkis.  I  offer  in  evidence  a  cable  to  Condeteck,  London, 
under  date  of  January  3,  1936,  and  I  read  the  second  paragraph 
of  this  cable,  marked  "Confidential"  [reading  from  "Exhibit  No. 
1983] : 

In  order  to  make  progress  my  opinion  we  should  now  obtain  from  all  parties 
interested  offer  in  writing  say  by  next  Thursday  for  alternative  $50,000,000 
with  obligation  refund  one  of  present  Shell"  Union  Oil  Corp.  issue  or  $60,000,000 
with  obligation  to  refund  both  Shell  Union  Oil  Corp.  and  Shell  Pipe  Line  Corp. 
issues  stop 

What  is  your  opinion 

PURPOSE  OF  PREVIOUS  NEGOTIATIONS  TO  PAVE  WAT  FOR  FORMAL  BIDS 

Mr.  Nehemkis.  Mr.  Duhig,  was  not  the  purpose  of  the  previous 
negotiations  to  pave  the  way  for  a  later  request  to  the  bankers  to 
submit  formal  bids? 

Mr.  Duhig.  That  is  correct. 

(The  cable  referred  to  was  marked  "Exhibit  1983"  'and  is  included 
in  the  appendix  on  p.  12908.) 

Mr.  Nehemkis.  But  the  idea  of  obtaining  competitive  bids  from  all 
the  interested  parties  was  discarded,  was  it  not  ? 

Mr.  Duhig.  Yes ;  it  was. 

Mr.  Nehemkis.  And  in  a  cable  to  Deterding,  London,  by  Conde- 
teck, under  date  of  January  22,  1936,  there  appears  the  following 
[reading  from  "Exhibit  No.  1984"]  : 

As  contemplated  procedure  of  competitive  bidding  caused  undesirable  com- 
plications we  have  had  discussions  with  view  bring  bankers  possibly  together 
without  injury  to  our  interests  and  understanding  between  two  groups  now 
arrived  at  on  basis  Dillon  Read  Hayden  Stone  will  be  joint  syndicate  managers 
both  houses  to  head  prospectus  but  Dillon  Read  to  keep  syndicate  books. 

I  offer  in  evidence  the  cable  previously  identified. 

(The  cable  referred  to  was  marked  "Exhibit  No.  1984"  and  is  in- 
cluded in  the  appendix  on  p.  12909.) 

Mr.  Nehemkis.  Will  you  tell  me,  if  you  will,  Mr.  Duhig,  what 
undesirable  complications  would  have  resulted  from  the  contemplated 
procedure  of  competitive  bidding? 

Mr.  Duhig.  Well,  we  were  faced  with  a  multiplicity  of  plans,  to 
begin  with,  trying  to  compare  apples  and  oranges,  you  might  say,  and 
decide  which  was  preferable,  and  we  felt  that  our  relations  with  all  of 
the  bankers  being  very  cordial,  there  was  nothing  to  be  gained  by 
trying  to  set  one  off  against  the  other,  because  as  the  exhibit  you  have 
entered  states,  it  was  felt  that  there  would  be  no  disadvantage  to  the 
corporation  in  the  terms  by  bringing  them  together  and  getting  them 
jointly  to  enter  into  negotiations  for  this  financing. 

Mr.  Henderson.  Mr.  Duhig,  you  weren't  comparing  apples  to 
oranges  but  comparing  oranges  of  different  kinds  or  apples  of  dif- 
ferent kinds.    It  all  related  to  the  specific  issue. 

Mr.  Duhig.  They  all  related  to  that,  some  of  which  suggested  the 
possibility  of  convertible  debentures  or  attaching  warrants;  some  had 
different  ideas  from  others  as  to  what  was  the  right  call  price  or 
sinking  fund  terms,  and  as  I  remember  it,  and  as  you  might  naturally 
expect,  each  proposal  slightly  differed  from  the  other  because  they 
had  not  been  made  up  in  the  same  office. 
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Mr.  Henderson.  Ymi  had  had  no  difficulty  in  wading  through  the 
relative  advantages  to  the  company.  Did  you  have  these  different 
proposals  ?     You  are  an  experienced  financial  officer. 

Mr.  Duhig.  I  think  not  as  experienced,  however,  as  the  bankers  are 
in  such  matters. 

Mr.  Henderson.  I  think  the  record  here  shows  that  you  rather  out- 
smarted the  bankers,  does  it  not?  I  don't  want  to  get  ahead  of  the 
story.  I  like  modesty  in  its  proper  place,  but  it  would  seem  to  me 
you  are  a  little  too  modest. 

Mr.  Duhig.  I  think  that  is  something  not  borne  out  by  the  record, 
Mr.  Henderson. 

Mr.  Henderson.  I  think  we  will  have  to  let  the  committee  judge 
from  the  record. 

SHELL  PROCEDURE  IN  ISSUING-  SECURITIES 

Mr.  Nehemkis.  Mr.  Duhig,  was  not  Shell's  final  procedure  designed 
to  obtain  the  best  competitive  price  while  at  the  same  time  utilizing 
the  accepted  forms  of  banker-corporation  relationships? 

Mr.  Duhig.  That  is  correct,  if  you  mean  by  best  competitive  price 
not  necessarily  the  highest  price  for  the  interests  of  the  corporation. 

Mr.  Nehemkis.  In  other  words,  Mr.  Duhig,  Shell  was  trying  to  eat 
its  cake  and  have  it,  too.    Is  that  not  so  ? 

Mr.  Duhig.  I  don't  understand  what  you  are  referring  to. 

Mr.  van  der  Woude.  You  don't  blame  us  for  that,  do  you? 

Mr.  Nehemkis.  No. 

Mr.  Duhig,  how  did  you  manage  to  bring  the  two  groups  together 
without  injury  to  your  interests? 

Mr.  Duhig.  I  think  the  answer  to  that  is  that  we  had  our  own  idea 
as  to  what  would  be  a  profitable  deal,  and  the  line  which  we  couldn't 
cross  for  fear  of  the  deal  not  being  worth  doing  at  all. 

Mr.  van  der  Woude.  May  I  say  more  as  a  matter  of  policy,  you  have 
to  go  back  a  little  bit.  The  record  shows  we  used  to  have  our  financial 
transactions  with  Lee  Higginson.  You  know  that  Lee  Higginson  had 
certain  misfortunes,  and  as  a  result  they  were  no  longer  in  the  same 
situation  as  they  had  been  before.  Hayden,  Stone  also  were  in  close 
relation  with  them,  and  also  Mr.  Charlie  Hayden,  a  senior  partner  of 
Hayden,  Stone,  was  upon  the  board  of  our  company.  So  for  «  while 
Lee  Higginson  was  in  a  different  position  from  what  they  were  before, 
and  Dillon,  Bead,  at  that  time,  in  '35,  made  proposals  for  financing, 
and  we,  of  course,  considered  it,  which  came,  as  Mr.  Duhig  pointed  out, 
to  other  bankers,  and  different  propositions  from  other  bankers,  and 
then  it  finally  came  to  deciding  how  we  would  deal  with  the  situation, 
and  we  felt  that  Dillon,  Read  having  come  first,  and  there  was  an 
opportunity  of  doing  solid  financing,  we  naturally  felt  that  Dillon, 
Read  should  be  given  preference  and  should  be  given  a  chance  of 
getting  it. 

Two  or  three  had  been  soliciting  our  business  in  line  with  their 
own  ideas.  There  wasn't  much  difference  in  the  different  offers.  I 
think  you  are  right  in  saying  it  was  comparing  oranges  with  oranges 
or  apples  with  apples.  It  was  just  a  question  on  what  basis  we  pre- 
ferred to  do  our  financing.  Finally  we  thought  the  basis  of  Dillon, 
Read  was  a  more  acceptable  one,  and  it  was  logical  to  do  business  with 

Olir  old  friprtrlQ 
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Mr.  Nehemkis.  Dillon,  Head  and  Lee  Higginson  were  selected  to  be 
joint  managers,  were  they  not  ? 

Mr.  van  der  Woude.  That  is  correct. 

Mr.  Nehemkis.  I  think  you  have  already  indicated,  but  I  would  like 
the  record  to  show  at  this  point  again,  were  not'all  of  the  investment 
bankers  with  whom  Shell  had  negotiated  included  in  the  syndicate  ? 

Mr.  van  der  Woude.  I  think  they  were ;  yes. 

Mr.  Nehemkis.  I  offer  a  list  of  the  participations,  the  dollar  amount 
of  the  participations  of  the  Shell  Union  group  dated  February  10, 1936. 

(The  list  referred  to  was  marked  "Exhibit  No.  1985"  and  is  included 
in  appendix  on  p.  12910.) 

Mr.  Nehemkis.  Also, -Mr.  Duhig,  all  of  the  investment  bankers  that 
had  been  principal  underwriters  in  previous  Shell  issues  were  also 
included,  were  they  not  ? 

Mr.  Duhig.  I  think  that  is  correct, 

Mr.  Nehemkis.  In  addition,  other  investment  bankers  were  also  in- 
cluded, but  these  bankers  were  selected  by  Dillon,  Reed,  and 
Hayden,  Stone,  subject,  of  course,  to  the  approval  of  Shell  ? 

Mr.  Duhig.  That  is  right. 

Mr.  Nehemkis.  Among  such  bankers  chosen  were  Morgan,  Stanley 
&  Co.  for  a  participation  of  $5,000,000  of  debentures,  is  that  correct  ? 

Mr.  Duhig.  That  is  correct ;  yes. 

Mr.  Nehemkis.  On  March  6,  1936,  did  not  Dillon,  Read  endeavor 
to  induce  Shell 'to  reduce  the  price  from  97  to  96!/25  despite  the  fact 
that  a  firm  commitment  had  been  made  ? 

Mr.  Duhig.  I  think  Mr.  van  der  Woude  can  answer  that. 

Mr.  van  der  Woude.  That  is  correct.  Of  course,  they  hadn't  made 
a  firm  commitment.  All  they  did  was  to  indicate  what  conditions 
were  at  the  time  of  the  issue,  then  the  price  would  be  so  and  so.  If  I 
remember  the  letter  of  Dillon,  Read,  they  did  not  make  a  firm  com- 
mitment. 

Mr.  Nehemkis.  What  did  you  understand  it  to  be  ? 

Mr.  van  der  Woude.  We  understood  that  is  what  it  would  be  unless 
there  was  a  change  in  the  market. 

Mr.  Nehemkis.  In  other  words,  you  understood  what  my  question 
implied,  that  it  was  a  firm  commitment,  despite  the  provisions  that 
surrounded  the  transmittal  letter,  which  I  read  into  the  record,  that 
this  didn't  have  any  moral  or  legal  effect,  is  that  not  correct  ? 

Mr.  van  der  Woude.  I  think  in  our  minds,  yes;  because  we  subse- 
quently told  Mr.  Dillon  that  we  considered  it  definitely  indicated  a 
firm  price,  and  he  had  to  adhere  to  iti 

Mr.  Nehemkis.  And  may  I  now  repeat  my  question  so  the  record 
will  be  clear.  Is  it  not  a  fact  on  or  around  March  6, 1936,  Dillon,  Read 
endeavored  to  induce  S^iell  to  reduce  the  price  from  97  to  96i^>,  despite 
the  fact  that  a  firm  commitment  had  been  made  ?  May  I  have  your 
answer  to  that? 

Mr.  van  der  Woude.  It  is  correct  he  endeavored  to  reduce  it. 

Mr.  Nehemkis.  I  offer  in  evidence  a  telegram  to  Godber  from  R. 
van  der  Woude. 

(The  telegram  referred  to  was  marked  "Exhibit  No.  1986"  and  is 
included  in,  the  appendix  on  p.  12910.) 


CONCENTRATION  OF  ECONOMIC  POWER  12635 

Mr.  Miller.  May  I  ask  a  question,  Mr.  Nehemkis?  Mr.  van  der 
Woude,  why  did  Dillon,  Read  &  Co.  wish  or  suggest  a  reduction  in 
the  price  from  97  to  96%  ? 

Mr.  van  der  Woude.  Because  they  thought  the  market  couldn't  stand 
the  price  which  they  had  indicated. 

Mr.  Miller.  Had  the  market  changed  in  their  opinion? 

Mr.  van  der  Woude.  Apparently,  in  their  opinion ;  in  our  opinion, 
it  had  not. 

Mr.  Nehemkis.  And  Shell,  of  course,  saw  no  reason  to  accede  to  this 
request? 

Mr.  van  der  Woude.  No. 

Mr.  Nehemkis.  I  offer  in  evidence  a  telegram  from  Godber  to  van 
der  Woude  dated  March  G,  1936. 

(The  telegram  referred  to  was  marked  "Exhibit  No.  1987"  and  is 
included  in  the  appendix  on  p.  12911.) 

Mr.  Nehemkis.  On  March  7,  1936,  Mr.  Duhig,  was  not  a  purchase 
contract  entered  into  by  Shell  with  29  underwriters? 

Mr.  Duhig.  I  think  that  is  the  correct  date. 

Mr.  Nehemkis.  And  did  not  Shell  agree  to  sell  to  the  29  under- 
writers"$60,000,000  15-year  3y2  percent  debentures  due  March  \,  1951? 

Mr.  Duhtg.  At  97 — that  is  correct. 

Mr.  Nehemkis.  And  the  underwriters  agreed  to  purchase  severally 
specified  amounts  of  debentures  as  you  have  indicated  at  97,  plus 
accrued  interest? 

Mr.  Duhig.  That  is  correct. 

Mr.  Nehemkis.  The  public  offering  price,  therefore,  was  to  be  99 
and  accrued  interest. 

Mr.  Duhig.  Correct. 

Mr.  Nehemkis.  And  was  not  a  selling  group  formed  to  purchase 
severally  a  portion  of  the  debentures  from  the  underwriters  at  a 
concession  of  1*4,  less  expenses  not  to  exceed  one-eighth  percent? 

Mr.  Duhig.  That  is  my  recollection. 

Mr.  O'Connell.  May  I  ask  a  question?    Mr.  Nehemkis  said,  "And 
therefore  the  offering  price  by  the  underwriters  would  be  99."    Is  that  • 
by  virtue  of  your  agreement  with  the  underwriters,  the  spread  of  two 
points  ? 

Mr.  Duhig.  It  was  agreed  that  the  spread  would  be  two  points; 
yes,  sir. 

Mr.  Nehemkis.  Mr.  Chairman,  I  wish  to  comment  at  this  moment 
that  the  document  I  now  propose  to  offer  is  not  covered  by  the  stipu- 
lation. It  is  a  copy  of  the  purchase  contract  which  Dillon,  Read  have 
been  good  enough  to  submit  to  us,  and  I  ask  no  one  to  identify  it, 
because  there  is  a  letter  of  transmittal  accompanying  the  document. 

May  it  be  received  in  evidence? 

Acting  Chairman  Williams.  It  may  be  received. 

Mr.  Nehemkis.  I  beg  your  pardon,  my  associate  tells  me  I  inadvsr- 
ently  referred  to  it  as  the  purchase  contrafct.  It  is  the  underwriting 
agreement. 

(The  document  referred  to  was  marked  "Exhibit  No.  1988"  and 
is  included  in  the  appendix  on  p.  12911.) 

Mr.  Nehemkis.  The  public  offering  was  made  on  March  11,  1936, 
at  99 ;  is  that  correct,  sir  ? 

Mr.  Duhig.  That  is  correct. 
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Mr.  Nehemkis.  And  is  it  not  also  correct  that  the  debentures  moved 
slowly  ? 

Mr.  Duhig.  They  did. 

Mr.  Nehemkis.  I  offer  in  evidence  a  telegram  to  Mr.  Duhig  from 
J.  W.  Watson  under  date  of  March  11, 1936. 

(The  telegram  referred  to  was  marked  "Exhibit  No.  1989"  and  is 
included  in  the  appendix  on  p.  12914.) 

Mr.  Nehemkis.  I  offer  a  telegram  from  Mr.  van  Eck  to  Mr.  Godber 
under  date  of  March  11,  1936,  and  I  read  from  this  message  to  Mr. 
Godber  at  Mexico  City  [reading  "Exhibit  No.  1990"]  : 

Understand  sale  of  issue  going  very  slowly  and  first  day  only  about  50% 
of  issue  sold  (stop)  Am  afraid  will  take  some  time  before  whole  issue  absorbed. 

I  offer  this  in  evidence. 

(The  telegram  referred  to  was  marked  "Exhibit  No.  1990"  and 
appears  on  this  page.) 

waiver  of  management  fee 

Mr.  Nehemkis.  For  the  convenience  of  the  committee,  Mr.  Chair- 
man, we  have  prepared  a  memorandum  which  gives  in  great  detail 
the  technical  steps  that  took  place  in  this  early  issue.  If  we  were 
to  go  into  them  at  this  time,  it  would  take  too  great  a  time.  Accord- 
ingly, we  have  prepared  as  I  have  indicated,  our  memorandum  of  the 
understanding  of  the  facts. 

We  have  submitted  this  memorandum  to  Messrs.  Dillon,  Read  & 
Co,  for  their  understanding  as  .to  whether  our  statement  of  the  facts 
and  interpretation  is  correct,  and  I  have  here  a  letter  from  Mr.  Harry 
H.  Egly,  an  officer  of  that  firm,  addressed  to  me,  in  which  he  indicates 
that  his  firm  accepts  the  data.  So  that  there  may  be  no  misunder- 
standing, I  ask  leave  of  the  committee  to  read  this  letter.  As  I  say, 
it  is  addressed  to  me.     [Reading  from  "Exhibit  No.  1991-1" :] 

As  you  have  requested,  we  have  looked  over  the  memorandum  prepared  by 
your  office,  which  was  enclosed  with  your  letter  of  November  27,  1939,  and 
which'  is  headed  "Re:  Distribution  of  Shell  Union  3V2%  Debentures  in  1936." 
In  general  the  data  appear  to  be  correct. 

For  your  information,  the  amount  of  Debentures  offered  to  the  Selling 
Group  was  $27,480,000.     This  figure  was  left  blank  in  your  memorandum. 

We  had  requested  them  to  fill  that  information  in  because  we  didn't 
know  what  it  was. 

Tou  have  asked  why  no  management  fee  was  charged  although  it  was  orig- 
inally contemplated  that  each  of  the  Managers  was  to  receive  %  of  1%.  In 
view  of  the  general  market  uncertainty  which  existed  just  prior  to  the  offering 
date  and  of  the  unwillingness  of  the  Company  to  meet  our  recommendation  in 
pricing  the  issue,  it  was  decided  to  waive  the  Tee  in  this  instance  thus 
permitting  the  full  discount  to  be  divided  among  all  underwriters  and  selling 
group  members. 

I  offer,  sir,  the  letter  of  transmittal  and  the  memorandum  to  which 
reference  has  been  made. 

Acting  Chairman  Williams.  It  may  be  received. 

(The  documents  referred  to  were  marked  "Exhibit  No.  1991-1 
and  2"  and  are  included  in  the  appendix  on  p.  12915.) 

Mr.  Nehemkis.  On  April  3,  1936,  Mr.  Duhig,  were  not  most  of  the 
underwriters  still  left  with  large  amounts  of  unsold  debentures? 

Mr.  Henderson.  Mr.  Nehemkis,  has  that  memorandum  been  sub- 
mitted to  the  Shell  Union  people  also? 
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Mr.  Nehemkis.  No,  sir ;  we  did  not  feel  it  was  necessary  to  do  that, 
because  the  Shell  Union  people  really  had  no  knowledge  of  these 
transactions.  They  are  the  specialized  transactions  that  only  a 
manager  of  a  syndicate  would  know  about,  since  the  information 
must  come  of  necessity  from  the  manager's  own  syndicate  books. 
Obviously,  we  felt  that  the  Shell  people  would  not  know  about  those 
facts. 

Mr.  Henderson.  I  suggest  if  Mr.  Duhig  wants  a  copy,  we  will  be 
glad  to  mail  it  to  him. 

Mr.  Duhig.  Thank  you  very  much. 

Mr.  Nehemkis.  I  offer  in  evidence  a  letter  from  Mr.  van  Eck 
to  Mr.  G.  Legh-Jones  at  London,  dated  April  3,  1936. 

(The  letter  referred  to  was  marked  "Exhibit  No.  1992"  and  is 
included  in  the  appendix  on  p.  12918.) 

DISCUSSIONS  WITH   BANKERS   IN    193  7    FOR   REDEMPTIONS   CF  OUTSTANDING 

PREFERRED  STOCK 

Mr.  Nehemkis.  And  now,  Mr.  Duhig,  I  would  like  you  to  turn 
with  me,  if  you  will,  to  the  events  leading  up  to  the  negotiations  of 
1937.    In  January  of  the  following  year,  that  is  to  say,  1937,  did  not 
Shell  commence  negotiations  for  the  refunding  of  $34,350,000  5^>-. 
percent  preferred  stock  then  outstanding  ? 

Mr.  Duhig.  I  wouldn't  call  them  negotiations,  Mr.  Nehemkis,  be- 
cause as  a  matter  of  fact  no  such  operation  has  ever  been  carried 
through  as  the  refunding  of  that  preferred  stock,  but  we  did  have 
discussions  with  various  parties  regarding  the  refinancing  of  that 
preferred  stock. 

Mr.  Nehemkis.  I  offer  in  evidence  a  cable  to  Vanwood,  London, 
under  date  of  January  20,  1937. 

(The  cable  referred  to  was  marked  "Exhibit  No.  1993"  and  is 
included  in  the  appendix  on  p.  12919.) 

Mr.  Nehemkis.  And  were  not  discussions  held  with  Dillon,  Read  & 
Co.  and  Hayden,  Stone  about  this  matter  ? 

Mr.  Duhig.  In  January  1937  ? 

Mr.  Nehemkis.  On  or  about  the  beginning  of  January  or  the  early 
part  of  January  1937. 

Mr.  Duhig.  Yes;  I  believe  that  the  proposal  was  talked  over  with 
Dillon,  Read;  Hayden,  Stone;  and  others;  Lazard;  and  Lee  Higgin- 
son. 

Mr.  Nehemkis.  And  Lee  Higginson. 

Mr.  Duhig.  Correct. 

Mr.  Nehemkis.  And  had  not  Lee  Higginson  and  Lazard  Freres 
actually  made  some  tentative  proposals? 

Mr.  Duhig.  That  is  correct. 

Mr.  Nehemkis.  So  that  by  the  time  the  proposals  were  received 
from  Lee  Higginson  and  Lazard,  the  scene  had  shifted  somewhat, 
shall  we  say,  from  discussions  to,  perhaps,  negotiations,  although  not 
consummated  ? 

Mr.  Duhig.  I  think  you  could  call  them  negotiations ;  yes. 

Mr.  Nehemkis.  I  offer  in  evidence  a  letter  from  Mr.  van  der 
Woude  to  Mr.  van  Eck,  dated  February  4, 1937. 

(The  letter  referred  to  was  marked  "Exhibit  No.  1994"  and  is 
included  in  the  appendix  on  p.  12919.') 
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Mr.  Henderson.  Mr.  Chairman,  I  would  like  to  advert  back  to  a 
letter  of  April  3,  1936,  which  has  been  offered  in  evidence,  which 
was  evidently  sent  by  Mr.  van  Eck  to  Mr.  Legh-Jones.  Mr.  van 
Eck  says  [reading  from  "Exhibit  No.  1992"]  : 

Most  of  the  other  underwriters  and  dealers  have  either  been  able  to  dispose 
of  their  bonds  or  only  have  a  very  nominal  amount  on  hand. 

Then  he  says  a  survey  shows  what  certain  houses  still  had  on 
hand.  I  would  like  to  indicate  that  in  my  opinion,  that  is  not  a 
nominal  amount.  Just  roughly,  in  some  cases  the  amount  on  hand 
represented  as  much  as  one-third  of  the  total  underwriting  resources 
of  some  of  the  underwriting  houses,  and  does  indicate  how  under- 
writing capital  can  get  frozen  if  there  is  an  issue  which  is  overpriced 
or  hits  a  sticky  market. 

Mr.  Miller.  I  would  like  to  ask  a  question.  According  to  this 
letter  of  April  3,  the  price  on  that  date  which  the  bonds  were  quoted 
was  95^2?  and  as  I  understood,  the  issue  price  was  99  ? 

Mr.  van  der  Woude.  That  is  right,  yes. 

Mr.  Miller.  The  public  who  had  purchased  these  bonds  at  99 — 
apparently  most  of  the  issue  had  been  distributed  to  the  public  at 
this  date — suffered  a  loss  in  the  quoted  value  of  their  securities. 

Mr.  van  der  Woude.  Not  if  they  kept  them. 

Mr.  Miller.  At  this  stage? 

Mr.  van  der  Woude.  If  they  had  sold  them  at  that  stage,  yes. 

Mr.  Miller.  Did  you  think  they  were  happy  about  that,  these 
purchasers,  public  investors?  I  mean  from  the  issuer's  standpoint, 
Mr.  van  der  Woude,  is  there  reason  for  the  issuer  to  be  concerned 
for  the  welfare  of  the  public  who  had  purchased  your  securities? 

Mr.  van  der  Woude.  I  should  think  so.     We  have  often  been 
told  that  it  is  not  to  our  interest  to  make  an  issue  that  goes  down . 
directly  after  the  issue,  but  in  most  cases  I  think  prices  have  come 
back  again. 

Mr.  Miller.  In  other  words,  it  is  harmful  to  the  issuer. 

Mr.  van  der  Woude.  We  have  never  felt  ourselves  it  was  harm- 
ful to  us  if  we  made  an  issue  that  went  down  in  price.  We  have 
never  felt  it  as  such,  certainly.  We  have  never  felt  it  in  subsequent 
financing  transactions.  In  whatever  subsequent  deals  we  made,  the 
investment  houses  and  the  public  were  always  anxious  to  take 
them  up. 

Mr.  Miller.  In  other  words,  you  feel  it  hasn't  hurt  your  future 
borrowing  credit  with  the  underwriters  or  the  public. 

Mr.  van  der  Woude.  All  I  can  say  is  that  experience  has  shown  it 
did  not. 

Mr.  Miller.  Then  you  feel  from  a  public  standpoint  that  the  issuer 
really  isn't  concerned  with  what  happens  to  the  public's  bonds? 

Mr.  van  der  Woude.  Certainly  he  is,  but  I  don't  think  you  can 
take  a  short  interval.  For  instance,  in  the  investment  of  our  pension 
funds  we  buy  bonds  all  the  time,  we  don't  look  every  day  to  see 
whether  those  bonds  have  gone  up  in  price  or  gone  down.  We  see  that 
it  is  a  good  bond  and  we  don't  look  every  day  to  see  what  it  closed  at 
on  the  stock  exchange.  There  are  so  many  considerations — there  may 
be  a  war  in  Europe  or  something  that  may  be  quite  unforeseen.  But 
it  doesn't  mean  that  subsequently  the  bond  isn't  good.  I  generally 
buy  bonds  and  lay  them  aside  and  when  they  fall  due,  you  get  the 
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full  price,  if  you  have  bought  bonds  in  a  company  that  is  a  good 
company. 

Mr.  Miller.  Suppose  it  was  the  general  experience  that  every  time 
there  was  a  new  issue,  there  was  an  immediate  price  decline  and  that 
became  general,  do  you  think  the  public  would  be  anxious  to  purchase 
new  issues? 

Mr.  van  der  Woude.  I  can't  tell  you.  The  only  thing  I  can  give 
you  is  our  experience,  the  fact  that  the  investment  bankers  have  told 
us  that  we  are  apt  to  drive  too  hard  a  bargain,  but  we  have  always 
found  when  the  next  issue  came,  they  were  always  anxious  to  make 
the  issue  and  the  public  was  anxious  to  buy  it. 

Mr.  Nehemkis.  Mr.  Chairman,  may  I  offer  in  evidence  a  cable  to 
Vanwood  under  date  of  March  5,  1937. 

(The  cable  referred  to  was  marked  "Exhibit  No.  1995"  and  is 
included  in  the  appendix  on  p.  12922.) 

Mr.  Nehemkis.  I  read  from  that  cable  to  Vanwood  [reading  from 
"Exhibit  No.  1995'"] : 

Furthermore  in  my  opinion  best  not  to  disturb  grouping  of  bankers  as  was 
formed  under  last  year's  bond  issue  in  fact  I  understand  Dillon  Read  Hayden 
Stone  and  Lee  Higginson  have  already  come  to  such  understanding  amongst 
each  other  (fullstop)     My  reasons  are: 

Firstly.  We  should  avoid  running  into  same  complications  as  last  year 

Secondly.  Neither  Hayden  Stone  nor  Lee  Higginson  would  in  my  opinion  be 
suitable  leaders 

Thirdly.  We  could  not  very  well  switch  over  to  entirely  new  leaders  without 
first  giving  last  year's  group  their  opportunity  (fullstop) 

My  idea  is  therefore  to  give  last  year's  leaders  in  Dillon  group  an  opportunity 
of  jointly  making  us  an  offer  along  the  lines  as  per  your  cable  (fullstop)  If 
their  offer  is  unsatisfactory  to  us  I  would  favour  inviting  Lehman  Bros,  to 
make  us  an  offer  (fullstop)  They  are  anxious  to  take  leading  position  and 
I  personally  feel  as  you  know  that  a  closer  connection  with  them  would  be 
advantageous  (fullstop)  Presumably  they  would  Handle  matter  in  conjunction 
with  Kuhn  Loeb   (fullstop) 

On  March  16,  was  not  a  banking  group  composed  of  Dillon,  Kead  & 
Co.,  Lee  Higginson  &  Corp.,  Hayden  Stone  &  Co.,  and  Lehman 
Brothers  prepared  to  underwrite  a  preferred  stock  issue  for  Shell, 
Mr.  Duhig? 

Mr.  Duhtg.  Yes,  that  is  correct. 

Mr.  Nehemkis.  And  in  a  memorandum  prepared  by  you,  Mr. 
Duhig,  under  date  of  March  16,  1937,  you  wrote  as  follows  [reading 
from  "Exhibit  No.  1996"] : 

On  March  16th  bankers  called  at  the  Shell  Union  office  for  the  purpose  of 
stating  the  proposition  which  they  and  their  group  were  prepared  to  make 
in  connection  with  refinancing  the  present  Shell  Union  preferred  stock  and 
raising  additional  money,  if  necessary.  Dillon,  Read  &  Co.  were  represented 
by  Mr.  Dean  Mathey  and  Lee  Higginson  &  Co.  by  Mr.  E.  N.  Jesup. 

In  opening  their  discussion  they  stated  that  they  had  agreed  among  them- 
selves that  the  group  would  be  approximately  the  same  as  the  1936  group 
and  that  the  group  management  would  be  shared  in  the  following  proportions : — 

And  there  you  list  the  proportions. 

I  offer  •  in  evidence  the  memorandum  from  which  I  have  been 
reading. 

(The  memorandum  referred  to  was  marked  "Exhibit  No.  1996" 
and  is  included  in  the  appendix  on  p.  12923.) 

Mr.  Nehemkis.  Did  not  Shell  advise  this  group  that  the  offer  was 
unsatisfactory,  Mr.  Duhig? 
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Mr.  Duhio.  Shell  advised  the  group  that  the  offer  was  disappoint- 
ing and  unsatisfactory. 

Mr.  Nehemkis.  I  offer. in  evidence  a  cable  to  Vanwood  from  Mr. 
van  der  Woude. 

(The  cable  referred  to  was  marked  "Exhibit  No.  1997"  and  is 
included  in  the  appendix  on  p.  12924.) 

Mr.  Nehemkis.  On  March  17,  1937,  the  following  cable  was  sent 
to  Vanwood  in  London  by  Mr.  van  der  Woude  [reading  from  "Ex- 
hibit No.  1998"] : 

Referring  my  cable  24  consider  we  should  give  Dillon  group  every  oppor- 
tunity of  revising  their  offer  and  propose  to  set  limit  of  time  say  10  days. 

At  the  end  of  this  period  in  case  the  revised  offer  if  any  is  not  acceptable 
we  to  notify  them  that  we  consider  ourselves  entirely  free  to  approach  others. 

I  understand  that  provided  it  is  made  clear  negotiations  with  Dillon  have 
come  to  an  end  members  of  group  then  free,  to  deal  with  us. 

Mr.  van  der  Woude,  that  was  your  understanding  of  the  customs 
of  the  Street,  was  it  not? 

Mr.  van  der  Woude.  Yes. 

Mr.  Nehemkis.  I  now  continue  reading  from  the  cable  [reading 
further  from  "Exhibit  No.  1998"]  : 

In  aforementioned  event  suggest  we  consider  Kuhn,  Loeb/Lehman  combina- 
tion or  Morgan  Stanley  as  leaders. 

I  offer  in  evidence  the  cable  from  which  I  have  been  reading. 

(The  cable  referred  to  was  marked  "Exhibit  No.  1998"  and  is 
included  in  the  appendix  on  p.  12924.) 

Mr.  Nehemkis.  Due  to  unfavorable  market  conditions,  Mr.  Duhig, 
negotiations  regarding  pub  ic  financing  were  discontinued  until  some 
time  in  January  of  1938 ;  i    that  not  substantially  correct,  sir-? 

Mr.  Duhig.  You  said  for  public  financing? 

Mr.  Nehemkis.  Correct. 

Mr.  Duhig.  That  is  correct;  yes. 

NEGOTIATIONS  WITH  MORGAN,  STANLEY  &  CO.  INC. 

Mr.  Nehemkis.  At  this  time,  that  is  to  say  in  1938,  was  it  not  deter- 
mined to  begin  negotiations  with  Morgan  Stanley  &  Co.? 

Mr.  Duhig.  It  was. 

Mr.  Nehemkis.  I  offer  in  evidence  a  letter  from  Mr.  van  Eck  to 
Mr.  van  der  Woude  under  date  of  January  18,  1938. 

(The  letter  referred  to  was  marked  "Exhibit  No.  1999"  and  is 
included  in  the  appendix  on  p.  12925.) 

•  Mr.  Nehemkis.  Mr.  van  der  Woude,  was  not  the  reason  that  your 
company  at  this  time  decided  to  open  up  negotiations  with  Morgan 
Stanley  due  to  your  dissatisfaction  with  Dillon  Bead's  leadership  of 
the  previous  financing? 

Mr.  van  der  Woude.  No  ;  I  can't  say  that.  It  was  a  combination 
of  circumstances.  Previous  to  1936,  Mr.  van  Eck  who  is  here  referred 
to  so  often  was  in  New  York  and  was  chairman  of  our  company, 
and  he  dealt  chiefly  with  our  finances,  so  that  naturally  I  was  in- 
formed of  what  he  was  doing.  After  he  left,  about  in  1936,  I  more 
or  less  took  direct  charge  of  our  financing. 

As  to  our  connections  and  what  possibly  happened  in  the  past, 
it  is  very  difficult  to  say  exactly  what  the  reason  was.  You  have  to 
bear  in  mind  that  Dillon,  Read  was  not  a  long  standing  connection 
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of  the  Shell  Union  here  in  this  country,  that  our  older,  standard  con- 
nection was  Lee  Higginson  and  Hayden,  Stone,  and  the  only  transac- 
tions we  had  ever  made  with  Dillon,  Read  was  the  issue  of  1935 
or  '36  of  $60,000,000.  I  had  been  acquainting  myself  with  both  con- 
ditions and  people,  and  generally  forming  my  own  views,  and  for 
various  reasons  I  came  to  the  conclusion  that  I  would  like  to  see  our 
company  get  a  connection  with  Morgan  Stanley. 

Mr.  Nehemkis.  Thank  you  very  much,  sir,  for  your  explanation. 

Mr.  Chairman,  may  it  please  the  committee:  In  connection  with 
the  next  document  that  I  propose  to  offer  in  evidence,  I  have  asked 
Mr.  Charles  B.  Stuart  of  Halsey,  Stuart  &  Co.,  Inc.,  New  York, 
to  enter  into  a  stipulation  with  me  concerning  the  identification  of  the 
document,  purely  so  that  Mr.  Stuart  would  not  have  to  come  down 
here  to  identify  this  document,  and  as  I  offer  it  to  you,  sir,  I  ask 
you,  if  you  will,  sir,  to  examine  the  stipulation. 

I  read  to  you  from  an  office  memorandum  dated  May  11,  1938,  from 
the  New  York  office  of  Halsey,  Stuart  to  Mr.  H.  L.  Stuart  at  the 
Chicago  office.     [Reading  from  "Exhibit  No.  2000-2"]  : 

I  understand  Morgan  Stanley  are  working  on  a  good  size  bond  deal  for  Shell 
Union  Oil.  I  further  understand  that  Dillon  Read,  who  handled  the  last  issue, 
made  such  a  botch  job  of  it,  the  Company  will  have  nothing  further  to  do 
with  them. 

I  offer  this  in  evidence. 

(The  documents  referred  to  were  marked  "Exhibits  Nos.  2000-1 
and  2000-2"  and  are  included  in  the  appendix  on  pp.  12925  and 
12926.) 

Mr.  van  DJ2R  Woude.  I  would  like  to  add  one  thing  to  what  I  said, 
that  I  think  you  will  find  amongst  the  records  which  you  have  got 
there  that  on  more  than  one  occasion  I  pointed  out  to  Dillon  Itead 
that  we  did  not  look  upon  them  as  our  permanent  banking  connec- 
tion. On  two  or  three  occasions  I  .made  it  quite  clear  that  we 
considered  ourselves  entirely  free.  That  in  itself  shows  that  our 
mind  was  open,  and  that  was  not  to  be  interpreted  as  anything 
definite  that  had  happened  between  the  two  of  us. 

Mr.  Henderson.  Mr.  van  der  Woude,  do  you  in  any  of  your 
world-wide  enterprises  regard  any  group  as  your  bankers  ? 

Mr.  van  der  Woude.  In  other  countries,  you  mean?  Before  I 
answer,  you  have  to  bear  in  mind  that  our  company  here  is  an  en- 
tirely separate  company  from  our  various  companies  in  the  rest 
of  tne  world.  But  as  far  as  conditions  in  other  countries  are  con- 
cerned, I  think  the  situation  is — I  am  not  sure  because  I  haven't 
been  there  for  a  long  time,  but  I  think  we  have  got  certain  banking 
houses  that  in  the  ordinary  course  of  events  would  do  our  financing. 
It  might  quite  well  happen  that  there  might  be  a  financing  trans- 
action with  another  firm. 

Mr.  Henderson.  There  would  be  a  continuing  relationship,  as  the 
expression  is  here? 

Mr.  van  der  Woude.  Yes.  In  this  business  as  in  the  case  of  law- 
yers, doctors,  and  so  on,  you  get  to  know  each  other.  It  is  very 
important  in  a  financial  house  that  you  know  in  what  way  you  do 
your  business.  You  ought  to  build  up  certain  confidence,  and  cer- 
tainly you  ought  to  know  what  way  the  business  is  being  conducted. 

Mr.  Henderson.  You  used  to  regard  Lee  Higginson  as  your  bank- 
ers here? 
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Mr.  van  der  Woude.  Yes,  they  were  the  people  we  would  look  to 
first. 

Mr.  Henderson.  Do  you  regard  Morgan  Stanley  as  your  bankers 
now? 

Mr.  van  der  Woude.  Yes. 

Mr.  Nehemkis.  As  your  permanent  bankers? 

Mr.  van  der  Woude.  Who  can  say  what  is  permanent?  It  de- 
pends a  good  deal  on  how  Morgan  Stanley  can  do  the  work  for  us. 

Mr.  Nehemkis.  And  depending  upon  market  conditions  and  sub- 
sequent opportunities  at  a  later  time. 

Mr.  van  der  Woude.  Yes ;  and  a  great  number  of  other  things. 

Mr.  Miller.  Mr.  Nehemkis,  I  wanted  to  ask  a  question  which  I 
think  is  related  to  Mr.  Henderson's.  What  is  the  relation  of  the 
Royal  Dutch  Co.  to  Shell  Union  Co.  ?  Do  they  own  stock  in  Shell 
Union  ? 

Mr.  van  der  Woude.  Yes;  the  relationship  is  that  they  own  ap- 
proximately 64  percent,  and  we  have  three  or  four  of  their  repre- 
sentatives on  the  board  of  the  Shell  Union,  and  that  is  the  reason 
why  you  see  a  certain  number,  not  very  many  but  a  certain  number 
of  cable  exchanges  take  place  on  matters  of  financing  or  policy,  seeing 
that  three  or  four  members  of  the  Royal  Dutch  Co.  are  on  the  board 
of  the  Shell  Union  in  America. 

Mr.  Miller.  Did  Dillon,  Read  ever  do  any  financing  for  Royal 
Dutch  in  this  country? 

Mr.  van  der  Woude.  Not  in  this  country,  but  on  the  other  side 
they  did. 

Mr.  Miller.  It  seems  to  me  I  recollect  there  was  an  issue  in  this 
country 

Mr.  van  der  Woude.  I  don't  think  so. 

Mr.  Dean  Mathey  (Dillon,  Read  &  Co.).  We  did  two  issues  in 
this  country,  one  for  the  Batavia  and  one  for  the  Royal  Dutch  direct 
in  dollars  in  this  country. 

Mr.  van  der  Woude.  I  got  confused.  Actually  it  was  closed  on  the 
other  side,  wasn't  it?  I  perhaps  ought  not. to  do  this  because  I  have 
information  only  with  regard  to  Shell.  My  recollection  with  regard 
to  the  dealings  of  Royal  Dutch  Shell  with  Dillon,  Read  was  that 
about  10  years  ago,  or  12  years  ago,  they  made  an  issue  for  them 
which  was  entirely  negotiated  in  The  Hague  or  London,  but  it  was  a 
dollar  loan.  Mr.  Mathey  ought  to  be  able  to  answer  the  question 
better  than  I,  because  I  was  certainly  not  in  on  the  financing  opera- 
tions for  the  Royal  Dutch  in  London  or  The  Hague. 

Mr.  Nehemkis.  Mr.  van  der  Woude,  do  you  recall  that^  in  April  of 
1938,  more  specifically  April  13,  1938,  you  had  occasion  to  write  to 
Mr.  van  Eck  at  London,  in  which  you  said  the  following  [reading 
from  "Exhibit  No.  2001"] : 

On  the  question  of  finance  we  have  had  some  preliminary  discussions  with 
Morgan,  Stanley  with  a  view  to  enabling  them  to  familiarize  themselves  some- 
what with  our  activities,  and  judging  from  the  discussions  I  have  had  with 
them  I  do  not  anticipate  any  di^iculties  such  as  you  referred  to  in  your  letter 
of  the  18th  January.  Morgan  Stanley  seem  to  be  very  pleased  to  get  an  oppor- 
tunity of  establishing  a  connection  with  us. 

Do  you  recall  that? 

Mr.  van  der  Woude.  I  recall  that. 

Mr.  Nehemkis.  The  letter  is  offered  in  evidence. 
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(The  letter  referred  to  was  marked  "Exhibit  No.  2001"  and  is 
included  in  the  appendix  on  p.  12926.) 

Mr.  Nehemkis.  In  other  words,  at  the  time  we  have  now  reached, 
the  door  was  open  for  full  discussion  with  Morgan  Stanley? 

NEGOTIATIONS  WITH  EQUITABLE  LIFE  ASSURANCE  SOCIETY 

Mr.  Nehemkis.  Mr.  Duhig,  while  carrying  on  negotiations  with 
Morgan  Stanley  did  not  Shell  at  the  same  time  also  carry  on  nego- 
tiations with  til    Equitable  Life  Assurance  Society? 

Mr.  Duhig.  That  is  correct. 

Mr.  Nehemkis.  And  these  negotiations  led,  did  they  not,  to  a  private 
placement  of  $25,000,000  of  3%  debentures  in  June  1938? 

Mr.  Duhig.  That  is  correct. 

Mr.  Nehemkis.  And  was  not  the  only  difference  between  the  propo- 
sition that  Morgan  Stanley  finally  advanced  to  you,  and  the  proposi- 
tion that  you  finally  agreed  upon  with  "Equitable,  the  2-percent 
underwriting  fee  that  Morgan  Stanley  would  have  had  to  have  been 
paid  ? 

Mr.  Duhig.  I  don't  know  that  mathematically  that  is  strictly  cor- 
rect; I  certainly  have  it  distinctly  in  mind  that  the  arrangement  we 
made  with  Equitable  direct,  and  without  any  commission,  was  a  better 
one  than  we  would  have  negotiated  at  that  particular  time  through 
underwriters. 

Mr.  Nehemkis.  Do  you  recall,  Mr.  Duhig,  on  April  22,  1938,  you 
made  a  memorandum  regarding  a  number  of  your  discussions  with 
Mr.  Lafferty,  of  the  Equitable  Life  Assurance  Society,  as  well  as 
details  of  your  discussions  with  Morgan  Stanley? 

Mr.  Duhig.  Yes ;  that  is,  right. 

Mr.  Nehemkis.  I  now  read  to  you  from  that  memorandum,  and  I 
quote  [reading  from  "Exhibit  No.  2002"]  : 

Incidentally,  this  is  approximately  the  same  proposition  as  suggested  tentatively 
by  Morgan,  Stanley  &  Co.,  except  that  they  would  charge  2  percent  for  under- 
writing. 

I  offer  in  evidence  the  memorandum  from  which  I  have  just  read. 

Mr.  Van  der  Woude.  May  I  see  this  ? 

Mr.  Nehemkis.  This  is  a  memorandum  written  by  Mr.  Duhig  on 
April  22, 1938,  identified  by  Mr.  Duhig,  and  covered  in  the  stipulation 
which  has  been  offered  to  the  committee.    Do  read  it. 

Mr.  O'Connell.  May  I  ask  a  question?  Do  I  understand,  then, 
that  the  price  that  your  company  received  from  the  Equitable  was  sub- 
stantially the  price  at  which  Morgan  Stanley  would  have  offered? 

Mr.  Duhig.  That  is  my  recollection.  Tney  would  have  done  a 
similar  deal. 

Mr.  O'Connell.  The  net  result  was  your  company  got  two  points 
more  for  the  bonds  ? 

Mr.  Duhig.  That  is  approximately  correct.  I  don't  think  you  can 
ever  say  two  deals  are  identical. 

Mr.  O'Connell.  I  understand.    I  mean  substantially. 

Mr.  Van  der  Woude.  I  think  there  is  a  misunderstanding  here.  It 
is  awfully  hard  to  go  back,  with  so  many  things  happening,  to  exactly 
what  happened,  but  I  did  discuss  the  matter  personally  with  Morgan 
Stanley  before  we  closed  the  deal  with  the  insurance  company.     You 
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have  to  bear  in  mind  here  this  is  just  a  memorandum,  perhaps  not  too 
carefully  written,  for  office  use.  But  it  says  here  [reading  from  "Ex- 
hibit No.  2002"]  : 

Arrange  a  loan  to  Shell  Union  of  say  20  to  25  million  dollars  for  ten  years,  at 
3%%.  for  which  they  would  pay  us  99. 

We  were  dealing  with  Morgan  Stanley  on  the  basis  of  15  years,  and 
my  recollection  is  that  Morgan  Stanley,  when  I  discussed  this  with 
them,  before  we  decided  to  go  to  the  insurance  company,  they  quoted 
different  rates,  and  that  the  difference  between  the  two  offers  was  not 
just  the  commission  that  Morgan  Stanley  would  get ;  it  was  smaller 
than  that. 

We  were  comparing  really  different  things  here  in  this  memo- 
randum. 

Mr.  Nehemkis.  Oranges  and  apples  this  time? 

Mr.  van  der  Woude.  No ;  all  oranges,  perhaps  large  and  small  ones, 
and  of  a  different  color.  There  is  a  confusion  between  10  and  15  years, 
and  also  a  confusion  of  interest,  because  we  closed  with  the  insurance 
at  3%. 

Mr.  Nehemkis.  And  the  writer  of  the  memorandum  was  confused  ? 

Mr.  van  der  Woude.  I  wouldn't  say  that,  but  it  certainly  doesn't 
give  the  facts  exactly  as  they  were. 

Mr.  Duhig.  As  I  tried  to  say  a  moment  ago,  there  are  no  two  deals  - 
alike. 

Mr.  van  der  Woude.  I  had  a  discussion  with  Morgan  Stanley  be- 
fore we  closed  the  deal  with  the  insurance  company,  and  unless  I  am 
very  much  mistaken  the  difference  was  much  smaller  than  the  com- 
mission was. 

Mr.  Nehemkis.  You  wish  the  record  to  show  at  this  time  that  the 
difference  between  the  deal  with  Equitable  and  the  deal  with  Morgan 
would  not  have  been  the  two  percent  underwriting  commission? 

Mr.  van  der  Woude.  That  is  my  recollection.  I  can't  vouch  for 
that,  but  that  is  distinctly  in  my  mind. 

"shopping  around" 

Mr.  Nehemkis.  I  now  offer  in  evidence  the  memorandum  previously 
referred  to,  and  I  also  offer  in  evidence  a  cable  to  Vanwood,  London, 
by  Mr.  van- der  Woude  under  date  of  April  30,  1938. 

(The  documents  referred  to  were  marked  "Exhibits  Nos.  2002  and 
2003"  and  are  included  in  the  appendix  on  p.  12927.) 

Mr.  Nehemkis.  Mr.  Duhig,  was  not  the  effect  of  negotiating  simul- 
taneously with  Morgan,  Stanley  and  Equitable  to  "shop  around"  and 
obtain  the  best  price  possible  for  Shell? 

Mr.  Duhig.  I  think  you  can  put  several  interpretations  on  that 
term  "shop  around."  We  wouldn't  like  to  give  the  interpretation  that 
we  went  first  to  one  and  then  the  other  and  said,  "Now,  look  what  we 
can  do.  Can't  you  do  better,  and  so  on?"  I  think  we  sought  those 
two  sources  of  financial  advice  to  see  which  one  was  most  profitable 
to  the  Shell  stockholders. 

Mr.  O'Connell.  Do  you  think  it  was  proper  to  "shop  around,"  as 
you  define  it  here  ? 

Mr.  Duhig.  I  wouldn't  feel  comfortable  about  it  -or  feel  it  tended 
to  promote  friendly  relations  with  the  people  that  Ave  were  looking 
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to  for  advice  to  offset  one  against  the  other  and  run  back  and  forth 
between  the  two  offices  offsetting  offers  in  order  to  try  to  beat  down 
the  price  or  anything  of  that  kind. 

Mr.  O'Connell.  It  would  have  probably  resulted  in  a  better  price 
for  Shell. 

Mr.  Duhig.  A  lower  price  but  maybe  not  a  better  price. 

Mr.  O'Connell.  To  me  that  use  of  the  words  is  practically  synony- 
mous. 

Mr.  van  der,  Woude.  The  use  of  the  words  "shopping  around"  is  per- 
haps exaggerated.  What  we  have  in  mind  is  not  exactly  shopping 
around. 

Mr.  Henderson.  Maybe  it  is  something  like  this.  You  remember 
when  Chanticleer  rolled  an  ostrich  egg  into  the  henyard  and  said, 
"I  don't  want  to  offer  any  complaint,  but  this  is  what  they  are  doing 
in  other  places."     [Laughter.] 

Mr.  van  der  Woude.  No,  to  add  to  what  Mr.  Duhig  was  saying,  it  is 
not  a  question  of  going  around  from  Morgan  Stanley  to  the  insur- 
ance company  and  vice  versa.  Morgan  Stanley  knew  what  we  were 
doing.  I  told  Morgan  Stanley  we  had  to  negotiate  with  the  insur- 
ance company,  and  I  didn't  give  them  definitely  what  the  insurance 
company  offered  us,  but  did  tell  Morgan  Stanley,  "What  is  the  best 
you  can  do?"  and  Stanley  told  us  certain  terms,  and  I  said,  "I  am 
afraid  that  is  not  good  enough."  They  said,  "If  you  can  do  better 
go  ahead.    We  don't  like  it,  naturally." 

Of  course,  it  is  to  our  disadvantage  to  have  a  loss  in. the  open  mar- 
ket. The  price  is  offered  and  when  the  time  of  offering  comes  if  the 
market  is  different  the  price  should  be  different. 

Mr.  O'Connell.  Offhand,  I  couldn't  see  anything  improper  in  at- 
tempting to  get  the  best  price  you  could  get  for  your  securities.  I 
merely  wanted  to  get  an  idea  of  what  you  had  in  mind.  It  is  a  little 
refreshing  to  me  to  find  an  issuer  is  really  taking  a  very  active  part  in 
determining  the  price  at  which  he  can  sell  securities. 

Mr.  van  der  Woude.  I  don't  see  any  harm  in  it.     [Laughter.] 

Mr.  Henderson.  I  think  what  Mr.  O'Connell  means  by  refreshing  is 
that  in  all  the  testimony  here,  "some  of  it  concerning  financing,  for 
example,  in  the  interim  period  between  divorcement  of  J.  P.  Morgan 
from  their  underwriting  business  and  the  formation  of  Morgan  Stan- 
ley, it  was  plainly  evident  that  many  of  the  issuers  took  very  little 
part  in  the  arrangements,  and  other  testimony  indicated,  as  I  recall, 
that  frequently  the  banker  would  suggest  that  now  was  the  time  to 
finance.  Other  testimony  this  week  indicated  that  the  underwriters 
formed  the  groups  and  that  it  was  sometimes  2  to  3  months  before 
they  went  to  the  issuer.  In  your  case  it  seems  to  be  at  a  bare  mini- 
mum— at  least  you  took  the  initiative. 

Mr.  van  der  Woude.  Yes.  I  haven't  had  as  much  experience  in  the 
financial  market  as  many  other  people  here,  but  after  all  money  is  a 
commodity  that  has  its  price.  It  is  more  or  less  fixed.  In  issuing 
securities,  there  isn't  very  much  difference.  Money  is  money,  and  it 
has  a  certain  value  on  a  certain  date,  yet  it  has  a  different  relative 
commodity  market.  So  it  is  just  playing  one's  views  against  the 
other  man's  views  and  hoping  your  own  views  may  prevail. 

Mr.  Henderson.  You  say  money  has  a  price,  but  in  the  prior  issue 
price  was  put  at  99,  and  at  the  time  van  Eck  was  writing  it  was  95y2. 
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Mr.  van  der  Woude.  J3.ut  there  I  think  you  should  bear  in  mind 
that — at  least  that  is  my  view — the  stock  exchange  doesn't  indicate  the 
true  value  of  money.  The  stock  exchange  is  in  fact  subject  to  all 
kinds  of  changes  today,  and  something  may  happen  in  2  or  3  months' 
time.  You  may  get  inflation,  and  someone  may  start  selling  bonds 
and  bonds  will  go  down.  My  feeling  about  bonds  is  you  shouldn't 
look  at  what  your  price  is  today  or  tomorrow,  but  should  buy  bonds 
from  companies  you  have  confidence  in,  and  if  you  have  confidence  in 
the  company  you  can  buy  those  bonds,  and  that  is  the  extent,  whether 
it  is  95  tomorrow  and  99  today. 

The  only  investment  we  have  is  the  pension  fund.  We  have  mil- 
lions of  dollars  in  the  pension  fund.  We  don't  get  every  day,  the 
price  going  up  or  down.  We  look  to  the  companies  where  we  have 
invested  our  funds. 

Mr.  Henderson.  I  think  I  understand  the  distinction  you  are  mak- 
ing. As  a  matter  of  fact,  if  you  got  97  from  Dillon,  Read,  and  if  you 
had  received  and  accepted  their  proposal,  you  would  have  got  less 
money  for  your  company,  regardless  of  what  did  happen  in  the  future 
in  the  price  of  money. 

Mr.  Nehemkis  Mr.  van  der  Woude,  do  you  recall  that  on  or  about 
June  1, 1938,  you-had  occasion  to  write  to  a  member  of  your  organiza- 
tion, Mr.  A.  Fraser,  at  St.  Louis,  Mo.,  and  in  connection  with  that 
letter  you  stated  to  him  as  follows  [reading  from  "Exhibit  No.  2004"] . 

I  shall  appreciate  it  very  much  if  you  will  have  your  people  do  all  possible  to 
expedite  this  work  and  at  the  same  time  please  do  everything  you  can  to  keep 
the  deal  with  Equitable  strictly  under  cover.  Their  commitment  to  us  is  entirely 
contingent  on  clearance  being  given  by  their  counsel  on  all  legal  phases  and 
therefore  it  would  be  very  regretable  if  word  got  about  which  would  offend 
Morgans  in  any  way,  seeing  that  we  are  still  relying  on  them  in  case  there  is  a 
hitch  with  Equitable,  as  well  as  in  case  of  future  public  financing. 

Mr.  van  der  Woude.  Yes. 

Mr.  Nehemkis.  I  offer  in  evidence  the  letter  from  which  I  have  been 
reading. 

(The  letter  referred  to  was  marked  "Exhibit  No.  2004"  and  is  in- 
cluded in  the  appendix  on  p.  12929.) 

SHELL  ENDEAVORS  TO  OBTAIN  REDUCTION  IN  INTEREST  RATE  FROM  EQUITABLE 

Mr.  Nehemkis.  Mr.  Duhig,  do  you  recall  that  in  the  latter  part  of 
1938  and  the  early  part  of  1939  interest  rates  had  declined  appreci- 
ably? 

Mr.  Duhig.  That  is  true. 

Mr.  Nehemkis.  And  in  an  endeavor  to  take  advantage  of  this  de- 
cline, do  you  recall  that  Shell  attempted  to  negotiate  an  adjustment 
in  the  interest  rate  with  Equitable? 

Mr.  Duhig.  That  is  correct. 

Mr.  Nehemkis.  I  offer  in  evidence  a  letter  from  Mr.  Duhig  to  Mr. 
van  der  Woude  under  date  of  May  23,  1939. 

(The  letter  referred  to  was  marked  "Exhibit  No.  2005"  and  is  in- 
cluded in  the  appendix  on  p.  12929.) 

Mr.  Nehemkis.  At  the  same  time,  do  you  recall,  Mr.  Duhig,  that 
Shell  commenced  discussions  with  Morgan  Stanley  for  the  refunding 
of  $60,000,000,  3i/2-percent  debentures? 

Mr.  Duhig.  That  is  right. 
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Mr.  Nehemkis.  And  in  this  letter  from  which  I  now  read,  by  Mr. 
Duhig  to  Mr.  van  der  Woude,  under  date  of  May  24,  1939,  the  follow- 
ing is  said  [reading  from  "Exhibit  No.  2006"] : 

I  have  just  hah  a  talk  with  Ewing  and  Perry  Hall.  They  will  be  sending  me 
some  figures  in  the  morning,  but  this  is  a  summary  of  what  they  think  we  could 
do  at  today's  market — 

And  there  you  cite  the  information.  Continuing  with  this  letter, 
you  state : 

Ewing  feels  we  should  be  able  to  get  Equitable  down  to  today's  market  on  our 
present  $25,000,000  and  he  does  not  expect  to  beat  them  out  on  a  public  issue ;  but 
for  our  $60,000,000  of  3y2's  (in  which  he  feels  our  best  interests  would  be  served 
by  putting  ourselves  in  Morgan's  hands)  they  could  save  about  $278,000  per 
annum  on  new  15-year  bonds  (not  including  registration  expense)  and  about 
$150,000  per  annum  on  the  20-year. 

I  offer  in  evidence  the  letter  from  which  I  have  been  reading. 
'    (The  letter  referred  to  was  marked  "Exhibit  No.  2006"  and  is  in- 
cluded in  the  appendix  on  p.  12930.) 

Mr.  Nehemkis.  And  I  will  also  offer  in  evidence  at  this  time  a  copy 
of  the  cable  to  Vanwood,  London,  by  Mr.  van  der  Woude,  under  date 
of  June  6,  1939. 

(The  cable  referred  to  was  marked  "Exhibit  No.  2007"  and  is 
included  in  the  appendix  on  p.  12931.) 

Mr.  Nehemkis.  Equitable,  Mr.  Duhig,  declined  to  recognize  Shell's 
request  for  reduction.    Is  that  not  correct,  sir? 

Mr.  Duhig.  They  were  willing  to  make  some  reduction. 

Mr.  Nehemkis.  But  not  quite  the  interest  reduction  Shell  wanted  at 
the  time  ? 

Mr.  Duhig.  Not  quite  what  we  thought  the  market  entitled  us  to. 

Mr.  Nehemkis.  As  a  matter  of  fact,  isn't  it  true  that  Equitable 
thought  it  wasn't  quite  cricket  of  Shell  to  be  asking  for  a  reduction  in 
the  interest  rates  so  soon  after  the  private  deal  had  been  placed  ? 

Mr.  Duhig.  They  did  state  that  having  made  a  15-year  loan,  they 
thought  it  was  somewhat  unusual  to  be  discussing  revision  of  interest 
12  months  after  the  deal  was  made.  On  the  other  hand,  they  had 
made  a  very  good  deal  the  year  before  which  entailed  a  million-dollar 
penalty  for  calling  the  loan  before  maturity,  and  they  did  very  well 
on  that  one  year's  money  they  had  outstanding,  3%  percent  plus  a 
million  dollars. 

Mr.  Nehemkis.  Accordingly,  Shell  turned  to  Morgan  Stanley  for 
the  refunding  of  both  issues.    Is  that  not  correct,  sir  ? 

Mr.  Duhig.  That  is  correct. 

Mr.  Nehemkis.  And  on  June  26,  did  not  Shell  reach  a  tentative 
agreement  with  Morgan  Stanley  for  the  public  offering  of  $85,000,000, 
15-year,  2y2  debentures  at  98y2? 

Mr.  Duhig.  To  the  public.    That  is  correct. 

Mr.  Nehemkis.  I  offer  in  evidence  a  cablegram  to  Vanwood  by 
R.  G.  A.  van  der  Woude,  under  date  of  June  26, 1939. 

(The  cablegram  referred  to  was  marked  "Exhibit  No.  2008"  and 
is  included  in  the  appendix  on  p.  12931.) 

Mr.  Duhig.  I  don't  remember  the  exact  wording  of  your  question, 
but  I  think  it  is  quite  clear  that  2%  percent  debenture  at  98y2  to  the 
public  was  what  they  thought  they  could  do  a  deal  for  at  that  time, 
subject  naturally  to  correction  according  to  the  way  the  market  went 
and  without  definite  commitment. 
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Mr.  Nehemkis.  That  was  the  meaning  of  my  question,  Mr.  Duhig. 
1  think  we  understood  each  other  correctly. 

Was  not  the  bankers'  commission  fixed  at  1%  points,  making  a  net 
price  to  the  company  of  96%  ? 

Mr.  Duhig.  No;  it  was  not  fixed.  That  also  was  subject  to  further 
settlement  later  on.  It  was  suggested  that  the  spread  would  be  be- 
tween 963/4  and  98y2,  as  I  remember. 

Mr.  Nehemkis.  It  was  tentatively  agreed  upon, 

Mr.  Duhig.  Very  tentatively,  as  I  recall. 

Mr.  O'Connell.  May  I  ask  a  question?  What  was  the  distinction 
between  the  commitment  that  Morgan  Stanley  made  for  these  deben- 
tures and  the  commitment  made  by  Dillon,  Read  in  connection  with 
earlier  commitment?  As  I  recall,  their  letter  (referring  to  "Exhibit 
No.  1980")  to  you  distinctly  stated,  that  they  were  not  legally  or 
morally  obligated  to  pay  97. 

Mr.  Duhig.  Well,  the  distinction  was  that  the  first  one  was  a  letter 
which  was  written  very  close,  as  I  remember,  to  the  time  the  deal  was 
made,  whereas  what  we  are  now  discussing  is  what  might  be  done 
at  that  particular  time  subject  to  the  market  as  it  progressed  during 
the  course  of  working  out  the  papers. 

Mr.  O'Connell.  Dillon,  Read  definitely  stated  in  a  letter  they  didn't 
consider  it  binding.  That  seems  to  me  about  as  tentative  or  similar 
to  the  situation  which  existed  in  that  later  date  which  was  Morgan 
Stanley. 

Mr.  van  der  Woude.  It  is  all  based  on  recollection,  but  my  recol- 
lection of  Dillori,  Read,  in  the  financial  discussion,  was  that  Mr.  Dillon 
came,  in  this  case-,  as  a  matter  of  fact,  to  our  people  in  London.  He 
happened  to  be  on  the  other  side,  and  he  went  to  the  head  of  our 
company  there.  Subsequent  to  the  event,  our  people  said,  "You  had 
better  talk  to  our  people  in  New  York."  At  the  opening  of  the  dis- 
cussion the  distinct  understanding  was  that  our  people  would  pass 
it  on  to  us. 

Mr.  Nehemkis.  Morgan  Stanley  don't  write  their  tentative  offers 
on  paper  in  any  event,  do  they? 

Mr.  van  der  Woude.  No.  The  understanding  may  be  due  to  the 
fact  that  they  went  to  our  London  people  instead  of  coming  to  us  in 
New  York. 

Mr.  Henderson.  In'  other  words,  there  was  a  market-out  in  the 
conversation. 

Mr.  van  der  Woude.  In  regard  to  ? 

Mr.  Henderson.  Morgan  Stanley. 

Mr.  van  der  Woude.  I  wouldn't  call  it  a  market-out.  Morgan 
Stanley  said,  "We  think  we  can  do  981/2,"  but  emphasized  very 
strongly  that  the  market  might  change. 

Mr.  Henderson.  That  is  what  I  meant.  I  was  just  reducing  it  to 
the  language  of  the  underwriter. 

Mr.  van  der  Woude.  Yes.    I  do  not  make  myself  clear. 

Mr.  Henderson.  Your  additional  explanation  which  supplements 
the  record  would  indicate  it  was  your  view,  by  virtue  of  something 
other  than  this  letter  of  Dillon,  Read,  that  Dillon,  Read  had  made  a 
commitment  to  you,  but  prior  to  your  explanation,  there  was  to  my 
mind  little  distinction  between  the  existing  terms. 
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Mr.  van  der  Woude.  It  may  have  been  entirely  due  to  misunder- 
standing, due  to  our  people  in  London  naturally  not  being  acquainted 
so  well  as  we  are  here  with  the  way  things  are  conducted. 

Mr.  Henderson.  But  you  later  took  the  view  that  Dillon,  Read 
were  firmly  bound. 

Mr.  van  der  Woude.  Yes,  we  understand  also  the  view  that  they 
had  made  a  clear  market  and  they  had  to  stand  by  it. 

Mr.  Nehemkis.  As  a  result  of  changes  in  the  market,  Mr.  Duhig, 
did  not  Morgan  Stanley  inform  Shell  on  July  13  that  a  successful 
issue  was  impossible  at  an  offering  price  better  than  97^  ? 

Mr.  Duhig.  That  is  correct.  I  don't  know  as  they  said  impossible. 
On  the  13th  of  July  they  stated  that  after  canvassing  the  situation, 
they  felt  that  97 y2  to  the  public  was  the  correct  price. 

Mr.  Nehemkis.  And  did  they  not  agree  to  reduce  the  banker's  com- 
mission from  1%  to  iy2  percent,  making  a  price  to  the  company  at  96? 

Mr.  Duhig.  They  had  never  made  it  firmly  at  1%  percent,  so  I  don't 
know  that  you  can  say  they  agreed  to  reduce  it,  but  they  did  propose 
on  July  13  that  the  spread  should  be  \y2  percent,  whereas  first  tentative 
discussions  had  been  on  the  basis  of  1%. 

Mr.  Nehemkis.  Now,  on  July  13  Mr.  van  der  Woude,  do  you  recall, 
cabled  to  Vanwood  at  London  as  follows  [reading  from  "Exhibit  No. 
2009"] : 

Morgan  Stanley  discussed  with  us  today  final  terms  based  on  present  market 
conditions  and  general  reaction  they  received  from  underwriters  and  prospective 
large  buyers. 

Response  from  latter  has  been  disappointing  and  contrary  to  expectations 
entertained  by  Morgan  Stanley. 

Apparently  due  mainly  to  weaker  government  bond  market  and  resistance 
against  2y2%  rate  this  being  first  issue  ^t  this  new  low  rate  and  to  some 
extent  due  to  remembrance  limited  success  our  last  issue. 

Under  circumstances  Morgan  Stanley  of  opinion  successful  issue  cannot  be 
made  at  better  than  97 "Y2  with  commission  lx/->%  other  terms  unchanged. 

Judging  from  discussions  doubt  whether  can  hold  out  much  hope  obtaining 
better  terms  though  of  course  after  receiving  your  views  we  would  try  to  do  so. 

And  as  follows : 

Our  own  inclination  would  ordinarily  be  to  hold  out  for  98  but  we  doubt 
whether  it  is  really  case  of  bargaining  and  believe  Morgan  Stanley  sincere  in 
their  opinion  issue  could  not  at  present  be  successful  at  higher  than  97%  and 
therefore  would  not  undertake  issue  at  higher  rate. 

I  offer  in  evidence  the  cable  from  which  I  have  been  .reading. 
(The  cable  referred  to  was  marked  "Exhibit  No.  2009"  and  is  in- 
cluded in  the  appendix  on  p.  12932.) 

EXECUTION  OF  PURCHASE  CONTRACT  WITH  MORGAN,   STANLEY   &  CO.,  INC. 

Mr.  Nehemkis.  Was  not  the  purchase  contract,  Mr.  Duhig:,  signed 
on  July  17,  1939? 

Mr.  Duhig.  That  is  correct. 

Mr.  Nehemkis.  And  the  price  was  97%  with  a  li/2-percent  coin- 
emission, 

Mr.  Duhig.  It  was. 

Mr.  Nehemkis.  So  that  it  was  96%  to  Shell. 

Mr.  Duhig.  Correct. 
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Mr.  Nehemkis.  I  offer  in  evidence  a  telegram  x  from  R.  G.  A.  van 
der  Woude  to  Belither,  San  Francisco,  under  date  of  July  17,  1939. 

(The  cable  referred  to  was  marked  "Exhibit  No.  2010"  and  is  in- 
cluded in  the  appendix  on  p.  12933.) 

Mr.  Nehemkis.  Mr.  Duhig,  I  show  you  a  copy  of  a  purchase  con- 
tract covering  the  $85,000,000  Shell  Union  offering,  dated  July  17, 
1939.  I  ask  you  to  examine  this  contract  and  tell  me  whether  you 
recognize  it  to  be  a  true  and  correct  copy  of  an  original  which  was 
signed  by  the  Shell  Union  officials  in*  question.  This  is  not  covered 
by  the  stipulation ;  that  is  the  reason  for  the  identification. 

Mr.  Duhig.  This  appears  to  be  a  copy  of  the  signed  document. 

Mr.  Nehemkis.  I  offer  in  evidence  a  copy  of  the  contract  identi- 
fied by  the  witness. 

(The  contract  referred  to  was  marked  "Exhibit  No.  .2011"  and  is 
included  in  the  appendix  on  p.  12933.) 

Mr.  Nehemkis.  Did  not  the  issue  meet  with  poor  success,  Mr. 
Duhig? 

Mr.  Duhig.  It  did. 

Mr.  Nehemkis.  And  on  July  20,  1939,  do  you  recall  Mr.  van  der 
Woude  cabling  Van  wood  at  London  as  follows  [reading  "Exhibit 
No.  2012"]  : 

Yesterdays  issue  met  with  slow  response  and  rough  estimate  indicates  under- 
writers out  of  $56,000,000  sold  about  half  while  of  $29,000,000  dealer  accounts 
about  $6,000,000  were  not  taken  up  and  returned  to  underwriters. 

Morgan  Stanley  disappointed  at  result  but  not  worried  Fullstop. 

They  expect  buying  will  come  in  after  a  while  especially  if  price  drops 
somewhat  below  issue  price  though  for  the  present  they  are  supporting  the 
market. 

I  offer  in  evidence  the  cable  which  I  have  just  read. 

(The  cable  referred  to  was  marked  "Exhibit  No.  2012"  and  appears 
in  full  in  the  text  on  p.  12650.) 

Mr.  Nehemkis.  May  it  please  the  committee,  I  ask  that  the  wit- 
nesses be  dismissed  and  that  I  call  at  this  time  Mr.  Dean  Mathey, 
of  the  firm  of  Dillon,  Head  &  Co. 

Acting  Chairman  Williams.  You  mean  now  you  are  through  with 
these  witnesses? 

Mr.  Nehemkis.  I  am  through,  finally  and  for  all  time. 

Acting  Chairman  Williams.  Mr.  Miller  has  a  question  before  you 
excuse  them. 

Mr.  Miller.  This  question,  Mr.  van  der  Woude,  relates  to  a  pre- 
vious question  I  asked  you  about  the  former  issue,  $50,000,000 
debentures.  As  I  get  it  here,  about  half  of  this  issue  was  unsold. 
This  is  the  issue  you  referred  to  in.  this  memorandum.  You  state 
here  of  $56,000,000  bonds,  about  half  were  sold,  while  of  $29,000  000 
dealer  accounts,  about  $6,000,000  were  not  taken  up  or  returned  to 
underwriters. 

What  happened  to  the  price  of  that  issue  in  the  market  of  these 
unsold  bonds? 

Mr.  van  der  Woude.  They  went  down. 

Mr.  Miller.  Do  you  remember,  Mr.  Duhig,  to  what  level  they 
went  within  the  next  30  or  60  days  ? 

Mr.  Duhig.  My  recollection  is  that  they  went  to  as  low  as  90. 

1  Testimony  above  indicates  that  tho  commission  figure  in  this  telegram  should  rea<l 
"1%%."  no*  "%%." 
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Mr.  Miller.  Went  as  low  as  90. 

Mr.  Duhig.  That  is  my  recollection;  I  haven't  refreshed  my  recol 
lection  on  it. 

Mr.  Miller.  Were  these  underwriters  finally  able  to  dispose  of 
their  unsold  balances? 

Mr.  Duhig.  I  don't  know. 

Mr.  Nehemkis.  Mr.  Duhig,  may  I  interpose,  Mr.  Miller?  Do  you 
recall  that  the  war  had  taken  place  and  that  the  debentures  went 
down  one  point? 

Mr.  Duhig.  Yes.  They  are  96  at  the  present  moment,  approxi- 
mately. 

Mr.  MiixER.  This  is  July  20;  the  war  hadn't  started  in  July  1939. 

Mr.  van  der  Woude.  They  went  down.  I  don't  remember  how 
low  they  went,  because  I  left  for  England.  I  was  away  directly 
after  the  issue  was  made.  I  went  to  /England  for  about  a  month. 
That  is  why  I  can't  answer  how  low  they  went.  They  did  go  down, 
that  is  true. 

Acting  Chairman  Williams.  The  witnesses  are  excused. 

Mr.  Nehemkis.  Thank  you  very  much,  Mr.  van  der  Woude,  and 
you,  too,  Mr.  Duhig,  for  all  your  help  to  us. 

(The  witnesses,  Mr.  van  der  Woude  and  Mr.  Duhig,  were  excused.) 

Mr.  Nehemkis.  Will  Mr.  Dean  Mathey  take  the  witness  stand, 
please  ? 

Acting  Chairman  Williams.  Let  me  inquire  how  long  it  will  take. 

Mr.  Nehemkis.  Twelve  minutes,  sir.  I  will  be  through  at  12 :  30. 
I  think  it  would  be  more  helpful  to  the  committee  if  we.  could  hear 
this  witness'  testimony,  because:  Mr.  Stanley,  who  follows,  will  pro- 
ceed on  a  technical  level  of  discussion. 

Acting  Chairman  Williams.  Do  you  solemnly  swear  that  the  testi- 
mony you  are  about  to  give  in  the  matter  now  pending  will  be  the 
truth,  the  whole  truth,  and  nothing  but  the  truth,  so  help  you  God? 

Mr.  Mathey.  I  do. 

TESTIMONY  OF  DEAN  MATHEY,  VICE  PRESIDENT,  DILLON,  READ 
&  CO.,  NEW  YORK,  N.  Y. 

•Mr.  Nehemkis.  Mr.  Chairman,  may  it  please  the  committee,  I 
ask  you  to  admit  in  evidence  a  stipulation  entered  into  between  Mr. 
Arthur  Dean,  partner  of  Sullivan  §  Cromwell  and  counsel  to  The 
First  Boston  Corporation,  and  mvself,  covering  a  memorandum  by 
Mr.  H.  M.  Addinsell,  dated  March  10,  1937. 

Acting  Chairma  n  Williams.  Will  you  enlighten  the  committee 
as  to  the  substance  of  this  exhibit? 

Mr.  Nehemkis.  This  exhibit  which  I  offer  to  you  purports  to  con- 
tain the  results  cf  a  conversation  between  witness  Mathey  and  Mr. 
H.  M.  Addinsell,  and  it  is  my  intention  to  examine  this  witness  on  the 
subject  matter  of  that  conversation,  and  as  you  will  see,  the  evidence 
that  this  witness  will  offer  is  pertinent  to  the  testimony  previously 
given. 

Acting  Chairman  Williams.  You  are  offering  this  for  the  record? 

Mr.  Nehemkis.  I  am,  sir. 

Acting  Chairman  Williams.  It  may  be  admitted. 

(The  documents  referred  to  were  marked  "Exhibits  Nos.  2013-1 
and  2"  and  are  included  in  the  appendix  on  p.  12942.) 
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Mr.  Nehemkis.  Mr.  Mathey,  will  you  state  your  full  name  and 
address,  please? 

Mr.  Mathey.  Dean  Mathey,  Princeton,  N.  J. 

Mr.  Nehemkis.  And  you  are  a  partner,  are  you  not,  Mr.  Mathey, 
of  Dillon,  Read  &  Co.? 

Mr.  Mathey.  I  am  vice      esident  and  director  of  Dillon,  Read. 

THE   MATHEY -ADDINSELL  CONVERSATION 

Mr.  Nehemkis.  I  beg  your  pardon,  that  is  true.  I  should  like  to 
read  to  you,  if  I  may,  Mr.  Mathey,  a  memorandum  by  Mr.  H.  M. 
Addinsell,  of  the  First  Boston  Corporation,  which  purports  to  con- 
tain the  gist  of  a  conversation  that  Mr.  Addinsell  had  with  you 
[reading  from  "Exhibit  No.  2013-2"] 

I  lunched  today  with  Mr.  Mathey  of  Dillon  Read  who  advised  me  that  the 
Shell  Union  Oil  Company  proposes  to  issue  $60,000,000  convertible  preferred 
stock,  the  existing  preferred  stockholders  having  the  first  call  to  the  extent 
of  the  amount  outstanding:  namely  $38,000,000. 

The  company  is  having  preliminary  conversations  with  Dillon  Read  &  Co. 
on  behalf  of  the  old  syndicate,  which  will  be  substantially  the  same  although 
for  certain  reasons  Lee  Higginson  will  be  managers  of  the  account  along  with 
Dillon  Read  and  Hayden  Stone.  The  company  has  advised  Mr.  Mathey  they 
would  like  to  see  a  4%  preferred  stock  with  a  conversion  beginning  at  40,  and 
Mr.  Mathey  asked  my  opinion  as  to  whether  this  could  be  done,  to  which  I 
definitely  replied  in  the  negative.  He  agreed  to  this  and  said  he  thought 
that  if  the  company  would  make  a  4%'%  preferred  and  make  it  convertible  for 
the  first  two  years  right  close  to  the  market  (33)  at,  say,  35  he  thought  it  would 
be  do-able  at  a  price  depending  on  conditions  at  the  time  the  issue  came  out 
at  somewhere  between  par  and  105.  I  indicated  that  I  thought  a  4%% 
preferred  with  a  conversion  right  close  to  the  market  should  be  doable  at  an 
appropriate  price,  depending  on  market  conditions  at  the  time.  If  the  negotia- 
tions go  forward  the  issue  would  probably  not  come  for  at  least  six  weeks. 

Having  in  mind  the  tremendous  trading  proclivities  of  the  management  and- 
the  experience  with  the  debenture  issue,  Mr.  Mathey  is  determined  to  avoid 
being  crowded  up  by  the  company  with  regard  to  the  terms  of  the  set-up  and 
the  price. 

By  "tremendous  trading  proclivities,"  Mr.  Mathey,  you  meant 
Shell's  habit,  shall  I  say,  of  "shopping  around?" 

Mr.  Mathey.  Well,  I  guess  that  is  as  good  a  way  to  put  it  as 
any.  They  had  been  very  difficult  to  work  with  and  to  work  out 
our  previous  deal. 

DESIRE  FOR  "a  SOLID  FRONT" 

Mr.  Nehemkis.  Continuing  Mr.  Addinsell's  memorandum  [read- 
ing from  "Exhibit  No.  2013-2"]  : 

He 

Referring  to  Mr.  Mathey 

feels,  especially  in  view  of  the  fact  that  the  Shell  is  not  as  favorably  regarded 
as  some  of  the  other  oil  companies  in  spite  of  what  he  says  is  its  better  sta- 
tistical position  as  compared,  for  example,  with  Texas  and  Tide  Water,  and 
ip  view  of  his  experience  with  the  note  issue,  that  it  is  absolutely  essential  to 
a  successful  offering  that  it  be  put  out  on  an  obviously  attractive  basis. 

He  is  sure  that  the  company  will  be  shocked  at  the  proposal  he  has  in  mind 

making,  and  that  their  first  impulse  will  be  to  try  to  go  somewhere  else.    You 

'will  recall  that  the  syndicate  in  the  last  issue  was  a  pretty  comprehensive  one 

and  he  thinks  that  the  only  possible  place  they  might  go  to  is  Kuhu-rflebTtfhTI 

here  are  probably  reasons  why  they  would  not  go  even  to  them.    He  is  anxious, 

•/ever,  to  have  his  group  present  a  solid  front  to  the  company  and,  in  effect, 

agree  that  if  the  Shell  Union  does  not  trade  with  the  Dillon  Read-Hayden 
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Stone-Lee  Higginson  group,  the  members  of  this  group  will  not  join  any  other 
bankers  who  may  attempt  to  form  a  group  to  figure  on  the  business.  In  view  of 
the  well-known  trading  proclivities  of  the  Shell  people,  I  have  agreed  in 
principle  to  Mr.  Mathey's  suggestion  on  the  theory  that  if  our  large  and  strong 
group  cannot  get  the  business  on  terms  that  we  feel  attractive,  we  will  be 
better  off  to  be  out  of  the  business. 

I  submit,  Mr.  Chairman,  may  it  please  the  committee,  that  if  Mr. 
Addinsell  correctly  understood  Mr.  Mathey,  that  Mr.  Mathey's  sug- 
gestion came  perilously  close  to  constituting  a  conspiracy  in  restraint 
of  trade. 

Did  Mr.  Addinsell  correctly  understand  your  suggestion,  sir? 

Mr.  Mathey.  Well,  now,  I  think  I  remember  that  conversation 
with  Mr.  Addinsell,  and  if  I  can  review  the  facts  there,  I  would  like 
to  present  them.  Mr.  van  der  Woude  came  to  my  office  a  few  days — 
may  I  ask  the  date  of  that  letter? 

Mr.  Nehemkis.  Yes.  Perhaps  you  would  like  to  see  it.  It  is  March 
10  1937. 

Mr.  Mathey.  We  were  negotiating  for  a  preferred  stock  deal.  Mr. 
van  der  Woude  came  to  Dillon,  Read  &  Co.'s  offices,  and  I  saw  him, 
and  he  said  they  wanted  a  proposition  from  us  and  asked  us  if  we 
would  take  it  up  with  our  group,  which  consisted  of  various  people 
he  had  mentioned,  approximately  the  same  group  as  the  previous 
bond  issue. 

I  discussed  this  with  Mr.  Addinsell,  who  was  a  member  of  our 
group.  I  felt  that  they  felt  by  the  very  situation  I  was  the  nego- 
tiator for  that  group,  and  to  be  a  negotiator  for  them  I  had  to  have 
them  all  together  with  me,  I  couldn't  have  them  going  out  on  the  side 
talking  to  them;  it  was  a  perfectly  normal  business  transaction 
amongst  partners,  they  were  our  partners  in  this,  and  as  I  recall  that 
conversation,  it  might  well  have  taken  place,  just  as  he  said,  but  as  I 
recall  it,  I  said  to  Addinsell,  "Well,  now,  we  are  going  to  sink  or  swim 
together  on  this  thing;  if  you  are  ready  to  go  ahead,  I  will  go  and 
negotiate." 

Mr.  Nehemkis.  That  is  the  reason  why  you  felt  that  you  just  had 
to  have  a  united  front,  or  in  view  of  the  well-known  "trading  pro- 
clivities"— I  quote  from  Mr.  Addinsell — of  Shell  you  would  just  sink. 

Mr.  Mathey.  Well,  it  would  be  impossible  for  us  to  work  out  a  deal 
that  would  be  properly  offered  to  the  public. 

Mr.  Nehemkis.  Mr.  Mathey,  did  you  inquire  of  Morgan  Stanley  & 
Co.,  who  was  a  member  of  your  group,  a  partner,  shall  I  say,  whether 
they  would  join  you  in  this  united  front? 

Mr.  Mathey.  To  the  best  of  my  recollection  I  didn't,"  and  I  don't 
think  I  talked  to  many  people  on  that. 

Mr.  Nehemkis.  Did  you  consider  it  probable  that  Morgan  Stanley 
might  be  approached  directly  by  the  company  at  this  time? 

Mr.  Mathey.  No;  I  didn't. 

Mr.  Nehemkis.  When  did  you  first  hear  that  Morgan  Stanley  was 
negotiating  directly  with  the  company  ? 

Mr.  Mathey.  Well,  I  can't  give  that  information,  something  prior 
to  the  time  they  negotiated  with  me,  negotiations  of  the  $25,000,000 
issue  that  the  company  finally  did  with  the  Equitable  referred  to. 

Mr.  Nehemkis.  And  from  whom  did  you  learn  that  Shell  was 
negotiating  with  Morgan  Stanley,  do  you  recall? 
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Mr.  Mathey.  No  ;  I  think  the  first  time  I  heard  it,  it  was  a  matter  of 
Street  gossip. 

Mr.  Nehemkis.  When  Morgan  Stanley  &  Co.  invited  you  to  partici- 
pate in  the  $85,000,000  underwriting  in  July  of  1939,  under  their  leader- 
ship, did  you  not  decline  to  accept  a  participation? 

Mr.  Mathey.  Yes;  we  did. 

Mr.  Nehemkis.  And  do  you  recall,  Mr.  Mathey,  that  all  the  other 
members  of  the  1936  group  did  accept  participations  ? 

Mr.  Mathey.  I  do,  substantially  so  as  I  recall  the  list  as  I  saw  it  in 
the  paper. 

THE  CUSTOM  OF  "CLEARING" 

Mr.  Nehemkis.  Mr.  Mathey,  I  don't  know  whether  or  not  you  have 
been  following  the  testimony  which  this  committee  has  patiently  been 
hearing  for  the  past  several  weeks,  but  the  testimony  would  appear 
to  indicate  that  it  is  the  custom  on  the  Street  for  one  banking  house  to 
decline  to  hold  discussions  with  a  company  whose  financing  has  been 
headed  by  another  banking  house  without  first  clearing,  and  that 
appears  to  be  the  word  of  art,  with  the  banker  who  headed  the  previous 
issue.  Mr.  Mathey,  did  Morgan  Stanley  clear  with  you  before  opening 
up  discussions  with  Shell  % 

Mr.  Mathey.  I  don't  know  exactly  whether  you  would  call  it  clear- 
ing.   I  can  answer  your  question 

Mr.  Nehemkis  (interposing).  May  I  just  interrupt?  Am  I  correct 
that  "clear"  is  the  word  of  art  used  on  the  Street  in  reference  to  such 
matters  ? 

Mr.  Mathey.  I  think  it  is.  It  is  used  in  a  general  way ;  they  cleared 
in  this  respect:  Mr.  Stanley,  and  I  believe  Mr.  Hall,  called  on  Mr. 
Forrestal. 

Mr.  Nehemkis.  Mr.  Perry  Hall  ? ' 

Mr.  Mathey.  Mr.  Perry  Hall.  It  might  have  been  just  Mr.  Stan- 
ley. Now,  this  is  the  conversation  that  Mr.  Forrestal,  as  I  recall,, 
repeated  to  me.  He  said  that  the  Shell  people  had  approached  them 
and  wished  them  to  be  their  permanent  bankers  and  he  just  thought 
as  a  matter  of  courtesy  they  should  tell  us  about  it,  and  wanted  to 
know  how  we  felt  about  it.  We  said  we  weren't  very  happy  about  it, 
there  was  no  'idea  it  wasn't  cleared  one  way  or  the  other,  it  was  a 
courtesy  call,  they  asked  us  how  we  felt  about  it.  We  said  we  weren't 
very  pleased  with  it. 

Mr.  Nehemkis.  Would  I  be  correct  in  understanding  that  the  use 
of  your  word  "happy"  should  be  regarded  as,  perhaps,  an  under- 
s<  atement  ? 

Mr.  Mathey.  Well,  I  think  it  could  be;  yes. 

Mr.  Nehemkis.  I'm  sorry,  Mr.  Chairman,  I  have  run  4  minutes  over 
the  time  I  promised  you.     I  have  no  further  questions  of  the  witness. 

Mr.  Henderson.-  I  have  a  question,  Mr.  Chairman. 

Mr.  Mathey,  we  had  some  discussion  the  other  day  which  led  to  an 
interchange  between  members  of  the  committee,  and  I  think  it  was 
Mr.  Swan  of  Smith,  Barney  and  Mr.  Strauss  and  Mr.  Sehiff,  of  Kuhn, 
Loeb,  as  to  whether  investment  banking  is  a  business  or  a  profession, 
and  I  indicated  thai  it  was  decidedly  of  importance  to  this  com- 
mittee to  gel  the  distinction.  T  think  the  Wall  Street  Journal  this 
morning  has  a  very  able  editorial  which  contributes  to  the  discus- 
sion.    I  had  occasion  to  say  at  that  time  that  it  was  important.     I 
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went  on  to  say  something  like  this:  If  investment  banking  is  dis- 
tinctly a  profession,  then  of  course  it  would  be  guided  by  a  code 
of  some  kind,  similar  to  that  which  I  understand  pertains  in  the  legal 
profession.  I  indicated  also  that  if  it  were  a  business,  then  it  was 
subject,  of  course,  to  all  the  laws  regulating  competition  beginning 
with  the  Sherman  Act,  including  the  common  law,  down  through 
the  Clayton  Act,  and  the  Federal  Trade  Commission  Act. 

Do  you  have  any  opinion  as  to  whether  investment  banking  is  a 
profession  or  a  business  ? 

Mr.  Mathey.  Well,  I  should  say,  Mr.  Henderson,  sometimes  it  is  a 
profession  and  sometimes  it  isn't.  I  think  perhaps  that  question 
ought  to  be  more  clarified  among  ourselves.  I  regard  it  as  a  profes- 
sion. 

Mr.  Henderson.  Then  if  it  is  a  profession,  may  I  ask  you  whether 
what  you  and  Mr.  Addinsell  proposed  to  do  to  enlighten  these  tre- 
mendous trading  proclivities  would  be  against  the  code? 

Mr.  Mathey.  Well,  I  would  not  call  it  a  profession,  in  regard  to  our 
dealings  with  the  Shell  Union  Co.     [Laughter.]     They  have  been 
purely  on  a  business  basis,  and  my  relationships  with  Mr.  Addinsell 
were  that  of  a  number  of  partners  sticking  together. 
Mr.  Henderson.  If  it  is  a'  business — you  are  an  attorney,  I  believe  ? 
Mr.  Mathey.  No,  sir. 
Mr.  Henderson.  No  legal  training? 

Mr.  Mathey.  I  studied  law  at  night  one  year  while  I  was  working. 
Mr.  Henderson.  Then  I  am  afraid  I  can't  ask  you,  as  an  expert, 
whether  or  not  this  wasn't  an  interference  with  free  trade  as  a 
business  transaction? 

Mr.  Mathey.  Well,  Mr.  Henderson,  that  was  simply  an  arrange- 
ment with  partners,  and  it  wasn't  a  formal  one.  I  don't  know,  I  am 
sure  I  only  talked  to  a  few  on  that  score,  if  anyone  else. 

Mr.  Henderson.  Let's  take  a  similar  case,  the  original  equipment 
business  of  automobiles,  tires  particularly.  It  is  a  very  important 
piece  of  business  for  the  tire  companies,  and,  as  I  understand  it 
from  various  studies  I  have  made  personally,  there  is  quite  a  bit  of 
shopping  around.  There  is  the  keenest  interest  in  that  particular 
competition  and  one  company  plays  against  the  other.  Certainly, 
in  my  opinion,  if  it  sometimes  has  been  done  in  the  past  as  rumor 
has  it,  the  statute  of  limitation  probably  runs  on  the  transactions.  If 
the  tire  companies  got  together  and  agreed  they  would  not  do  busi- 
ness, say,  with  the  General  Motors,  it  would  be  distinctly  a  violation 
of  the  laws  regulating  competition. 

If  you  people  got  together,  your  group;  which  was  a  very  powerful 
group — it  needed  to  be  to  handle  such  situations — wouldn't  it  be  an 
interference? 
Mr.  Mathey.  I  am  not  a  lawyer,  Mr.  Henderson. 
Mr.  Henderson.  Let's  put  it  on  a  layman's  terms.     Wouldn't  it  be 
narrowing  the  market  for  their  shopping  around? 

Mr.  Mathey.  Well,  if  you  will  remember  the  conditions,  we  were 
a  group.  Mr.  van  der  Woude,  I  know  that  I  was  dealing  with  him. 
He  knew  that  I  was  dealing  for  that  group.  He  asked  me  to  take 
the  question  of  a  preferred  stock  issue  up  with  that  group.  He  knew 
them.    He  considered  them  a  group. 

Mr.  Henderson.  And  you  knew  before ,the  issue  which  vou  handled 
that  there  were  negotiations  with  other  houses,  did  you  not, : 
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Mr.  Mathet.  No;  as  a  matter  of  fact,  I  did  not.  At  that  time 
Mr.  van  der  Woude  told  me  that  the  bankers  were  going  to  negotiate 
a  loan.  I  told  Mr.  van  der  Woude  in  the  early  part  of  these  negotia- 
tions that  I  thought  it  was  very  undignified,  that  he  should  be  going 
to  our  group  members  separately,  and  the  only  way  we  would  go 
ahead  with  this  business  now  was  that  we  would  deal  with  him  alone 
for  our  group.  That  was  understood  by  him  when  he  came  down,  and 
I  do  remember  his  saying,  "Mr.  Mathey,  because  you  are  the  only  one 
negotiating  for  the  group,  you  should  give  us  a  higher  price." 
[Laughter.] 

"the  solid  front"1 

Mr.  O'Connell.  May  I  ask  a  question  ?  If  I  understood  that  memo- 
randum of  Mr.  Addinsell's  correctly,  one  of  your  suggestions  was  that, 
assuming  you  were  unable  as  a  representative  of  the  group  to  make 
a  satisfactory  deal  with  the  Shell  Co.,  the  members  of  the  group, 
even  after  the  deal  had  fallen  through  and  the  partnership,  so-called, 
had  been  dissolved,  would  refuse  even  at  that  point  to  deal  with  them. 
Is  that  true  ? 

Mr.  Mathey.  I  have  had  that  letter  and  said  Mr.  Addinsell's  con- 
versation was  either  so  or  it  might  well  have  been,  but  it  was  not 
any  agreement  at  any  moment  at  all.  It  was  just  that  we  would  have 
lunch  together  and  "let?s  stick  together."  As  a  matter  of  fact,  Mr. 
Addinsell  later  joined  another  group,  which  would  indicate  again 
that  it  was  not  a  very  seriou    matter. 

Mr.  O'Connell.  That  wo  Id  indicate  to  me  that  your  suggestion 
or  proposal  to  hold  the  lines  was  not  consummated,  but  is  there  a  clear 
distinction  between  the  group  who  had  pending  negotiations,  since 
you  were  the  leader,  and  the  agreement  not  to  deal  with  Shell  after 
the  partnership  so-called  had  been  dissolved  ? 

Mr.  Mathey.  There  may  be.  This  was  not  a  serious  conversation 
I  had  with  Addinsell.  I  had  lunch  with  him,  and  said,  "Let's  stick 
together  here.  We  are  partners.  Let's  sink  or  swim  together."  He 
put  that  interpretation.  Perhaps  he  did  so  properly.  There  wasn't 
anything  sinister  in  my  suggestion,  "Let's  stick  together."  I  think, 
under  the  circumstances,  you  can  quite  well  put  yourself  in  the  same 
position  doing  the  same  things.    That  may  be  presuming  a  little. 

Mr.  O'Connell.  It  is  quite  possible.  I  don't  know.  I  don't  know 
very  much  about  the  code  that  operates  in  the  Street  among  investment 
bankers,  and  I  don't  know  to  what  extremes  they  will  go,  but  to  my 
mind,  for  an  investment  banker  to  propose  an  alliance  which  would 
continue  after  the  negotiations,  as  I  said,  have  broken  down,  that 
certainly  very  definitely  narrows  the  area  which  the  Shell  Union  Oil 
Co.  would  be  able  to  tap  for  needed  money,  and  it  was  clearly  to  me 
along  the  line  of  Mr.  Henderson's  remarks,  at  your  suggestion,  though 
not  taken  seriously,  as  it  happened.  But  had  it  been  seriously  taken, 
the  freedom  of  the  Shell  Union  Oil  Co.  would  have  been  hampered, 
and  in  that  instance  it  would  be  a  restraint  of  trade.  Wouldn't  you 
agree  to  that? 

Mr.  Mathey.  I  am  not  a  lawyer,  again. 

Mr.  O'Connell.  I  don't  think  that  makes  much  difference.  I  don't 
think  it  is  a  legal  question. 

1  This  subject  Is  resumed  from  p.  12054,  supra. 
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Mr.  Mathey.  I  simply  can't  see  how  where  partners  are  together — 
there  must  be  millons  of  cases  of  this  throughout  the  country — and 
say,  "We  will  keep  together  for  this  deal." 

Mr.  O'Connell.  For  this  deal,  but  the  deal  falls  through.  At  that 
point  you  return  to  the  theoretical  situation  at  least  of  being  competi- 
tors.   Aren't  you  competitors  in  the  investment  banking  field? 

Mr.  Mathey.  Excepting  when  we  are  working  on  a  piece  of  business. 
I  would  think  it  would  be  perfectly  proper  for  a  group  of  partners 
to  get  together  and  say  they  will  either  sink  or  swim  together  and  if 
they  don't  get  the  business,  why  it  is  just  too  bad. 

Mr.  O'Connell.  That  is  a  little  vague.  I  can  see  a  definite  distinc- 
tion between  an  arrangement  under  which  a  group,  having  been 
formed  in  connection  with  a  particular  piece  of  financing  would  desig- 
nate a  leader  or  someone  to  do  the  negotiating  in  that  group,  and 
during  that  period  of  organization  just  good  organization  would  re- 
quire that  the  dealing  be  held  between  the  organization  and  the  rep- 
resentative of  group.  But,  as  I  understand,  it  was  proposed  here  if 
the  negotiation  fell  through  and  the  group  was  dissolved,  so-called,  the 
former  members  of  the  group  would  refuse  to  deal  with  the  Shell 
Union  Oil  Co. 

Mr.  Mathey.  Mr.  O'Connell,  I  think  that  if  that  had  been  really 
intentional  you  would  have  seen  other  evidence.  I  lunched  with 
Addinsell.  That  wasn't  anything  serious  about  that.  I  wouldn't 
say  Mr.  Addinsell  hasn't  quoted  me  correctly.  He  may  have  done  it. 
I  don't  recall  the  conversation. 

Mr.  O'Connell.  Assuming  that  was  the  conversation  ,nd  assum- 
ing that  was  your  desire,  the  entry  is  over  with  and  the  competition 
broke  out  in  spite  of  it. 

Mr.  Mathey.  It  does  seem  to  me  I  did  .nothing  in  restraint  of 
trade,  but  I  think  I  had"  better  perhaps  really  see  a  lawyer. 
[Laughter.] 

Mr.  Henderson.  As  to  the  instance,  I  am  raising  no  question  on 
that.  I  was  using  it  as  a  means  of  getting  further  clarification  as 
to  this  business  of  investment  banking,  and  I  had  nothing  else 
in  the  question  I  raised.  As  far  as  I  am  concerned,  you  don't  have 
to  see  a  lawyer  about  it. 

Mr.  Nehemkis.  Perhaps  the  record  should  show  that  counsel  doesn't 
expect  likewise  to  talk  with  Mr.  Thurman  Arnold  during  the  lunch 
period.     [Laughter.] 

Mr.  Mathey.  I  would  like  to  say  to  Mr.  Henderson,  if  this  has 
any  taint  of  restraint  of  trade  I  don't  think  it  is  a  common  practice. 
This  was  a  very  unusual  situation,  as  I  think  the  committee  has  seen 
by  the  former  testimony. 

Mr.  O'Connell.  There  aren't  very  many  issuers  like  Shell. 

Mr.  Henderson.  I  think  I  ought  to -say  to  you,  Mr.  Mathey,  that 
one  of  the  witnesses  before  the  committee  this  week  prophesied  this 
would  be  the  last  investment  banking  hearing  for  a  long  time  because 
letters  and  memoranda  would  not  in  the  future  be  kept.    [Laughter.] 

Acting  Chairman  Williams.  The  committee  will  stand  recessed 
until  2 :  30. 

(Whereupon,  at  12 :  45  p.  hi.,  a  recess  was  taken  until  2 :  30  p.  m. 
of  I  he  same  day.) 
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AFTERNOON  SESSION 

The  committee  resumed  at  2 :  30  p.  m.  on  the  expiration  of  the 
recess. 

Acting  Chairman  Williams.  The  committee  will  be  in  order,  please. 

Mr.  Nehemkis.  Mr.  Harold  Stanley,  will  you  be  good  enough  to 
take  the  witness  stand,  please? 

TESTIMONY  OF  HAROLD  STANLEY,  PRESIDENT,  AND  PERRY  E. 
HALL,  VICE  PRESIDENT,  MORGAN  STANLEY  &  CO.,  INC.,  NEW 
YORK,  N.  Y.— Resumed 

Mr.  Nehemkis.  Mr.  Stanley,  did  not  Morgan  Stanley  &  Co.  sign  a 
purchase  contract  on  March  7,  193G,  under  which  Morgan  Stanley 
purchased  severally  $5,000,000  debentures  from  Shell  at  97? 

Mr.  Stanley.  I  assume  that  date  is  correct;  around  about  that 
time;  I  accept  the  date. 

Mr.  Nehemkis.  Did  you  not  also  sign  on  or  about  the  same  date 
an  agreement  among  underwriters? 

Mr.  Stanley.  Yes. 

Mr.  Nehemkis.  Now,  this  agreement  provided,  did  it  not,  that 
each  of  the  underwriters  might  retain  such  portion  of  their  respec- 
tive, purchases  as  the  manager  should  determine? 

Mr.  Stanley.  I  think  that  is  correct. 

Mr.  Nehemkis.  I  am  asking  you  a  question  about  your  under- 
writing agreement.  I  think  I  shall  have  to  ask  you  to  give  me  a 
more  specific  answer. 

Mr.  Stanley.  May  I  see  'the  agreement,  please  ? 

Mr.  Nehemkis.  It  is  in  evidence  and  was  offered.  You  must 
have  a  copy  of  it  with  you,  don't  you  ? 

Mr.  John  M.  Young  (Morgan  Stanley  &  Co.,  Inc.)  You  said  '36, 
didn't  you? 

Mr.  Nehemkis.  I  did  speak  of  '36. 

Mr.  Stanley.  You  said  '38 ;  this  is  '39. 

Mr.  Nehemkis.  Will  the  reporter  repeat  the  last  question? 

(The  reporter  read  the  last  preceding  question.) 

Mr.  Nehemkis.  Do  you  recall  that  ? 

Mr.  Stanley.  That  is  true  in  case  of  the  '39  agreement. 

Mr.  Nehemkis.  I  was  asking  about  the  '36  agreement  which  you 
entered  into. 

Mr.  Stanley.  Sometime  ago.  May  I  say,  Mr.  Chairman,  while 
we  are  looking  that  up,  I  would  like  to  comment  on  two  things  that 
came  up  in  the  testimony  this  morning,  without  attempting  to  refer 
to  the  testimony  as  a  whole.  There  was  some  discussion  as  to  the 
relative  price  that  we  said  the  company  might  issue  loans  to  the 
public  and  the  price  at  which  they  actually  did  make  a  loan  to  the 
Equitable  Life  in  1938.  The  actual  difference  between  our  opinion 
as  to  what  they  might  have  done  publicly  at  that  time  and  the  price 
they  obtained  from  the  Equitable  was  about  a  half  point  net,  5%oo 
of  a  point,  but  of  course  you  realize  that  the  Equitable  thing  didn't 
have  the  advantage,  if  there  are  advantages,  as  there  are  in  my 
opinion,  of  a  public  distribution. 

The  other  matte)-  I  would  like  to  refer  to  is  also  a  matter  of  price. 
There  is  some  question  as  to  the  price  record  of  the  issue  which 
we  made  in  July  of  the  Shell  debentures  after  they  were  offered  to 
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the  public,  and  were  not  fully  taken  by  the  public,  and  Mr.  Van  der 
Woude  and  Mr.  Duhig  didn't  have  the  records  of  the  price  action 
which  we  had.  The  bonds  stabilized  more  or  less  the  day  after  the 
offering  around  96;  they  were  offered  at  97%,  and  then  went  down 
to  a  price  of  about  94%  the  next  month.  Then  after  the  war  came 
they  went  down  still  further,  as  all  other  bonds  did,  too. 

I  only  mention  that  because  it  was  left  sort  of  in  the  air  this 
morning. 

I  will  be  glad  to  accept  the  statement  as  correct,  Mr.  Nehemkis. 

THE  OPERATIVE  EFFECT  OF  THE   193  6   DILLON,  READ  <fe  CO.   UNDERWRITING 

AGREEMENT 

Mr.  Nehemkis.  Do  you  recall,  Mr.  Stanley,  that  that  agreement 
which  you  entered  into  as  a  participant  of  the  group  authorized 
the  managers  to  offer  any  debentures  not  so  retained  to  the  selling 
group  ? 

Mr.  Stanley.  Not  so  retained  to  the  selling  group,  yes. 

Mr.  Nehemkis.  In  case  the  members  of  the  selling  group  did  not 
take  up  all  of  the  debentures  offered  to  them  the  underwriters  agreed 
to  be  liable  for  any  debentures  not  taken  up  in  proportion  to  the 
amounts  of  their  purchases  not  retained  by  them.  That  is  to  say, 
in  proportion  to  the  amounts  of  their  purchases  which  were  offered 
to  the  selling  group  members ;  do  you  recall  that  ? 

Mr.  Stanley.  I  do. 

Mr.  Nehemkis.  Morgan  Stanley  retained  no  part  of  its  $5,000,000 
purchase;  is  that  correct?     . 

Mr.  Stanley.  That  is  correct. 

Mr.  Nehemkis.  In  other  words,  its  entire  participation  was  offered 
to  the  selling  group  ? 

Mr.  Stanley.  That  is  correct. 

Mr.  Nehemkis.  There  remained,  according  to  a  Committee  exhibit — 
and  I  must  apologize,  I  do  not  have  its  number  before  me,  but  I  shall 
supply  it  before  the  close  of  this  hearing  * — $34,475,000  unsold  deben- 
tures in  the  hands  of  the  underwriting  group,  and  in  accordance  with 
the  Dillon,  Read,  Hayden,  Stone  underwriting  agreement  the  several 
underwriters  were  required  to  take  up  the  unsold  debentures  in  propor- 
tion to  the  amount  not  retained  by  them  for  their  own  retailing.  Con- 
sequentfy  Mr.  Stanley,  Morgan  Stanley  &  Co.  was  obligated,  was  it 
not,  to  take  up  $3,207,000  of  these  unsold  debentures,  or  65  percent  of 
its  $5,000,000  purchase? 

Mr.  Stanley.  That  is  correct. 

Mr.  Nehemkis.  And  is  it  not  correct,  Mr.  Stanley,  that  Morgan 
Stanley  realized  a  loss  of  $32,755  on  its  participation  in  this  under- 
writing? 

Mr.  Stanley.  That  is  also  correct. 

Mr.  Nehemkis.  And  is  it  not  also  correct  that  this  is  the  only  loss 
ever  realized  by  Morgan  Stanley  since  the  date  of  its  organization? 

Mr.  Stanley.  I  think  it  is. 

Mr.  Nehemkis.  Mr.  Hall,  I  show  you  a  letter  from  yourself  to  me 
under  date  of  November  20, 1939.  Will  you  be  good  enough  to  tell  me 
whether  this  letter  bears  your  signature  and  was  in  fact  sent  by  you? 

1  The  exhibit  referred  to  Is  "Exhibit  N0  1991-2." 
124491—40 — pt.  24 23 
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Mr,  Hall.  It  is.  <  . 

Mr.  Nehemkis.  The  letter  and  attached  document  identified  by  the 
witness  is  offered  in  evidence. 

(The  letter  referred  to  was  marked  "Exhibit  No.  2014"  and  is  in- 
cluded in  the  appendix  on  p.  12943.) 

THE  19  39  SHELL  SYNDICATION 

Mr.  Nehemkis.  Passing,  now,  Mr.  Stanley,  to  the  syndication  of  the 
1939  issue,  in  arranging  for  the  distribution  of  the  $85j,000,000  deben- 
tures did  not  Morgan,  Stanley  form  a  group  of  85  underwriters, 
including  yourself,  of_course? 

Mr.  Stanley.  They  did. 

Mr.  Nehemkis.  And  did  not  these  underwriters  severally  agree, 
under  date  of  July  IT,  to  purchase  from  the  company  the  specified 
amounts  of  debentures  ? 

Mr.  Stanley.  They  did. 

Mr.  Nehemkis.  I  show  you  a  copy  of  an  underwriting  agreement 
with  reference  to  this  offering  and  ask  you  to  tell  me  whether  you 
identify  this  as  a  true  and  correct  copy. 

Mr.  Stanley.  I  do. 

Mr.  Nehemkis.  The  copy  identified  by  the  witness  is  offered  in 
evidence. 

Acting  Chairman  Williams.  It  may  be  received. 

(The  agreement  referred  to  was  marked  "Exhibit  No.  20l5"  and  is 
included  in  the  appendix  on  p.  12944.) 

Mr.  Nehemkis.  The  only  one  of  the  11  principal  underwriters  whose 
participation  in  the  1936  issue  had  been  $2,000,000  or  more  who  was 
not  included  in  the  1939  issue  was  Dillon,  Read  &  Co.  Is  that  correct, 
Mr.  Stanley? 

Mr.  Stanley.  The  question  was  ? 

(The  question  was  read  by  the  reporter.) 

Mr.  Stanley.  .  That  is  correct. 

Mr.  Nehemkis.  Was  not  the  inclusion  of  the  other  10  principal 
underwriters  due  in  large  measure  to  their  previous  association  with 
the  company  as  principal  underwriters? 

Mr.  Stanley.  It  was;  but  they  happen  to  be  houses  of  very  good 
standing  and   very   good   distributing   and    underwriting   capacity, 
among  the  leading  houses  in  the  business,  and  who  generally  partici 
pated  in  the  issues  which  we  managed. 

Mr.  Nehemkis.  Mr.  Stanley,  what  considerations  in  addition  to  his- 
torical relation  to  the  business  enter  into  the  determination  of  what 
underwriters  are  included  in  a  syndicate? 

Mr.  Stanley.  Well,  that  gets  into  the  question  of  a  group,  of  which 
there  has  been  a  great  deal  of  discussion  in  these  hearings,  at  least 
during  the  time  when  I  was  here  a  few  weeks  ago,  as  to  what  the  group 
does,  really.  Various  aspects  of  that  I  would  like  to  comment  on, 
but  I  won't  try  to  take  too  much  time.  I  can  do  this  part  of  it  very 
briefly  and  then  perhaps  come  to  the  other.. 

First,  I  am  not  sure  it  has  been  very  clear  to  the  committee  just  what, 
a  group  is.  A  group  is  an  aggregation  of  people  who 'buy  the  entire 
issue 
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Mr.  Nehemkis.  I  am  going  to  ask,  if  I  may  interrupt.  I  think  my 
question  was  really  a  very  simple  one  and  possibly  you  did  not  quite 
understand  what  I  meant.  I  don't  want  you  to  go  into  that  line  of 
testimony;  it  is  not  quite  relevant  at  this  point,  Mr.  Stanley.  My 
question  really  was  this :  A  manager,  such  as  your  firm,  has  certain 
considerations  in  mind  when  it  selects  other  underwriters  to  join  it  in 
a  syndicate.-  Now,  you  have  already  testified — and  there  has  been  a 
great  deal  of  testimony  here*— that  one  of  the  considerations  that  any 
manager  has  to  give  is  the  historical  relation  of  a  house  to  a  piece  of 
business.  Now,  there  are  other  considerations.  Is  not  one  such  other 
consideration  the  financial  strength  of  a  house  ? 

Mr.  Stanley.  That  is  one. 

Mr.  Nehemkis.  And  is  not  another  consideration  the  distributing 
ability  of  a  house? 

Mr.  Stanley.  In  some  cases. 

Mr.  Nehemkis.  And  those  three  considerations,  some  weighing 
more  heavily  in  certain  instances,  others  less  heavily  in  others,  deter- 
mine whether  or  not  a  house  is  or  is  not  included  in  a  syndicate? 

Mr.  Stanley.  There  is  more  to  it  than  that,  Mr.  Nehemkis,  and 
I  think  you  really  have  got  to  take  a  moment  to  let  me  try  to  state 
very  briefly  what  the  group  does.  A  group  is  formed  to  purchase 
an  issue  and  the  purpose  of  that  is  to  spread  the  commitment  of  the 
issue  among  a  good  many  people,  divide  and  insure  against  money 
commitment  and  to  divide  and  insure  against  the  money  risk  and  the 
market  changes,  and  thirdly,  to  get  a  back-log  from,  some  of  these 
people  of  distributing  ability. 

Now,  then,  with  that  purpose  in  rtiind,  you  select  people  and  the 
elements  that  Mr.  Nehemkis  mentioned  are  among  the  main  ones. 
In  addition  to  that  there  is  the  question  of  their  standing,  whether 
they  do  their  business  well  or  badly ;  they  may  have  plenty  of  capital 
and  not  do  it  well,  their  judgment  of  markets  and  judgment  of 
securities  may  not  be  the  best;  other  elements,  too,  sometimes  one 
thing  and  sometimes  another. 

Mr.  Nehemkis.  But  substantially  the  three  items  which  I  asked 
you  about  are  major  considerations. 

Mr.  Stanley.  Well,  the  standing  of  the  firm,  whether  they  do 
their  business  "well,  was  not  mentioned. 

FAMILIARITY  OP  MORGAN  STANLEY  &  CO.,  INCORPORATED,  WITH  FINANCIAL 
CONDITION  AND  DISTRIBUTING  ABILITY  OF  OTHER  UNDERWRITERS  IN 
SYNDICATE 

Mr.  Nehemkis.  Is  it  not  a  fact,  Mr.  Stanley,  that  your  firm  was 
acquainted  with  the  financial  condition  of  all  of  the  84  underwriters 
who  composed  the  syndicate? 

Mr.  Stanley.  I  think  to  a  greater  or  less  degree.  We  knew  more 
about  some  than  we  did  about  others*  We  try  to  keep  as  familiar  as 
we  can  with  their  capitalization  and  their  distributing  ability. 

Mr.  Nehemkis.  Can  you  tell  me  briefly  how  this  information  is 
obtained? 

Mr.  Stanley.  Sometimes  we  ask  them;  sometimes  they  come  in 
and  tell  us.    They  very  often  come  in  and  tell  us  how  their  sales 
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ability  has  changed  or  improved  and  try  to  put  their  best  foot  for- 
ward as  showing  themselves  qualified  to  larger  positions  in  good 
business  if  they  can  obtain  it. 

Mr.  Nehemkis.  And  this  data  concerning  the  financial  position  of 
underwriters  is  kept  on  file  in  your  firm,  changes  made  in  the  infor- 
mation from  time  to  time,  as  the  situations  altered  ? 

Mr.  Stanley.  Well,  it  is  really  not  kept  on  file.  There  is  no  real 
record  of  it.  We  know  pretty  well  what  these  people'  situation  is 
and  we  make  notes  on  their  cards. 

Mr.  Nehemkis.  On  the  performance  record  cards? 

Mr.  Stanley.  Yes;  but  it  isn't  made  in  all  cases. 

Mr.  Nehemkis.  Does  not  j^our  firm  also  keep  itself  informed  of  the 
distributing  ability  of  the  various  underwriting  firms  and  in  particu- 
lar the  84  in  the  Shell  syndicate? 

Mr.  Stanley.  Well,  I  accept  that;  I  would  say  we  keep  informed 
as  far  as  we  can,  but  I  wouldn't  limit  it  to  the  84  in  particular. 

Mr.  Nehemkis.  But  you  did  know  the  distributing  ability  of  the 
84  in  this  syndicate. 

Mr.  Stanley.  Yes;  we  thought  so. 

Mr.  Nehemkis.  And  generally  you  endeavor  to  keep  yo.urselves 
informed  of  the  distributing  ability  of  other  underwriters  and 
dealers  ? 

Mr.  Stanley.  We  do. 

Mr.  Nehemkis.  With  the  exception  of  A.  C.  Allyn  &  Co.,  were  not 
all  of  the  firms  selected  by  Morgan  Stanlev  &  Co.  ? 

Mr.  Stanley.  You  mean  in  the  $85,000,000  issue? 

Mr.  Nehemkis.  In  the  $85,000,000  issue.  We  are  addressing  our- 
selves to  that  issue  at  this  time. 

Mr.  Stanley.  That  is  hard  to  say.  I  think  we  had  the  ultimate 
responsibility,  but  there  were  various  names  of  people  that  the  com- 
pany suggested  to  us.  In  the  first  place,  we  included  all  of  the 
underwriters  in  the  previous  issue  except  3 — that  is,  there  were 
more  than  11,  there  were  29  or  so :  Dillon,  Halsey  Stuart,  and  Conrad, 
Bruce  &  Co.,  and  we  offered  it  to  Dillon  at  the  time,  and  they  said 
they  preferred  not  to  have  it  offered  to  them,  and  we  offered  it  to 
Halsey,  Stuart  at  the  same  time. 

Mr.  Nehemkis.  You  sa}'  the  company,  meaning  Shell,  made  cer- 
tain suggestions  as  to  the  inclusion  of  underwriters,  and  one  of  those 
suggestions  was  A,  C.  Allyn,  was  it  not? 

Mr.  Hall.  That  is  correct.  ; 

Mr.  Nehemkis.  And  in  addition  to  A.  C.  Allyn  &  Co.,  were  any 
other  firms  suggested  by  Shell  ? 

Mr.  Stanley.  There  were  several. 

Mr.  Nehemkis.  Can  you  give  me  the  names  of  them? 

Mr.  Hall.  I  don't  know  that  I  can  be  very  accurate  in  distinguish- 
ing, Mr.  Nehemkis,  because  some  of  them  are  probably  on  the  list 
anyway.  I  remember  Lehman  Bros,  was  one,  Francis,  Bro.  &  Co.  of 
St.  Louis  was  another;  Kalman  &  Co.  of  St.  Paul;  Havden  Stone  was 
mentioned;  Reinholdt  &  Gardner  was  another,  of  St.  Louis;  Ferris  & 
Hardgrove,  of  Seattle  and  Spokane;  Smith,  Moore  &  Co.;  William 
R.  Staats  Co. — I  remember  them  being  mentioned.  I  can't  say  that 
there  weren't  others,  but  those  I  do  remember. 
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Mr.  Nehemkis.  When  you  have  an  opportunity,  would  you  be  good 
enough  to  send  me  a  statement,  which  I  may  incorporate  in  the  rec- 
ord, of  the  names  of  the  firms  that  were  actually  suggested  by 
Shell?1 

Mr.  Stanley.  Of  course,  it  would  be  a  .  '•'  +«r  of  recollection  on 
our  part  now. 

Mr.  Hall.  I  haven't  any  list  of  that  kind. 
Mr.  Nehemkis.  Will  you  do  the  best  you  can  ? 

Mr.  Hall.  Yes. 

Mr.  Nehemjus.  Now  the  firms  that  appeared  in  the  ultimate  group 
are  those  firms  which  are  generally  included  in  the  Morgan  Stanley 
underwriting  groups  which  it  forms  and  manages,  is  that  not  correct, 
Mr.  Stanley? 

Mr  Stanley.  In  general,  yes;  but  there  were  some  who  I  think  we 
wouldn't  ordinarily  have  in  as  important  position  as  perhaps  they  were 
here.  One  reason  was  that  this  entire  29  underwriters,  most  of  whom, 
if  not  all,  I  think  we  generally  have  as  underwriters,  had  been  in  the 
previous  issue  and  this  is  a  refunding  issue  and  those  people  were 
naturally  in  touch  with  the  securities  that  were  going  to  be  sold,  and 
they  could  perform  a  better  service  than  people  who  were  not  in  touch 
with  those  securities. 

Mr.  Nehemkis.  But  with  the  exception  of  those  special  cases,  most 
of  the  members  of  this  group  generally  appear  in  the  groups  organized 
and  managed  by  Morgan  Stanley? 

Mr.  Stanley.  I  should  think  in  general  they  have  appeared;  also 
others  have  appeared.  There  is  no  set  list.  All  of  these  are  very 
good  people. 

Mr.  Nehemkis.  In  the  1936  Shell  offering,  do  you  recall^  Mr.  Stan- 
ley, that  the  underwriters  contracted  to  take  up  proportionately  an 
amount  up  to  14  percent  of  their  participations  in  order  to  cover 
defaults  by  members  of  the  group  ? 

Mr.  Stanley.  Yes ;  I  do. 

Mr.  Nehemkis.  And  do  you  recall  that  no  such  provision  appears 
in  the  1939  Morgan  Stanley  purchase  contract  ? 

Mr.  Stanley.  Quite  true. 

Mr.  Nehemkis.  You  have  testified,  Mr.  Stanley,  that  in  the  offerings 
of  the  American  Telephone  &  Telegraph  Co.,  your  firm  guarantees  the 
several  commitments  of  all  of  the  other  underwriters.2  .  Do  you  recall 
your  testimony  on  that  subject  ? 

Mr.  Stanley.  I  do. 

Mr.  Nehemkis.  I  show  you  an  excerpt  from  the  contract  with  refer- 
ence to  the  $22,250,000  Southern  Bell  Telephone  offering  40-year  3  per- 
cent debentures,  containing  article  III.  Will  you  tell  me  if  you  recog- 
nize this  to  be  a  correct  transcript  of  article  III  of  that  contract? 

Mr.  Stanley.  I  am  quite  willing  to  accept  your  statement  it  is. 

Mr.  Nehemkis.  And  you  so  identify  it  ? 

Mr.  Stanley.  Yes. 

Mr.  Nehemkis.  The  statement  is  offered  in  evidence,  Mr.  Chairman. 

(The  transcript  referred  to  was  marked  "Exhibit  No.  2016"  and 
is  included  in  the  appendix  on  p.  12956.) 


xMr.  Hall,  under  date  of  February  5,  >940,  submitted*  the  information   requested,     it 
included  in  the  appendix  on  p.  13020:  - 
3  Hearings,  Part  23,  pp.  1196$,  11981. 
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Mr.  Nehemkis.  In  the  Shell  offering,  however,  Morgan  Stanley  did 
not  guarantee  the  commitments  of  the  other  underwriters? 

Mr.  Stanley.  That  is  true. 

Mr.  Nehemkis.  Did  any  of  the  84  underwriters  participate  with 
Morgan  Stanley  &  Co.  in  discussions  with  Shell  relative  to  terms, 
price  ? 

Mr.  Stanley.  No;  I  think  not;  but,  of  course,  our  discussions  with 
them  on  behalf  of  the  underwriters  represented  the  combined  views, 
the  consensus  of  the  views  of  major  underwriters. 

Mr.  Nehemkis.  Did  any  of  the  other  84  underwriters  discuss  with 
Morgan  Stanley  price  and  terms  of  the  proposed  issue? 

Mr.  Stanley.  Oh,  yes. 

Mr.  Nehemkis.  So  that  your  answer  to  my  previous  question  is 
"no,"  and  your  answer  to  the  last  question  is  "yes,"  is  that  correct,  sir? 

Mr.  Stanley.  That  is  correct. 

ARTICLE  H  AND  IV  OF  THE  MORGAN   STANLEY   &   CO.,  INC.,  UNDERWRITING 

AGREEMENT 

Mr.  Nehemkis.  The  underwriting  agreement 1  contains  a  provision, 
being  article  II,  which  gives  Morgan  Stanley  *&  Co.  the  right — 

to  reserve  for  sale  and  to  sell  on  our  behalf  any  or  all  of  such  debentures  to 
dealers — 

on  such  amounts  as  you  shall  in  your  discretion  determine.  Do  you 
recall  that  provision,  Mr.  Stanley  ? 

Mr.  Stanley.  I  do. 

Mr.  Nehemkis.  This  provision  is  usual  and  customary  in  agree- 
ments among  underwriters,  is  it  not? 

Mr.  Stanley.  Well,  there  are  various  kinds  of  contracts.  I  am  not 
sure  that  I  would  characterize  it  as  usual  and  customary.  It  is  in  cer- 
tain types  of  business,  and  there  are  various  other  forms.  I  think,  in 
general,  that  particular  clause  is  customary  today,  although  it  wasn't 
a  few  years  ago. 

Mr.  Nehemkis.  If  I  understand  you  correctly,  your  answer  is  that, 
in  general,  subject,  of  course,  to  variations  in  draftsmanship,  that 
kind  of  clause  appears  in  most  underwriting  agreements,  is  that  true  ? 

Mr.  Stanley.  In  the  case  of  contracts  which  have  a  several  tinder- 
taking  instead  of  a  joint  undertaking. 

Mr.  Nehemkis.  Now,  the  underwriting  agreement x  contains  another 
provision,  article  IV,  which  provides  that  "as  compensation  for  your 
service,  we  agree,"  that  is  to  say  the  underwriters,  "to  pay  you," 
Morgan  Stanley,  "on  the  closing  day  an  amount  equal  to  one-fourth 
percent  of  the  principal  amount."    Do  you  recall  that  provision,  sir? 

Mr.  Stanley.  I  do. 

Mr.  Nehemkis.  And  that  provision  appears  in  all  underwriting 
agreements  of  Morgan  Stanley,  does  it  not? 

Mr.  Stanley.  A  provision  for  payment  to  the  manager  appears  in 
contracts,  excepting  when  they  are  subunderwriting  contracts.  The 
amount  of  compensation  varies  a  great  deal. 

Mr.  Nehemkis.  But  it  is  usually  one-fourth  percent  of  the  principal 
amount,  isn't  it? 


1  "Exhibit  No.  2015." 
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Mr.  Stanley.  It  is  one-fourth  to  three-eighths  on  long-term  or 
medium-length  issues.     It  may  be  less  on  shorter  issues. 

Mr.  Nehemkis.  And  it  is  that  one-fourth  percent  which  has  given 
rise  to  the  jingle — 

With  Bells  on  their  fingers 
And  Shells  on  their  toes, 
A  quarter  to  Morgan 
However  she  goes. 

Mr.  Stanley.  I  really  wouldn't  know. 

Mr.  Nehemkis.  You  have  never  heard  that  jingle? 

Mr.  Stanley.  No. 

Mr.  Henderson.  That  was  in  Fortune,1  wasn't  it,  in  connection  with 
an  article  on  investment  banking? 

Mr.  Stanley.  It  is  very  interesting. 

You  understood  my  reference  to  subunderwriting  agreements  which 
are  not  possible  under  the  rules  and  opinion  of  the  S.  E.  C,  which 
to  my  mind  is  the  best  way  of  doing  underwriting.  They  permitted 
us  to  do  it  once,  in  the  case  of  Consolidated  Edison  of  New  York,  then 
they  felt  it  wasn't  strictly  in  accordance  with  their  rules  and  we  haven't 
done  it  since.    But  it  is  done  in  railroad  issues. 

article  viii  or  the  morgan  Stanley  &  co.,  incorporated,  underwriting 

AGREEMENT 

Mr.  Nehemkis.  I  do  follow  you.  The  underwriting  agreement  on 
the  Shell  offering  further  provides,  does  it  not,  Mr.  Stanley,  that  any 
debentures  reserved  for  sale  to  dealers  but  not  purchased  by  them 
should  be  taken  up  by  the  underwriters  as  nearly  as  practicable  in 
proportion  to  the  principal  amount  of  debentures  which  each  severally 
has  agreed  to  purchase  from  the  company? 

Mr.  Stanley.  It  does. 

Mr.  Nehemkis.  And  is  that  not  a  provision  taken  from  Article  VIII 
of  the  underwriting  agreement? 2 

Mr.  Stanley.  It  is. 

Mr.  Nehemkis.  Now  this  provision  is  contained  in  the  underwriting 
agreements  in  all  issues  managed  by  Morgan  Stanley  &  Co.,  is  it  not? 

Mr.  Stanley.  Well,  that  or  a  similar  agreement,  excepting  in  sub- 
underwriting. 

Mr.  Nehemkis.  I  am  going  to  repeat  my  question  because  I  think 
you  can  give  me  a  more  specific  answer.  Is  not  that  provision  con- 
tained in  the  underwriting  agreement  in  all  issues  managed  by  Morgan 
Stanley  &  Co.? 

Mr.  Stanley.  It  wouldn't  be  in  subunderwriting.  By  provision, 
if  you  mean  that  method  of  determination 

Mr.  Nehemkis  (interposing).  That  is  correct. 

Mr.  Stanley.  It  is  general  in  our  contract,  except  in  subunder- 
writing. 

Mr.  Nehemkis.  Thank  you,  sir.  Now,  the  underwriting  agreement 
customarily  used  by  all  other  houses  provides  for  the  reallocation  of 
unsold  bonds  in  proportion  to  the  amount  contributed  to  the  selling 
group,  is  that  not  correct,  Mr.  Stanley  ? 

1  See  Fortune,  September  1939,  Vol.  XX,  No.  3,  p.  109. 

2  "Exhibit  No.  2015." 
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Mr.  Stanley.  Not  all  contracts  of  all  other  houses  by  any  means. 
I  am  afraid  this  gets  into  technicalities. 

Mr.  Nehemkis.  That  is  exactly  what  this  hearing  is  devoted  to, 
the  technicalities  of  underwriting,  so  feel  free  to  be  technical. 

Mr.  Stanley.  I  will  try  not  to  be,  but 

Mr.  Nehemkis.  (interposing) .  Now,  let  me  get  your  answer.  Did 
t  understand  you  to  say  that  you  didn't  think  that  underwriting 
agreements  customarily  used  by  all  other  houses  provided  other 
than  article  VIII  of  the  Morgan  Stanley  agreement? 

Mr.  Stanley.  No;  I  think  they  do  not;  some  do  and  some  do  not. 

Mr.  Nehemkis.  Will  you  tell  me  which  houses  that  you  are  familiar 
with  provide  as  does  article  VIII  of  the  Morgan  Stanley  agreement? 
Mr.  Stanley.  Well,  several  or  most  of  the  other  houses,  large 
houses,  have  a  different  arrangement  than  this  in  the  case  of  regis- 
tered corporate  bond  issues.  Those  same  houses  who  are  in  the 
municipal  business  or  the  equipment  trust  business,  have  contracts 
covering  very  large  amounts  of  such  securities,  perhaps  larger  than 
their  corporates  in  some  cases,  which  has  an  arrangement  which  has 
the  same  effect  as  this. 

Mr.  Nehemkis.  Speaking,  however,  of  corporate  bond  issues,  do 
you  know  of  any  house  other  than  yours  which  at  the  present  time 
uses  a  provision  comparable  to  article  VIII? 

Mr.  Stanley.  In  the  case  of  registered  corporate  bonds  I  do  not, 
except  in  the  case  of  subunderwritmg. 

Mr.  Nehemkis.  Mr.  Stanley,  you  are  somewhat  elusive  this  after- 
noon. 

Mr.  Stanley.  No,  Mr.  Nehemkis. 

Mr.  Nehemkis.  I  want  to  get  your  answers  as  they  come.  Do  I 
understand  you  correctly,  sir,  to  have  said  that  you  agreed  with 
my  first  statement  that  there  was  no  other  underwriting  house  today 
which?  on  corporate  bond  issues,  follows  substantially  the  provision 
of  article  VIII  of  Morgan  Stanley's  underwriting  agreement? 

Mr.  Stanley.  You  haven't  stated  your  question  in  the  same  way 
you  did  before,  Mr.  Nehemkis. 

Mr.  Nehemkis.  That  was  a  recapitulation  of  what  I  thought  your 
answer  was.    If  I  have  not  understood  it  correctly,  you  repeat  it. 

Mr.  Stanley.  I  think  that  this  method  of  taking  unsold  bonds 
that  have  been  offered  to  the  selling  group — and  I  should  like  to 
explain  to  the  committee  what  a  selling  group  is,  unless  that  is  per- 
fectly clear. 

Mr.  Nehemkis.  Mr.  Stanley,  I  want  you  to  give  me  an  answer  to 
my  question. 

Mr.  Stanley.  Mr.  Nehemkis,  I  am  trying  to. 

Mr.  Nehemkis.  Please  proceed. 

Mr.  Stanley.  You  can't  tell  what  bonds  come  back  from  a  selling 
group  unless  you  know  what  a  selling  group  is. 

Mr.  Nehemkis.  I  think  I  put  to  you  a  straightforward  question 
and  I  want  you  to  give  me  a  straightforward  answer.  I  want  to 
know  to  the  best  of  your  knowledge — consult  your  associates  if 
necessary — whether  you  know  of  any  other  American  investment 
banking  house  which  today  uses  in  its  underwriting  agreements  a 
provision  comparable  to  article  VIII  of  the  Morgan  Stanley  under- 
writing agreement.  In  my  humble  judgment,  that  question  lends 
itself  to  a  simple  answer. 
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Mr.  Stanley.  You  have  put  your  question  still  a  third  way. 

Mr.  Nehemkis.  I  am  trying  to  make  it  easy  for  you. 

Mr.  Stanley.  I  have  answfered  that  question.  In  the  case  of 
municipals 

Mr.  Nehemkis  (interposing).  Corporate  issues — we  are  addressing 
ourselves  to  corporate  issues. 

Mr.  Stanley.  Registered  corporate  issues,  because  railroads  are 
corporate  issues,  too. 

Mr.  Nehemkis.  Registered  corporate  issues. 

Mr.  Stanley.  That  is  simple.     I  don't  know  of  any  other. 

Mr.  Nehemkis.  Thank  you  very  much,  sir. 

Mr.  Chairman,  I  should  like  to  offer  in  evidence  some  research 
undertaken  by  members  of  my  staff,  being  a  study  of  24  underwriting 
agreements  by  leading  investment,  banking  houses  of  this  country. 
The  reason  I  was  anxious  to  get  Mr.  Stanley's  answer  was  because, 
having  studied  these  agreements,  we  didn't  find  anything  compar- 
able to  article  VIII.  I  have  here  the  actual  agreements,  and  here, 
sir,  excerpts  together  with  an  index  for  the  reporter,  to  those  excerpts. 
May  I  request  that  the  agreements  themselves  be  placed  on  file  with 
the  committee  so  that  those  who  may  in  the  future  wish  to  study 
them  will  have  that  opportunity,  and  that  the  excerpts  be  spread 
on  the  record  of  the  committee.    I  now  offer  them  to  you,  sir. 

Acting  Chairman  Williams.  The  excerpts  may  be  admitted  for 
the  record  and  the  balance  of  these  exhibits  will  be  filed. 

(The  underwriting  agreements  referred  to  were  marked  "Exhibits 
Nos.  2017  to  2040"  and  are  on  file  with  the  committee.  The  excerpts 
accompanying  each  agreement  were  numbered  accordingly  and  are 
included  in  the  appendix  on  pp.  12957-12965.) 

Mr.  Nehemkis.  Mr.  Stanley,  under  article  II  of  the  underwriting 
agreement  (referring  to  "Exhibit  No.  2015")  does  not  Morgan 
Stanley  reserve  out  of  the  amount  purchased  by  each  underwriter 
a  portion  of  such  participation  for  offering  to  the  dealers,  that  is  the 
selling  group? 

Mr.  Stanley.  Reserve  bonds ;  that  is  correct. 

Mr.  Nehemkis.  And  the  balance  is  reserved  for  the  retail  distri- 
bution of  the  underwriter;  is  that  correct,  sir? 

Mr.  Stanley.  Yes. 

Mr.  Nehemkis.  In  the  Shell  underwriting,  was  not  $28,950,000 
debentures  reserved  for  offerings  to  the  selling  group  ? 

Mr.  Stanley.  I  accept  that  figure,  subject  to  check. 

Mr.  Hall.  Would  you  mind  repeating  it? 

Mr.  Nehemkis.  The  figure  is  $28,950,000  debentures  reserved  for 
offering  to  the  selling  group. 

OVEROFFERING  TO  SELLING  GROUP 

Mr.  Hall.  I  have  a  memorandum  here  which  shows  the  amount 
retained  by  underwriters  for  retail  sale  was  $56,050,000  and  the  differ- 
ence would  be  the  amount  reserved  for  offering  by  the  selling  group. 

Mr.  Nehemkis.  So  the  difference  would  be  the  figure  I  first  men- 
tioned, namely,  $28,950,000;  right  ? 
/  Mr.  Hall.  That  is  correct. 

Mr.  Nehemkis.  And  $56,050,000  wprp^res»-rvpd  for  retailing  by  the 
underwriters,  Mr.  Stanley? 

Mr.  Stanley.  That  is  correct. 


12668       CONCENTRATION  OF  ECONOMIC  POWER 

Mr.  Nehemkis.  However,  the  amount  actually  offered  to  the  selling 
group  was  $31,250,000,  or  $2,300,000  in  excess  of  the  amount  reserved 
for  the  selling  group ;  is  that  correct,  sir  ? 

Mr.  Stanley.  That  is  correct. 

Mr.  Nehemkis.  Will  you  be  good  enough  to  explain  the  reason 
for  this  overoffering  to  the  selling  group? 

Mr.  Stanley.  Well,  it  is  simply  an  overallotment. 

Mr.  Nehemkis.  What  is  the  purpose  of  the  overallotment?  Is  it 
customary  to  overoffer  to  the  selling  group  in  your  syndications? 

Mr.  Stanley.  I  don't  know  whether  it  is  customary.  It  is  done 
quite  often.     Mr.  Hall  can  say. 

Mr.  Nehemkis.  Mr.  Hall,  suppose  I  address  the  question  to  you. 
Can  you  tell  me  roughly  in  how  many  recent  offerings  by  Morgan 
Stanley  you  have  overoffered  to  the  selling  group  ? 

Mr.  Hall.  I  don't  know  that  I  could  tell  you.  I  know  in  three  of 
the  last  four:  Louisville  &  Nashville,  Southern  Bell,  and  Shell  Oil, 
and  I  am  not  sure  whether  we  did  it  on  the  issue  of  Consumers 
Power. 

Mr.  Nehemkis.  What  is  the  purpose  of  overoffering  to  the  selling 
group  ? 

Mr.  Hall.  In  offering  a  bond  issue,  Mr.  Nehemkis,  it  is  a  matter 
of  merchandising  a  large  amount  of  bonds  throughout  the  country, 
and  those  bonds  are  offered  by  the  underwriters  to  hundreds  of 
dealers  situated  in  various  States  throughout  the  Nation,  who  in 
turn  reoffer  the  bonds  to  their  clients.  It  may  very  well  be  that 
on  an  issue  as  large  as  one  of  $85,000,000,  that  the  manager  may 
miscalculate  the  amount  of  bonds  which  might  be  adapted  to  any 
particular  market  or  any  particular  State,  and  based  entirely  on  his 
judgment  and  experience  in  selling  bonds,  he  may  or  may  not 
overallot.  If  he  does  overallot  it  is  in  the  expectation,  or  I  might 
put  it,  it  is  a  possible  thought  in  his  mind  that  in  some  cases  bonds 
will  be  declined,  and  he  is  nopef ul  that  in  his  overallotment  he  will 
come  close  to  gaging  what  that  declination  will  amount  to.  In  this 
particular  issue  we  overalloted  as  you  mention,  something  like  $2,- 
300,000  bonds  and  as  matter  of  fact,  the  amount  declined  was 
$9,111,001. 

Mr.  Nehemkis.  So  that  the  purpose  in  the  Shell  Union  offering  at 
least  in  overallotment  was  because  Morgan  Stanley  had  pretty  strong 
intimations  that  there  were  going  to  be  heavy  declinations  by  the 
dealers;  is  that  not  correct,  sir? 

Mr.  Hall.  I  can't  give  an  answer  "Yes"  or  "No"  to  the  question  and 
I  would  like  to  explain,  if  I  may. 

Mr.  Nehemkis.  Please  proceed. 

Mr.  Hall.  The  contract  to  purchase  these  bonds  from  the  company, 
which  was  signed  by  the  various  underwriters,  was  signed  on  Monday, 
July  17,  with  the  expectation  that  the  bonds  would  be  reoffered  to  the 
public  on  Wednesday,  July  19.  It  is  true  that  from  the  time  we 
signed  that  contract,  namely  Monday  morning,  July  IT,  and  the  time 
of  the  actual  offering  on  July  19,  in  our  judgment,  those  who  were 
charged  with  the  responsibility  of  distributing  that  issue,  we  had 
reason  to  believe  that  it  would  be  a  difficult  selling  proposition,  and 
based  on  that  we  did  overallot  in  (he  expectation  there  would  be  some, 
declination. 
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Mr.  Stanley.  May  I  add  that  I  wasn't  in  New  York  at  the  time, 
Mr.  Nehemkis,  at  the  time  the  deal  was  signed  up  on  Monday.  It  is 
my  information  from  Mr.  Hall  that  the  underwriters  as  a  group  had 
every  expectation  that  the  issue  would  be  a  complete  success  at  the 
price  it  was  to  be  offered.  It  cooled  off  in  the  next  couple  of  days ; 
similar  bonds  went  off,  like  Standard  of  New  Jersey  and  Texas,  and 
things  of  that  kind,  a  quarter  or  half  a  point,  but  there  has  been  a 
lot  of  talk  about  pricing  in  these  hearings  and  it  is  an  awfully  wise 
man  that  can  gage  a  price  to  a  quarter  or  half  point.  You  have  bonds 
on  the  New  York  Stock  Exchange  that  fluctuate  a  point  a  day,  but 
whatever  the  reasons  for  the  decline  in  the  market,  and  it  wasn't 
really  so  much  a  matter  of  material  decline  of  the  market,  as  I  am 
informed — I  was  away  at  the  time — but  the  feeling  became  prevalent 
that  the  market  was  very  "toppy."  This  was  really  about  the  high 
point  of  the  bond  market,  and  things  were  very  sensitive;  more  a 
matter  of  feeling  that  affected  marketability  than  actual  change  of 
price. 

Mr.  Nehemkis.  Mr.  Chairman,  may  it  please  the  committee,  I  desire 
to  offer  in  evidence  at  this  time  the  list  containing  the  amount  re- 
served to  the  underwriters.  Before  doing  so  I  am  going  to  ask  Mr. 
Hall  to  just  glance  at  this,  because  this  is  information  which  was 
furnished  by  Morgan,  Stanley  to  the  Securities  and  Exchange  Com-- 
mission  in  connection  with  the  issue  we  are  now  discussing. 

Mr.  Hall.  There  are  things  I  don't  remember.  I  am  sure  if  you 
say  it  is,  it  is  all  right. 

Acting  Chairman  Williams.  It  may  be  received. 

(The  document  referred  to  was  marked  "Exhibit  No.  2041"  and  is 
included  in  the  appendix  on  p.  12965.) 

CRITERIA  USED  IN   DETERMINING  THE   AMOUNTS   RESERVED   FOR 
UNDERWRITERS 

Mr.  Nehemkis.  Mr.  Stanley,  how  do  you  determine  the  amounts  of 
reservations  for  underwriters  ?  > 

Mr.  Stanley.  Well,  it  comes  from  experience  and  knowledge  of  their 
relative  ability  in  distribution,  *and  their  capital  and  their  general 
performance  record  in  business  over  a  period  of  time. 

Mr.  Nehemkis.  Due  to  the  noise  in  the  room,  I  didn't  get  your 
answer  on  that.    Could  I  ask  you  to  repeat  it? 

Mr.  Stanley.  Could  the  reporter  read  it? 

Mr.  Nehemkis.  Will  the  reporter  please  read  the  preceding  question 
and  answer  ? 

(Question  and  answer  read  by  reporter.) 

Mr.  Nehemkis.  Do  you  consult  with  the  individual  underwriters 
in  making  up  their  reservations? 

Mr.  Stanley.  Perhaps  I  didn't  get  the  point  of  your  previous  ques- 
tion completely.  Is  the  question  of  the  amount  of  reserve  or  their 
original  underwriting  commitment? 

Mr;  Nehemkis.  Amount  reserved. 

Mr.  Stanley.  The  same  answer  applies  to  that,  plus  some  additional 
things;  for  example,  Lee  Higginson  sold  a  good  many  bonds  pre- 
viously in  Shell  issues  and  had  a  clientele  that  was  familiar  with  Shell 
bonds,  and  they  would  probably  receive  more  in  this  issue  than  some 
other  issue. 
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In  answer  to  your  last  question,  we  do  consult  with  them  usually 
about  what  they  would  like  to  sell. 

Mr.  Nehemkis.  Are  there  any  customary  percentages  generally 
reserved  for  the  various  underwriters? 

Mr.  Stanley.  Well,  no  customary  percentages  over  a  period  of  time. 
It  may  work  out  more  or  less  on  the  average.  There  are  bound  to  be 
cases  where  it  is  quite  out  of  line  with  the  average. 

Mr.  Henderson.  May  I  ask  a  question?  In  case  of  overallotment  in 
the  market,  you  are  short  that  many  bonds,  aren't  you  ? 

Mr.  Hall..  That  is  correct. 

Mr.  Henderson.  Is  it  usual  practice  to  get  the  underwriters  to  give 
up  on  the  basis  of  any  fixed  percent  interest? 

Mr.  Hall.  You  are  speaking,  if  you  do  have  a  shortage  of  per- 
centage ? 

Mr.  Henderson.  Yes. 

Mr.  Hall.  That  might  work  in  different  ways,  depending  upon  the 
amount  of  that  shortage.  In  general,  if  you  had  a  large  shortage,  it 
would  probably  have  been  established  because  the  overallotment  was 
as  I  say,  100  percent  taken.  The  underwriters  also  sold  their  bonds  and 
you  absorb  whatever  losses  there  are. 

Mr.  Henderson.  You  are  stabilizing  capital.  Technically  you  would 
be  short? 

Mr.  Hall.  That  is  correct. 

Mr.  Nehemkis.  Mr.  Mathers,  where  did  you  obtain  the  documents 
you  have  ? 

Mr.  Lloyd  Mathers  (Securities  &  Exchange  Commission).  From 
Halsey,  Stuart  &  Co. 

Mr.  Nehemkis.  New  York  or  Chicago  ? 

Mr.  Mathers.  New  York. 

Mr.  Nehemkis.  Were  they  furnished  to  you  by  an  official  of  that 
organization  ? 

Mr.  Mathers.  They  were. 

Mr.  Nehemkis.  And  you  recognize  them  as  documents  that  are 
correct  ? 

Mr.  Mathers.  Yes. 

Mr.  Nehemkis.  Thank  you,  sir. 

As  indicative,  Mr.  Chairman,  of  the  general  practice  we  have  been 
discussing  for  whatever  light  may  be  thrown  on  the  subject,  I  wish  to 
read  and  then  offer  in  evidence  the  documents  and  files  as  identified 
by  Mr.  Mathers. 

This  is  a  telegram  over  the  private  wire  of  Halsey,  Stuart  to  their 
New  York  office  to  Carlson,  August  29,  1938  [reading  "Exhibit  No. 
2042-1"]  : 

Would  appreciate  if  you  can  find  out  amount  set  aside  for  special  sales  and 
also  for  selling  groups  in  following  deals :  U.  S.  Steel,  Philadelphia  Elec.  Union 
Elec.  of  Mo.,  Northern  States  Pr.,  160  million  A.  T.  &  T,  and  60  million  Con- 
solidated Edison. 

(Signed)    Hough. 

And  then  Carlson  wires  back  to  Hough  [reading  "Exhibit  No. 
2042-2"]  : 

Your  3  will  check  around  and  advise — 

And  having  checked  around,  Carlson  now  proceeds,  August  30, 1938, 
to  advise  Hough  as  follows  [reading  "Exhibit  No.  2042-3"]  : 
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Difficult  get  full  story  Morgan  deals.  All  they  tell  aa  underwriter  is  what  he 
gives  up  himself.  Had  understood  this  to  be  case  and  have  had  verified  by  several 
people  including  1st  Boston.  Morgan  Stanley  does  not  arrange  special  sales  in 
sense  of  directing  underwriters  give  up  certain  amounts  to  certain  institutions. 
They  sometimes  say  at  underwriters  meetings  who  are  interested  and  who  they 
would  like  to  see  favored  with  bonds  but  without  designating  amounts.  Off  the 
record  there  is  gossip  about  their  making  more  definite  suggestions  in  special 
cases  of  underwriters  in  hock.  As  for  dealer  giveups  their  treatment  of  under- 
writers varies  greatly.  Shields  &  Graham  Parsons  say  generally  get  more  in 
S  G  than  in  underwriting.  Blair  say  they  generally  average  about  50%.  Stanton 
1st  Boston  guesses  40-50%  to  dealers  but  purely  guess.  Herzog  at  Shields 
guesses  40%  to  dealers  average  large  issue.  Waiting  info  from  Blair  &  Dillon 
other  issues. 

And  then,  having  further  looked  around,  Carlson,  on  August  31, 
1938,  again  advises  Hough  [reading  "Exhibit  No.  2042-4"]  : 

Blyth  says  giveups  by  them  to  SG  on  Morgan  Stanley  deals  run  from  45%  up. 

I  offer  in  evidence  the  documents  from  which  I  have  read. 

(The  telegrams  referred  to  were  marked  "Exhibits  Nos.  2042-1  to 
2042-5"  and  appear  in  full  in  the  text,  except  for  "Exhibit  No.  2042-5," 
which  is  included  in  the  appendix  on  p.  12966.) 

Mr.  Nehemkis.  On  the  morning  of  July  1,  1939,  the  individual 
underwriters  were  notified  as  to  the  amounts  of  their  purchase  reserveo1 
for  offering  to  dealers  and  the  amounts  reserved  for  their  own  retail 
distribution,  were  they  not,  Mr.  Stanley? 

Mr.  Stanley.  Yes. 

Mr.  Nehemkis.  I  wonder  if  you  could  briefly  describe  to  the  com- 
mittee the  method  by  which  notification  is  effected,  or  perhaps  you 
would  like  Mr.  Hall  to  do  it,  since  he  is  more  familiar  with  it.  De- 
scribe"  the  telegraphic  procedure,  please,  if  you  will. 

NOTIFICATION  TO  UNDERWRITERS  RELATING  TO 'AMOUNTS  OF  DEBENTURES 
RESERVED  FOR  OFFERING  TO  DEALERS  AND  FOR  THEIR  OWN  RETAIL 
DISTRIBUTION 

Mr.  Hall.  The  procedure  is  briefly  as  follows :  Having  planned,  as 
in  this  case,  to  sell  the  issue  on  Wednesday  morning,  the  night  pre 
vious,  Tuesday  night,  telegrams  were  sent  to  several  hundred  dealers 
throughout  the  country  which  I  mentioned  before,  who  are  in  the 
selling  group,  telling  them  the  amount  of  bonds  which  they  are 
offered,  and  at  the  same  time  telegrams  are  ?ent  to  the  underwriters 
telling  them  the  amount  of  bonds  which  they  in  turn  may  retain  for 
retail  distribution. 

It  is  a  brief  telegram  referring  to  our  previous  selling  group  and 
underwriting  letters  and  saying  that  the  amount  that  they  may  retain 
is  blank  principal  amount. 

Mr.  Stanley.  I  would  like  to  say  a  word  as  to  why  we  do  that  and 
why  we  don't  tell  these  underwriters  ahead  of  time  what  they  shall 
have  for  selling  purposes.  We  do  it  to  put  everybody  on  the  same 
basis,  make  it  even  as  to  what  they  know  they  have  to  sell  the  big 
fellow  and  the  little  fellow  over  the  country;  and  the  original  reason 
why  we  reserve  the  right  and  don't  have  a  definite  formula  is  that  we 
think  since  we  are  not  in  the  retail  selling  at  all  and  since  we  don't 
compete  from  a  sales  point  of  view  with  any  of  our  co-underwrit 
ers  that  we  are  in  a  better  position  to  determine  for  the  good  of  the 
deal  what  the  relative  amounts  of  these  different  people  should  have 
than  if  we  left  it  to  them.     Because  one  fellow  might  want  a  lot  and 
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another  fellow  might  not.  In  our  opinion,  when  we  started  in  busi- 
ness it  was  the  custom  of  the  retailing  houses  in  the  street  to  retain 
too  much  for  themselves,  and  to  give  too  little  to  the  selling  group 
around  the  country.  We  wanted  to  get  wider  distribution,  so  we 
established  this  method  of  reserving  this  right. 

Mr.  Nehemkis.  At  the  time  you  determined  these  reservations,  Mr. 
Hall,  you  had  already  received  the  reaction  from  prospective  under- 
writers arid  large  buyers,  which  indicated  that  the  offering  might  not 
be  entirely  successful.     Is  that  not  correct? 

Mr.  Hall.  There  again  I  would  like  to  explain,  if  I  may,  Mr. 
Nehemkis,  it  is  customary  when  an  issue  is  first  filed  in  registration 
in  the  S.  E.  C.  that  publicity  is*  given  to  that  fact.  The  various 
services,  like  Moody's,  Poor's,  send  that  information  throughout  the 
country,  plus  the  fact  that  the  newspapers  also  publish  the  informa- 
tion that  a  certain  issue  has  been  filed  in  the  Securities  and  Exchange 
Commission.  It  has  become  the  custom  of  the  various  dealers  and 
underwriters  throughout  the  country  when  they  receive  that  informa- 
tion, to,  I  think,  sometimes  as  a  matter  of  form,  in  most  cases  because 
they  don't  even  know  what  the  price  or  terms  are,  but  nevertheless, 
they  do  communicate  with  the  house  that  they  believe  and  understand 
is  going  to  be  the  manager. 

Now,  to  be  specific,  in  answering  your. question,  we  do  not  contact 
the  big  institutions  to  ask  them  what  amount  they  would  take  or 
what  price  they  would  pay,  nor  do  we  contact  the  dealers  throughout 
the  country.  I  think  it  is  fair  to -say  it  rather  works,  as  far  as  the 
dealers  throughout  the  country  are  concerned,  the  other  way,  that 
they  make  application  to  us,  but  then,  too,  we  can't  give  that  too 
much  importance,  because  it  gets  to  be  a  matter  of  form  with  most 
of  them,  and  as  our  record  will  show  many  a  time  we  have  an  appli- 
cation to  be  included,  we  do  include  them  and  they  decline.  So  we 
have  to  take  and  put  our  own  valuation  on  how  real  the  inquiry  is 
depending  on  the  amount  of  the  issue,  price,  and  so  forth.  But  I 
want  to  make  quite  clear  to  you  that  when  we  sign  a  contract,  let's 
say  on  this  Monday  to  sell  on  Wednesday,  we  don't  know  whether 
the  large  institutions  are  going  to  buy  or  not.  Soirietimes  we  do,  but 
in  a  great  many  cases  we  don't. 

Mr.  Nehemkis.  Isn't  it  a  fact,  Mr.  Hall,  that  on  July  13,  you  had 
received  intimations  from  underwriters  and  prospective  large  buyers 
which  should  have  led  you  to  believe,  and  which  in  fact  did  lead  you 
to  believe,  that  the  issue  was  not  going  to  be  entirely  successful? 

Mr.  Hall.  No,  sir.  On  July  13,  which  is  the  date  you  gave,  maybe 
you  mean  another  date,  as  I  recall  that  was  the  date  when  I  told 
Mr.  van  der  Woude  that  we  could  probably  not  do  a  price  above  97V2. 
At  that  time  we  had  every  reason  to  believe  that  the  issue  could  be 
successfully  done  at  that  price. 

Mr.  Nehemkis.  There  is  in  evidence,  it  was  offered  this  morning, 
a  cablegram  from  Mr.  van  der  Woude  to  Van  wood  at  London, 
dated  July  13,  1939,  in  which  Mr.  van  der  Woude  said  as  follows 
[reading  from  "Exhibit  No.  2009"]  : 

Morgan  Stanley  discussed  witfi  ns  today — 

Namely,  July  13 — 

final  terms  based  on  present  market  conditions  and  general  reaction  they 
received  from  underwriters  and  prospective  large  buyers.    Response  from  latter 
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has  been  disappointing  and  contrary  to  expectations  entertained  by  Morgan 
Stanley. 

Mr.  Hall.  Well,  I  don't  think  that  that  cable  is  contrary  to  what 
I  said,  that  we  indicated  that  we  could  not  do  a  price  of  98^2,  but 
we  could  do  a  price  of  97V2- 

Mr.  Nehemkis.  Now,  as  a  result  of  these  intimations  were  the 
reservations,  Mr.  Stanley,  larger  than  they  would  have  been  had 
the  success  of  the  issue  appeared  entirely  assured  ? 

Mr.  Stanley.  I  would  like  to  ask  Mr.  Hall  or  Mr.  Young  to  answer 
that  question.    I  was  away. 

Mr.  Nehemkis.  You  were  away,  I'm  sorry.  Did  you  get  my  ques- 
tion, Mr.  Hall? 

Mr.  Hall.  I  did.  I  would  say,  and  I  haven't  made  comparative 
figures  to  answer  your  question,  but  just  judging  from  what  our 
general  policy  is,  as  far  as  the  underwriters  were  concerned,  we  did 
not  allow  them  to  reserve  for  retail  sales  on  Wednesday  any  amounts 
larger  than  would  have  been  the  normal  case  had  we  had  indications 
that  maybe  the  issue  was  going  to  be  highly  successful.  In  other 
words,  we  did  not  weight  them  with  larger  amounts  of  bonds  because 
of  any  information  we  had  received  between  the  time  of  the  signing 
of  the  contract  and  the  time  of  the  original  offering. 

Mr.  Nehemkis.  Now,  of  the  $31,250,000  debentures  offered  to  the 
selling  group,  $22,139,000  were  accepted  by  the  selling  group.  Is  that 
not  correct,  Mr.  Hall  ? 

Mr.  Hall.  Could  I  have  the  question  repeated  ?  I  will  have  to 
subtract  here  to  get  it. 

(The  question  was  read  by  the  stenographer.) 

Mr.  Hall.  Again  I  am  not  quibbling  in  answering  the  question, 
but  take  your  figure  of  $31,250,000  reserve^  for  the  selling  group, 
of  that  amount  $9,111,000  was  declined,  but  then  that  would  give  my 
figure  $22,139,000.  On  the  other  hand,  selling  group  members  came 
back  on  the  offering  day  and  bought  additional  debentures  amount- 
ing to  $940,000,  and  an  underwriter  as  a  dealer  purchased  an  addi- 
tional $25,000,  making  the  total  amount  which  they  took,  but  not 
necessarily  which  they  retained,  $23,079,000.  In  addition,  however, 
several  underwriters  retained  $19,000  additional  debentures,  or  a  total 
of  $23,123,000. 

Mr.  Nehemkis.  I  think  we  both  came  out  with  the  same  results, 
if  I  included  in  my  question  that  amount. 

Now,  the  underwriters  were,  therefore,  obligated  to  take  up  the 
$5,827,000  of  unsold  debentures,  were  they  not? 

Mr.  Hall.  That  is  correct. 

OPERATIVE   EFFECT    OF    ARTICLE   VIII 

t 

Mr.  Nehemkis.  Now,  under  the  terms  of  the  agreement  among 
underwriters,  they  were  obligated  to  take  back  these  unsold  deben- 
tures in  proportion  to  their  original  purchases.    Is  that  correct? 

Mr.  Hall.  That  is  correct. 

Mr.  Nehemkis.  Therefore,  each  underwriter  was  required  to  take 
an  amount  of  these  unsold  debentures  equal  to  approximately  6.9 
percent  of  his  purchase,  that  is  to  say,  the  proportion  which  $5,827,000 
bears  to  $85,000,000? 

Mr.  Hall.  That  is  correct. 
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Mr.  Nehemkis.  For  37  of  the  underwriters,  did  not  Morgan  Stanley 
reserve  for  their  own  retail  distribution  the  full  amounts  of  their 
original  purchases  ?     You.  can  accept  my  figures  or  check  it. 

Mr.  Hall.  Mr.  Nehemkis,  I  am  not  at  all  trying  to  quarrel  with 
you,  I  just  want  to  be  completely  accurately  responsive  to  your  ques- 
tion. I  am  perfectly  willing  to  take  your  figures  if  they  are  figures 
we  have  supplied  or  figures  that  you  have  gotten. 

Mr.  Nehemkis.  Anything  I  say  in  the  way  of  arithmetic  is  subject 
to  your  future  confirmation. 

Mr.  Hall.  I  am  perfectly  delighted  to  take  your  figures. 

Mr.  Nehemkis.  I  will  repeat  the  question  so  we  can  follow  it  clearly 
as  we  go  through  these  higher  metaphysics,  For  37  of  the  under- 
writers, Morgan  Stanley  reserved  for  their  own  retail  distribution 
the  full  amounts  of  their  original  purchases. 

Mr.  Hall.  I  am  willing  to  .accept  your  figures. 

Mr.  Stanley.  But  those  were  for  their  respective  sales. 

Mr.  Nehemkis.  That  is  right:  each  of  these  37  underwriters  was 
required  to  take  up  his  proportion  of  unsold  debentures  despite  the 
fact  that  he  had  already  taken  down  for  retail  distribution  100  per- 
cent of  his  original  purchase.     Correct  ? 

Mr.  Hall.  That  is  correct.  I  should  like  to  amplify  it,  but  I  shall 
stick  to  the  question. 

Mr.  Nehemhis.  You  can  make  a  statement  later  if  you  so  desire. 
Each  of  these  37  underwriters  were,  therefore,  required  to  take  up  a 
total  of  106.9  percent  of  his  original  purchase. 

Mr.  Hall.  I  accept  your  figures. 

Mr.  Nehemkis.  For  the  sake  of  illustration,  so  that  you  can  follow 
me  very  specifically,  let's  turn  to  the  case  of  The  Wisconsin  Co:  I  just 
happened  to  pick  that  because  I  like  the  name  Wisconsin;  it  has  no 
significance  at  all. 

Mr.  Hall.  We  like  the  firm,  too. 

Mr.  Nehemkis.  Then  we  ought  to  get  through  this  beautifully. 
The  Wisconsin  Co.  underwrote  $750,000  of  the  debentures.  Do  you 
recall  that  ? 

Mr.  Hall.  That  is  correct. 

Mr.  Nehemkis.  Now,  Morgan  Stanley  reserved  to  The  Wisconsin 
Co.  for  its  retail  distribution  all  of  this  $750,000  of  debentures  which 
it  had  underwritten.     Do  you  recall  that,  sir? 

Mr.  Hall.  No  ;  but  I  am  willing  to  accept  your  figures. 

Mr.  Nehemkis.  Morgan  Stanley,  therefore,  determined  that  The 
Wisconsin  Co.  was  to  take  down  its  entire  underwriting  commitment. 
Is  that  correct,  sir  ? 

Mr.  Hall.  You  just  happened  to  have  picked  one  name  I  remem- 
ber. I  won't  promise  I  can  remember  any  other,  but  I  remember 
they  were  anxious  to  get  that  full  amount  and  had  asked  for  it. 

Mr.  Nehemkis.  And  they  did  take  down  their  entire  underwriting 
commitments  ? 

Mr.  Hall.  They  did,  and  asked  for  additional  bonds. 

Mr.  Henderson.  That  means  some  of  the  37  underwriters  for  whom 
you  reserved  their  entire  participation  might  not  have  asked  for  it. 

Mr.  Hall.  It  might  have  been,  Mr.  Henderson,  but  generally 
speaking,  most  of  the  people  who  sign  the  underwriting  contract 
give  indication  of  what  they  would  like  to  have  in  the  selling. 
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Mr.  Nehemkis.  Under  the  terms  of  article  VIII  of  the  agreement 
among  underwriters,1  The  Wisconsin  Co.,  although  it  had  already 
taken  down  all  the  debentures  was,  nevertheless,  obligated  to  take 
down  its  proportion  of  any  debenture  remaining  unsold  in  the  selling 
group.    Is  that  not  correct,  Mr.  Hall? 

Mr.  Hall.  That  is  correct. 

Mr.  Nehemkis.  In  other  words,  The  Wisconsin  Co.  was,  therefore, 
obligated,  under  the  terms  of  article  VIII,  to  take  75/8500  of  $28,- 
950,000  or  $255,000  debentures.    Is  that  correct? 

Mr.  Hall.  Only  through  their  own  election.  If  they  had  said 
they  wished  to  take  no  bonds  and  wished  to  remain  as  an  under- 
writer, they  would  have  been  in  just  the  position  Morgan  Stanley 
was  in  not  retaining  bonds  for  sale. 

Mr.  Nehemkis.  Do  you  happen  to  know  whether  my  figures  are 
correct  on  that? 

Mr.  Hall.  I  have  some  figures  here  I  could  follow  if  you  -didn't 
put  it  in  fractions,  the  actual  number  of  bonds. 

Mr.  Nehemkis.  Mr.  Young,  do  you  want  to  follow  this? 

Mr.  Young.  No;  I  think  you  are  talking  about  two  different  things. 
They  took  up  51  additional  bonds  under  the  terms. 

Mr.  Nehemkis.  That  is  right.  The  dealers  and  underwriters  took 
up  for  retail  $12,123,000  debentures.  Only  $5,827,000  remained  to 
be  distributed  under  the  terms  of  article  VIII.    Is  that  correct? 

Mr.  Hall.  That  is  correct. 

Mr.  Nehemkis.  You  do  not  know  at  this  particular  moment 
whether  it  is  correct  that  The  Wisconsin  Co.  was  obligated,  under 
article  VIII  to  take  up,  in  addition  to  the  100  percent  they  took  down 
under  the  underwriting  commitment,  the  additional  $255,000 
debentures  ? 

Mr.  Hall.  That  is  incorrect. 

Mr.  Nehemkis.  What  is  the  actual  amount? 

Mr.  Hall.  $51,000. 

Mr.  Nehemkis.  $51,000  in  addition  to  the  amount  retailed  for 
sales  ? 

Mr.  Hall.  Yes. 

Mr.  Nehemkis.  In  addition,  The  Wisconsin  Co.  was  obligated  for 
75/8500  of  $5,827,000,  being  the  unsold  bonds,  or  $51,750  additional 
bonds.     Is  that  correct,  Mr.  Hall  ? 

Mr.  Hall.  I  arrive  at  the  figure  $51,000  that  they  did  take  in 
addition.    That  is  correct. 

POSITION   OF   MORGAN    STANLEY   &    CO.   INCORPORATED  UNDER   ARTICLE   VIII 

Mr.  Nehemkis.  Suppose  we  turn  now  to  Morgan  Stanley's  position 
under  article  VIII  of  the  underwriting  agreement.2  Morgan  Stanley 
does  not  have  any  retail  organization.    That  is  correct,  isn't  it? 

Mr.  Hall.  That  is  correct. 

Mr.  Nehemkis.  Hence  it  reserves  no  debentures  for  itself? 

Mr.  Hall.  That  is  correct. 

Mr.  Nehemkis.  Morgan  Stanlev's  original  purchase  was  $10,- 
000,000,  was  it  not? 

Mr.  Hall.  It  was. 


1  "Exhibit  No.  2015." 
-  Tdom. 

1  24  191—  40— pt.  24 24 
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Mr.  Nehemkis.  Whereas  upon  the  formation  of  the  selling  group, 
The  Wisconsin  Co.  became  obligated  to  take  an  additional  75/8500  of 
the  $28,950,000  debentures  reserved  by  Morgan  Stanley  for  the  selling 
group  ? 

Mr.  Hall.  Couldn't  we  keep  saying  51  bonds,  which  I  can  follow? 
I  don't  understand  the  fractions.   We  will  admit  and  you  will  admit  51. 

Mr.  Young.  Therother  figure  is  not  right. 

Mr.  Nehemkis.  Do  you  want  to  take  a  slide  rule  and  figure  that  out? 

Mr.  Young.  I  have  the  figures  here.  It  is  $750,000  over  $85,- 
000,000  times  $5,000,000-odd. 

You  can  ^sk  Mr.  Ryshpan  to  multiply  it  out  and  get  a  51. 

Mr.  Nehemkis.  That  is  what  I  am  speaking  ol  That  is  the  result 
of  his  mathematics. 

So  Morgan  Stanley's  liability  was  reduced  to  10/8500  of  $28,950,000 
or  approximately  $3,600,000.     Do  you  follow  me  on  that  figure  ? 

Mr.  Stanley.  You  misstated  yourself,  I  think.  You  said  10/85ths; 
it  isn't  l0/85ths. 

Mr.  Nehemkis.  I  will  try  to  repeat  it,  that  Morgan,  Stanley's  lia- 
bility was  reduced  to  10/8500  of  $28,950,000,  or  to  approximately 
$3,600,000. 

Mr.  Hall.  I  just  can't  follow  his  figures.  I  can  say  to  you  that  the 
amount  of  debentures  that  Morgan,  Stanley  had  to  take  up  was  the. 
amount  of  their  liability,  $691,000. 

UNDERWRITING  AGREEMENT  PROVISIONS  WITH  REFERENCE  TO  UNSOLD  DE- 
BENTURES IN  19  3  6  DILLON,  READ  &.  CO.  AGREEMENT  COMPARED  WITH  THE 
19  39  MORGAN  STANLEY  &  CO.  AGREEMENT 

Mr.  Nehemkis.  Now  the  debentures  left  for  reallocation  under 
article  VIII  was  $5,827,000? 

Mr.  Stanley.  That  is  right. 

Mr.  Nehemkis.  As  you  have  just  indicated,  Morgan  Stanley  &  Co. 
was  required  to, take  up  only  $691,000  debentures,  or  6.9  percent  of 
their  original  commitment.    Is  that  not  correct,  Mr.  Hall? 

Mr.  Hall.  I  will  take  your  figures. 

Mr.  Nehemkis.  Now,  the  more  customary  provision  as  regards  un- 
sold debentures  is  that  employed  in  the  1936  issue,  managed  by  Dillon, 
Read  &  Co.,  and  Hayden,  Stone  &  Co.,1  and  so  the  evidence  apparently 
indicates,  as  you  will  recall,  those  underwriting  agreements  which  I 
offered  ? 2 

Mr.  Stanley.  Well,  but  that  gets  into  a  different  idea  back  of  the 
business,  Mr.  Nehemkis. 

Mr.  Nehemkis.  Just  a  moment.  •  Let's  follow  this  through ;  and  as 
I  have  indicated,  if  you,  Mr.  Hall,  or  Mr.  Young  want  to  make  a 
general  statement  at  the  end,  you  know  you  are  perfectly  free  and  at 
liberty  to  do  so.  Now,  under  this  provision  that  we  have  been  dis- 
cussing, if  an  underwriter  had  taken  down  the  full  amount  of  his 
reservation — I  beg  your  pardon,  under  the  Dillon,  Read  provision 
that  you  signed  in  1936,  if  an  underwriter  had  taken  down  the  full 
amount  of  his  reservation,  was  he  not  relieved  of  any  further  liability 
for  debentures  not  taken  by  the  selling  group?  Do  you  recall  that, 
Mr.  Hall? 

Mr.  Hail.  I  believe  that  is  correct. 


1  See  "Exhibit  No.  2035,"  appendix,  p.  12963. 
-  "Exhibits  Noa.  2017-2040" 


CONCENTRATION  OF  ECONOMIC  POWER  12677 

Mr.  Nehemkis.  And  under  this  provision  Morgan  Stanley  &  Co.'s 
liability  for  debentures  not  taken  by  the  selling  group  would  have  been 
in  proportion  to  the  amount  reserved  for  the  selling  group  rather 
than  to  the  amount  of  its  purchase  ? 

Mr.  Hall.  That  is  correct. 

Mr.  Nehemkis.  Morgan  Stanley  would  thus  have  been  obligated 
to  take  up  the  proportion  that  their  $10,000,000  debentures  bore  to  the 
total  of  $28,950,000  reserved  to  the  selling  group ;  is  that  correct? 

Mr.  Hall.  That  is  correct. 

Mr.  Nehemkis.  Now,  under  the  Dillon,  Read  underwriting  agree- 
ment, Morgan  Stanley  would  have  been  obligated  to  take  up  roughly 
a  third,  or  about  $1,000,000.    Would  you  accept  that? 

Mr.  Hall.  I  accept  it. 

Mr.  Nehemkis.  But  under  your  own  underwriting  agreement  you 
were  required  to  take  up  only  $691,000  debentures? 

Mr.  Hall.  That  figure  £s  correct. 

Mr.  Nehemkis.  Now,  isn't  the  effect  of  the  Morgan  Stanley  agree- 
ment to  shift  the  major  portion  of  Morgan  Stanley's  underwriting 
liability  to  the  other  members  of  the  group? 

Mr.  Stanley.  Well,  Mr.  Nehemkis,  you  could  perhaps  put  it  that 
way,  but  that  isn't  quite  the  picture.  The  reason  that  these  two  dif- 
ferent methods  of  taking  bonds  back  exist  is  because  different  people 
have  a  different  point  of  view  about  the  business. 

Mr.  Nehemkis.  I  want  you  to  explain  that ;  but  what  is  the  answer 
to  my  question? 

Mr.  Stanley.  These  people  take  back  more  bonds  under  our  method 
because  they  choose  to  act  as  sellers. 

Mr.  Nehemkis.  That  isn't  my  question,  Mr.  Stanley. 

Mr.  Stanley.  It  is  apropos,  I  think,  to  your  question,  Mr.  Nehem- 
kis. We  are  not  sellers;  these  other  people  that  sell  bonds,  other 
firms  get  paid  and  expect  to  make  a  profit  by  so  doing.  We  do  not 
let  them  reduce  their  liability  in  the  whole  account  just  because  they 
happen  to  have  sold  some  bonds  and  have  made  money  by  doing  it. 
There  are  two  functions ;  one  is  underwriting  and  one '  is  selling, 
and  the  reason  it  works  this  way  in  the  case  of  people  who  do  both 
things,  is  they  combine  both  functions,  and  we  don't  think  a  seller  is 
an  underwriter  as  we  are. 

Mr.  Nehemkis.  What  is  the  answer  to  my  question,  Mr.  Stanley? 
Is  not  the  effect  of  article  VIII  of  the  Morgan  Stanley  underwriting 
agreement  to  shift  the  major  portion  of  Morgan  Stanley's  under- 
writing liability  to  the  other  members  of  the  underwriting  group? 

Mr.  Stanley.  I  wouldn't  think  so,  Mr.  Nehemkis.  There  isn't 
any  shift.  The  original  pro  rata  responsibility  and  liability  in  the 
account  is  the  proportion  to  the  amounts  that  people  originally 
bought.  We  bought  $10,000,000;  somebody  else,  bought  five.  We 
maintain  those  relative  liabilities,  so  long  as  there  are  any  unsold 
bonds  on  that  basis.  That  is  the  base  they  started  on;  that  is  the 
base  they  keep  on. 

Mr.  Nehemkis.  Now  do  you  know,  Mr.  Hall,  if  there  have  been 
any  instances  where  underwriters  when  called  upon  to  take  up  unsold 
debentures  complained  of  the  basis  of  allotment  ? 

Mr.  Hall.  They  never  have  to  my  knowledge,  Mr.  Nehemkis,  in 
our  business. 
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Mr.  Nehemkis.  Are  you,  Mr.  Stanley,  Mr.  Young,  all  in  agree- 
ment about  the  desirability  of  article  VIII  ? 

Mr.  Stanley.  I  am,  and  that  is  one  of  the  things  that  I  have 
been  attempting  to  refer  to  very  briefly,  because 

Mr.  Nehemkis.  You  agree  with  Mr.  Hall  and  Mr.  Young  about 
its  desirability  ? 

Mr.  Stanley.  This  method  results  in  obtaining  the  best  distribu- 
tion. 

Mr.  Nehemkis.  What  is  your  answer  to  that  ? 

Mr.  Hall.  I  believe  it  is  the  same. 

Mr.  Nehemkis.  Haven't  you  at  times  had  philosophical  discussion 
between  yourselves  as  to  the  undesirability  of  this  provision? 

Mr.  Stanley.  We  have  had  discussions  as  to  whether  this  is  the 
best  method  or  not,  and  we  have  agreed  it  is. 

Mr.  Nehemkis.  I  beg  pardon  ? 

Mr.  Stanley.  We  have  had  discussions  as  to  whether  this  is  the 
best  method  or  not,  and  we  have  agreed  it  is.  We  know  other  people 
change  their  contract;  we  have  changed  our  contract. 

Mr.  Nehemkis.  Now  let  me  ask  you  this  question,  Mr.  Stanley. 
Are  you  unaware  that  there  have  been  complaints  made  about  the 
inequity,  shall  I  say,  of  article  VIII  ? 

Mr.  Stanley.  Well,  I  think  I  have  heard  more  complaints  about . 
it  since  this  investigation   started   and   through   the   investigators 
than  I  have  ever  heard  before,  but  I  never  have  had  anybody  speak 
to  me  since  we  have  been  in  business,  complaining  about  this. 

Mr.  Nehemkis.  You  mean  that  no  one  formally  or  informally  said 
to  you,  if  you  will  permit  me  to  say  this,  "Harold,  now  seriously 
speaking,  don't  you  think  you  ought  to  get  rid  of  that  article  VIII?" 

Mr.  Stanley.  No  dealer  has  ever  said  that,  to  my  recollection. 

Mr.  Nehemkis.  And,  Mr.  Hall,  you  have  never  received  any  inti- 
mation of  dissatisfaction  with  article  VIII  ? 

Mr.  Hall.  I  have  never  had  any  of  the  underwriters  speak  to  me 
directly  and  say  that  they  disapproved  of  this  form  of  contract 
which  Morgan  Stanley  had. 

Mr.  Nehemkis.  What  is  your  experience,  Mr.  Young? 

Mr.  Young.  No  one  has  ever  talked  to  me  criticizing  it  or  complain- 
ing about  it ;  they  have  discussed  it. 

Mr.  Nehemkis.  They  have  discussed  it,  and  what  was  the  nature 
of  their  discussions  with  you? 

Mr.  Young.  They  wanted  to  know  how  it  worked. 

Mr.  Nehemkis.  Haven't  you  in  connection  with  some  of  those  dis- 
cussions, Mr.  Young,  occasionally  had  someone  who  called  up  and 
said,  "Mr.  Young,  what  does  this  mean?  I  suddenly  find  I  am 
stocked  with  some  unsold  debentures.  I  took  down  everything  for 
which  my  underwriting  commitment  called,"  and  what  did  you  say 
under  those  circumstances? 

Mr.  Young.  They  have  never  said  it  quite  that  way.  They  wanted 
to  know  how  the  contract  worked;  they  had  the  contract.  Some 
of  these  people  had  not  been  underwriters  before;  they  had  never 
figured  it  out. 

Mr.  Stanley.  It  is  all  in  the  contract. 

Mr.  Nehemkis.  Quite.    It  is  all  there.    It  is  in  evidence,  too. 

Mr.  Stanley.  But  that  isn't  the  point.  It  is  in  the  contract,  every 
fellow  signs  and  reads,  and  the  difference  is  simply  the  difference 
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between  a  joint  liability  account  and  several  sell-out  account,  two 
different  kinds  of  accounts. 

Mr.  Nehemkis.  The  only  alternative,  Mr.  Stanley,,  that  an  under- 
writer has  to  not  accepting  the  Morgan  Stanley  underwriting  agree- 
ment is  to  stay  out  of  the  Morgan  Stanley  syndicate,  is  that  not 
correct  ? 

Mr.  Stanley.  Well,  he  can  come  in  and  he  has  to  accept  the  con- 
tract if  he  comes  into  our  business,  but  he  can  avoid  the  situation 
that  you  refer  to  where  he  sells  and  doesn't  reduce  his  liability  by 
his  sales.  By  not  being  a  seller,  the  same  as  we,  his  liability  iii  the 
total  stays  just  the  same  as  in  the  other  form  01  account. 

Mr.  Nehemkis.  In  other  words,  if  an  underwriter  wants  to  come 
in  he  has  to  take  article  VIII?  If  he  doesn't  want  to  take  article 
VIII  he  doesn't  come  into  the  syndicate? 

Mr.  Stanley.  That  is  clear  enough.  I  don't  see  that  that  means 
much  of  anything. 

Mr.  Nehemkis.  Let's  see  if  it  doesn't;  that  means  that  if  he 
doesn't  like  article  VIII  and  doesn't  sign  this  underwriting  agree- 
ment that  he  is  deprived  of  the  opportunity  of  participating  in  the 
underwriting  of  the  bulk  of  the  American  high-grade  bond  issues, 
does  it  not,  Mr.  Stanley  ? 

Mr.  Stanley.  I  don't  know  what  you  mean  by  the  bulk  of  the 
American  high-grade  bond  issues.  I  would  like  to  accept  the  com- 
pliment. 

Mr.  Nehemkis.  Didn't  we  have  here  a  couple  of  weeks  ago  these 
great  big  sheets  spread  out  all  over  us,  showing  the  underwritings 
managed  by  your  firm  ? 1 

Mr.  Stanley.  But  that  is  not  the  bulk;  we  had  a  certain  amount 
of  the  business,  but  it  wasn't  the  bulk  of  the  business. 

PURCHASES  FOR  STABILIZATION 

Mr.  Nehemkis.  Morgan  Stanley  is  also  empowered  by  its  under- 
writing agreement  to  make  purchases  and  sales  in  the  market  for  the 
account  of  the  group  for  stabilizing  purposes,  Mr.  Hall? 

Mr.  Hall.  That  is  correct. 

Mr.  Stanley.  As  is  usual. 

Mr.  Nehemkis.  Did  not  Morgan  Stanley  and  Co.  purchase  $592,000 
debentures  between  July  19  and  July  25,  1939. 

Mr.  Hall.  Five  hundred  thousand;  I  haven't  the  exact  figure. 

Mr.  Nehemkis.  And  did  it  not  sell  $48,000,  leaving  this  account 
long  $554,000  on  or  about  July  25? 

Mr.  Hall.  That  is  correct. 

Mr.  Nehemkis.  And  on  July  25  this  account  was  terminated,  was 
it  not,  by  selling  these  $554,000  debentures  to  Morgan  Stanley  at 
97*4  which  was  approximately  the  cost? 

Mr.  Hall.  Ninety-seven  and  a  quarter  is  the  price.  I  won't  quib- 
ble, that  is  correct. 

Mr.  Nehemkis.  Now  these  $554,000  debentures  could,  under  the 
terms  of  the  underwriting  agreement,  have  been  delivered  to  the  vari- 
ous underwriters  in  proportion  to  their  purchases  from  the  company, 
but  this  was  not  done,  is  that  correct? 

Mr.  Hall.  They  were  not  distributed. 

1  Referring  to  "Exhibits  Nos.  1762  and  1763." 
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Mr.  Nehemki8.  Would  you  enlighten  me  as  to  why  this  was  not 
done? 

Mr.  Hall.  At  the  time  that  that  account  was  terminated,  we 
called  the  trading  account ;  there  were  as  you  say  $554,000  principal 
amount  of  debentures  in  that  account.  If  we  had  distributed  the 
bonds  as  you  indicate  might  have  been  done,  it  would  have  meant 
distributing  this  $554,000  bonds  among  85  underwriters  throughout 
the  country,  and  in  our  judgment  we  felt  that  in  the  interests  of  the 
account,  knowing  as  we  did  that  some  of  the  underwriters  still  had 
unsold  bonds,  it  would  serve  best  to  the  interests  of  the  account  for 
Morgan  Stanley  to  take  them.  To  give  you  an  idea  of  how  small 
the  division  would  have  been  had  we  divided  them,  it  would  have 
meant  that  11  underwriters  would  have  taken  300  bonds ;  10  under- 
writers would  have  taken  89;  and  64,  underwriters  would  have  taken 
up  only  165,  not  quite  3  bonds  apiece,  and  in  our  judgment  .we 
thought  that  the  market  reaction  would  be  unfavorable  to  distribute 
so  widely  an  amount  of  $554,000  bonds ;  and  again,  thinking  it  would 
be  in  the  interest  of  the  account,  Morgan,  Stanley,  took  them  at  the 
list  price,  less  the  selling  commission  of  one-half. 

Mr.  Nehemkis.  Morgan,  Stanley  also  on. July  26  purchased  in 
the  market  $1,150,000  debentures  at  an  average  cost  of  $95.27,  is  that 
not  correct,  Mr.  Hall? 
Mr.  Hall.  That  is  correct. 

Mr.  Nehemkis.  And  do  you  remember  the  occasion  for  these  addi- 
tional purchases? 
Mr.  Hall.  I  flo. 

Mr.  Nehemkis.  And  would  you  be  good  enough  to  explain  that? 
Mr.  Hall.  We  were  conscious  of  the  fact  that  on  Tuesday  night, 
when  this  account  was  terminated,  that  very  possibly  the  next  morning 
the  market  might  receive  a  severe  impact  if  there  should  be  offered  in 
the  market  substantial  amounts  of  the  unsold  bonds.  In  our  judgment, 
we  deemed  it  advisable  to  do  something  to  stabilize  the  market  the 
following  morning  until  this  back,  orderly  market  was  able  to  sustain 
itself  at  whatever  level  it  would  recede  to.  I  have  a  memorandum 
before  me  showing  that  our  first  transaction  began  at  8 :  30*  in  the 
morning,  and,  as  you  know,  probably  most  of  the  large  buyers  would 
not  be  in  the  office  at  that  time,  so  we  came  into  the  market  early  in 
order  to  act  as  a  cushion  to  ease  the  market  down;  in  no  sense  to 
manipulate  it  or  to  endeavor  to  put  it  up.  The  market  opened  at  96% ; 
we  bought  bonds  there  and  continued  to  buy  bonds  at  receding  prices 
until  the  market  reached  96.  At  that  level  other  buyers  -came  into 
the  market,  at  96,  and  we  ceased  to  buy  and  didn't  buy  any  additional 
bonds. 

Mr.  Nehemkis.  Now,  your  position  at  this  time  totaled  $2,395,000, 
consisting  of  (1)  $691,000,  representing  your  proportionate  share  of 
unsold  debentures;  (2)  $554,000  purchase  from  the  group  trading  ac- 
count; (3)  $1,150,000  purchased  for  your  own  account  in  the  open 
market.    Does  that  sum  it  up  ? 

Mr.  Hall.  Making  a  total  of  $2,395,000  due ;  right. 
Mr.  Nehemkis.  Right. 
Mr.  Hall.  That  is  correct. 

Mr.  Nehemkis.  These  debentures,  however,  were  liquidated  at  a  loss 
of  $43,056. 

Mr.  Hall.  That  is  correct. 
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Mr.  Nehemkis.  However,  Morgan  Stanley  realized  a  profit  of 
$51,340  on  the  underwriting. 

Mr.  Hall.  That  is  correct. 

Mr.  Nehemkis.  You  also  received  a  management  fee  of  $212,500. 

Mr.  Hall.  Correct. 

Mr.  Nehemkis.  So  your  total  gross  profit  was  $263,840,  and  your  net 
profit  $220,783. 

Mr.  Hall.  If  I  may  be  allowed  the  privilege  of  making  one  distinc- 
tion; it  was  not  profit;  it  was  gross  receipts  before  expenses,  taxes, 
and  so  forth. 

Mr.  Nehemkis.  I  was  using  the  more  customary  accounting  verbi- 
age. 

Mr.  Stanley.  I  don't  think  it  is  customary. 

Mr.  Nehemkis.  I  should  add  for  your  sake  that  this  included  the 
loss  of  approximately  $30,000  resulting  from  the  purchase  of  the 
$1,150,000  of  debentures  in  the  open  market  and  the  debentures  taken 
over  for  the  trading  account. 

Mr.  Hall.  A  total  loss  of  $43,000. 

EXTENT   TO   WHICH   MORGAN    STANLEY   &   CO.,   INCORPORATED,    IS    FAMILIAR 
WITH  DISTRIBUTING  ABILITY  OF  DEALERS — RESUMED 

Mr.  Nehemkis.  Right. 

By  the  way,  Mr.  Hall,  you  have  a  rather  detailed  knowledge,  do  you 
not,  of  the  dealers'  distributing  ability  ? 

Mr.  Hall.  Mr.  Nehemkis,  I  would  defer  to  Mr.  Young  on  that.  I 
did  have,  I  think,  a  few  years  ago,  but  I  am  not  in  as  close  touch  with 
them  now  as  I  used  to  be,  and  Mr.  Young  is  far  more  qualified  to 
speak. 

Mr.  Nehemkis.  Mr.  Young,  are  you  not  generally  in  charge  of  the 
linn's  activities  iii  that  respect? 

Mr.  Young.  I  shouldn't  say  so.  Mr.  Hall  and  Mr.  Emerson  and 
Mr.  Day  and  myself  all  work  on  that  side  of  it. 

Mr.  Nehemkis.  Morgan  Stanley  does  have  a  pretty  detailed  knowl- 
edge of  dealers'  distributing  ability,  don't  you  ? 

Mr.  Young.  We  try  to ;  yes. 

Mr.  Nehemkis.  As  a  matter  of  fact,  you  keep  fairly  complete  infor- 
mation about  the  performance  record  of  dealers,  don't  you,  Mr. 
Young  ? 

Mr.  Young.  We  do. 

Mr.  Nehemkis.  And  you  were  good  enough  to  make  up  for  us 
some  sample  cards,  the  figures  having  no  particular  meaning,  indi- 
cating, however,  the  scope  of  the  information  that  is  kept  on  these 
performance  cards. 

Mr.  Young.  We  did. 

Mr.  Nehemkis.  Do  you  recall  that  these  are  the  cards  which  you 
were  good  enough  to  make  up  for  us? 

Mr.  Young.  Yes ;  they  are  the  onec. 

Mr.  Nehemkis.  Mr.  Chairman,  would  it  be  possible  to  have  these 
printed  in  the  record  of  the  committee? 

Acting  Chairman  Williams.  Are  you  asking  that  these  be  printed? 

Mr.  Nehemkis.  T  would  like  to,  if  you  have  no  objection. 

Acting  Chairman  Williams.  They  may  be  received. 

(The  record  cards  referred  to  were  marked  "Exhibit.  No.  2043"  and 
are  included  in  the  appendix  on  p.  12967.) 
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TESTIMONY  OF  WILLIAM  S.  WHITEHEAD,  SECURITY  ANALYST; 
CHARLES  H.  HUFF,  ASSOCIATE  UTILITIES  FINANCIAL  ANALYST; 
AND  BARROW  LYONS,  ASSOCIATE  FINANCIAL  ECONOMIST,  SECU- 
RITIES AND  EXCHANGE  COMMISSION,  WASHINGTON,  D.  C. 

PERFORMANCE  RECORDS  OF  DEALERS  KEPT  BY  OTHER  INVESTMENT  BANKING 

FIRMS1 

Mr.  Nehemkis.  Mr.  Whitehead,  will  you  take  the  stand? 

I  show  you  similar  record  cards  from  Kidder,  Peabody  &  Co.  and 
White,  Weld  &  Co.  Were  these  in  fact  obtained  by  you  from  those 
organizations  ? 

Mr.  Whitehead.  They  were. 

Mr.  Nehemkis.  Thank  you  verj?  much.  I  ask  that  these  be  printed 
in  the  record. 

(The  record  cards  referred  to  were  marked  "Exhibits  Nos.  2044  and 
2045"  and  are  included  in  the  appendix  on  p.  12975.) 

Mr.  Nehemkis.  While  Mr.  Swan  was  on  the  stand,  he  was  good 
enough  to  identify  a  performance  record  card  made  up  by  Smith 
Barney  &  Co.2,  being  "Committee's  Exhibit  No.  1888."  I  now  offer 
this  in  evidence. 

Acting  Chairman  Williams.  It  may  be  receiyed. 

(The  record  card  referred  to  was  previously  marked  "Exnibit  No. 
1888"  and  is  included  in  the  appendix  on  p.  12831.) 

Mr.  Stanley.  Mr.  Nehemkis,  I  would  like 

Mr.  Nehemkis  (interposing).  Would  you  mind  if  I  got  these  all  in  I 

Mr.  Stanley.  This  is  apropos  of  these  offerings.  I  would  like  to 
have  the  record  show  we  offered  the  investigators  actual  cards  and 
not  the  ones  made  up  as  typical. 

Mr.  Nehemkis.  I  am  glad  you  mentioned  that.  It  was  our  sugges- 
tion that  we  didn't  want  actual  figures  and  didn't  want  actual  names; 
we  wanted  it  more  or  less  as  a  sample.  Thank  you  ever  so  much  for 
reminding  me  about  that. 

Mr.  Huff,  will  you  please  take  the  stand. 

Is  that  a  dealer  performance  card  that  was  obtained  by  you  from 
I  he  Mellon  Securities  Corporation  ? 

Mr.  Huff.  It  is  a  specimen  card  made  up  at  my  request,  reflecting 
how  their  cards  are  made  up. 

Mr.  Nehemkis.  Thank  you  very  much,  sir. 

I  offer  this  in  evidence. 

(The  performance  card  referred  to  was  marked  "Exhibit  No.  2046" 
and  is  included  in  the  appendix  on  p.  12977.) 

Mr.  Nehemkis.  Mr.  Barrow  Lyons,  please. 

Mr.  Lyons,  I  show  you  a  specimen  card  made  up  by  Harriman  Rip- 
ley &  Co.  and  ask  you  to  tell  me  whether  or  not  you  did  obtain  this 
from  Harriman  Ripley  &  Co.,  Incorporated. 

Mr.  Lyons.  That  is  correct. 

Mr.  Nehemkis.  And  was  there  not  furnished  for  you  a  detailed  ex- 
planation by  Harriman  Ripley  &  Co.  of  the  manner  in  which  their 
performance  records  are  keptj  Is  that  the  document  you  have  in 
your  hands  ? 

Mr.  Lyons.  In  a  general  way,  yes. 

2The  performance  record  card  of  the  First  Boston  Corporation  was  previously  intm 
fluced  as  "Exhibit  No.  1R39-2S"  and  appeiys  in  Hearings.  Part  22.  appendix,  p.  11744. 
'Infr.i.  p.  12535. 
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Mr.  Nehemkis.  I  don't  know  what  you  mean  by  a  general  way.  Is 
that  the  document  or  isn't  it  ?    You  are  identifying  something. 

Mr.  Lyons.  This  doesn't  entirely  explain 

Mr.  Nehemkis  (interposing).  Mr.  Lyons,  did  you  obtain  that  from 
Harriman  Kipley,  or  didn't  you? 

Mr.  Lyons.  Yes. 

Mr.  Nehemkis.  That  is  all  I  want  you  to  tell  me. 

I  offer  these  in  evidence,  Mr.  Chairman. 

Acting  Chairman  Williams.  They  may  be  received. 

(The  documents  referred  to  were  marked  "Exhibits  Nos.  2047-1  and 
2"  and  are  included  in  the  appendix  on  pp.  12977  and  12978.) 

Mr.  Nehemkis.  Mr.  George  A.  Brownell,  of  the  firm  of  Davis  Polk 
Wardwell  Gardiner  &  Reed,  counsel  to  Morgan  Stanley  &  Co.,  Inc., 
was  good  enough  to  enter  into  a  stipulation  with  me  concerning  a  num- 
ber of  documents  which  I  should  like  to  offer  in  evidence.  I  hand  you 
now,  sir,  the  stipulation,  and  as  I  offer  the  subsequent  documents  I 
will  indicate  for  the  record  that  they  are  covered  by  the  stipulation. 

Acting  Chairman  Williams.  You  are  offering  this  for  the  record  i 
It  may  be  received. 

(The  stipulation  referred  to  was  marked  "Exhibit  No.  2048"  and  is 
included  in  the  appendix  on  p.  12983.) 

Mr.  Nehemkis.  I  offer  a  telegram  to  Morgan  Stanley  from  H.  B.. 
Cohle  &  Co.,  and  a  reply  to  that  telegram  by  Sumner  B.  Emerson, 
vice  president  of  Morgan  Stanley  &  Co. 

(The  telegrams  referred  to  were  marked  "Exhibits  Nos.  2049  and 
2050"  and  are  included  in  the  appendix  on  p.  12985.) 

Mr.  Nehemkis.  A  letter  to  Messrs.  Surdam  &  Co.  by  Morgan 
Stanley  &  Co.,  Incorporated,  and  I  read  you  one  paragraph  from  this 
letter  because  it  bears  on  previous  testimony  of  the  witness.  [Read- 
ing from  "Exhibit  No.  2051"]  : 

Our  records  contain  very  limited  information  about  your  firm.  We  should 
like  to  obtain  from  you  any  information  you  may  care  to  present  showing  your 
distributing  ability,  territory  served,  etc. 

(The  letter  referred  to  was  marked  "Exhibit  No.  2051"  and  is 
included  in  the  appendix  on  p.  12985.) 

Mr.  Nehemkis.  I  offer  a  letter  to  Mr.  John  Young  from  Schwa- 
bacher  &  Co.,  dated  July  14,  1938,  which  purports  to  show  the  ulti- 
mate placement  of  the  Standard  Oil  Co.'s  15-year  debentures  in 
which  that  firm  participated. 

Mr.  Young,  do  you  customarily  receive  letters  similar  to  the  one 
which  I  now  am  referring  to  and  which  I  show  you  ? 

Mr.  Young.  Not  customarily,  Mr.  Nehemkis.  We  do  in  a  great 
number  of  cases.    Dealers  voluntarily  write. 

Mr.  Nehemkis.  And  that  information  presumably  is  helpfnl  to 
you  to  know  how  the  issues  ultimately  become  placed? 

Mr  Young.  That  is  right. 

Mr.  Nehemkis.  Offered  in  evidence. 

(The  letter  referred  to  was  marked  "Exhibit  No.  2052"  and  is 
included  in  the  appendix  on  p.  12985.) 

Mr.  Nehemkis.  I  now  read  a  letter  by  John  Young  to  Ernest 
Dorbritz,  of  Moore,  Leonard  &  Lvnch.  Pittsburgh,  under  date  of 
October  26,  1936  [reading  "Exhibit  No.  2053"]  : 

Dear  Ernest: 

Thank  you  for  your  note  of  October  24,  1936,  giving  me  an  analysis  of  the 
distribution    of   your   firm    of   American    Telephone    and    Telegraph    Company 
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Debentures.  I  must  say  that  it  looks  to  me  as  if  too  large  a  proportion  of 
your  sales  is  going  to  country  banks,  which,  as  you  know,  we  do  not  consider  as 
the  best  type  of  investor  under  present  market  conditions. 

Mr.  Young,  have  you  changed  your  point  of  view  since  that 
letter  was  written  ? 

Mr.  Young.  Country  banks  at  that  time  were  pretty  active  specula- 
tors in  bonds,  in  bond  markets,  Mr.  Nehemkis,  and  that  was  after 
the  reserve  requirements  were  raised.  It  all  depends  on  the  bond 
issues.  In  some  issues  it  is  all  right,  but  in  others  we  don't  like  to 
see  too  large  a  proportion  go  to  banks. 

Mr.  Nehemkis.  Is  that  the  condition  since  1936?  Are  country 
banks  speculating  since  then? 

Mr.  Young.  That  is  pretty  hard  to  say.  Some  of  them  speculate 
all  the  time.  Certain  of  the  others  have  dropped  out  as  a  factor  in 
the  bond  market. 

Mr.  Stanley.  I  might  inject  that  by  speculating  I  understand  Mr. 
Young  to  mean — he  can  correct  me  if  he  means  something  different — 
they  don't  buy  the  bonds  for  permanent  investment  which  is  the  type 
of  distribution  we  prefer  to  have. 

(The  letter  referred  to  was  marked  "Exhibit  No.  2053"  and  ap- 
pears in  full  in  the  text  on  p.  12683.) 

Mr.  Nehemkis.  I  read  now  a  letter  addressed  to  the  attention  of 
Mr.  Young,  from  George  V.  Rotan  Co.,  dated  January  14,  1937 
[reading  from  "Exhibit  No.  2054-1"]  : 

I  sincerely  hope  that  our  standing  with  you  is  not  impaired  by  declining  an 
offering.  I  figure  that  we  are  not  paid  for  any  underwriting  risk  but  are 
expected  to  do  a  selling  job.  If  we  make  an  honest  effort  to  sell  and  do  not 
succeed  according  to  my  understanding  you  would  prefer  to  have  us  decline 
rather  than  to  buy  the  bonds  and  throw  them  back  in  to  the  market  later  on. 

Now  do  you  recall  that  you  did  reply  to  that  letter,  Mr.  Young, 
on  January  19,  as  follows  [reading  from  "Exhibit  No.  2054-2"]  : 

You  are  correct  in  saying  that  you  are  not  paid  for  an  underwriting  risk 
but  are  expected  to  do  a  selling  job.  While  a  single  instance  of  this  type  will 
not  affect  your  record  with  us,  yet  frankly  I  cannot  understand  why  a  Bond 
of  this  character  would  not  be  attractive  to  investors  in  your  market. 

If  a  number  of  instances  had  occurred  of  such  a  nature,  might  it 
have  affected  the  standing  of  that  dealer  with  you? 

Mr.  Young.  Well,  it  would  demonstrate  to  us  that  he  didn't  have 
as  good  distribution  as  we  had  thought  he  had.  That  was  the  Great 
Northern  Railway  Co.  bond,  30-year,  3%.  Texas  has  not  been  a  very 
good  market  for  rail  bonds. 

Mr.  Nehemkis.  But  this  dealer  was  a  little  bit  concerned  he  might 
stand  in  bad  and  thought  he  had  better  write  and  get  on  record,  I 
presume  ? 

Mr.  Young.  Well,  I  wouldn't  say  that,  Mr.  Nehemkis.  He  knew 
pretty  much  what  our  point  of  view  was  when  he  wrote  the  letter, 
as  shown  in  the  letter. 

(The  letters  referred  to  were  marked  "Exhibits  Nos.  2054r-l  and  2" 
and  are  included  in  the  appendix  on  pp.  12986  and  12987.) 

Mr.  Nehemkis.  A  letter  addressed  to  the  attention  of  Mr.  William 
L.  Day  from  Spencer,  Swain  &  Co.,  by  Earle  F.  Spencer,  dated  July 
19,  1939,  with  reference  to  the  Shell  Union  offering.  [Reading  "Ex- 
hibit No.  2055"]  : 
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Dear  Sirs: 

We  exceedingly  regret  our  action  taken   today  in  the  acceptance  of: 

$5,000  SHELL  UNION  OIL  CO. 
2%s  of  1954 
and  turning  back  $10,000  of  these  bonds.  We  have  had  no  success  in  selling  any 
of  them,  and  are  retaining  the  five  bonds  as  an  indication  of  our  endeavor 
to  cooperate  to  the  best  of  our  ability.  This  is  the  first  time  in  our  history 
we  have  declined  our  full  participation  in  any  bond  syndicate,  but  we  felt  under 
present  business  conditions  that  it  was  necessary  for  us  to  take  this  action. 

We  assure  you  that  we  do  this  with  great  regret,  and  trust  it  will  not 
jeopardize  our  position  with  you  in  the  future. 

(The  letter  referred  to  was  marked  "Exhibit  No.  2055"  and  ap- 
pears in  full  in  the  text  on  p.  12685.) 

Mr.  Nehemkis.  And  a  letter  dated  July  19, 1939,  from  F.  L.  Dabney 
&  Co.,  to  the  attention  of  William  L.  Day,  Morgan,  Stanley  &  Co.,  Inc. 
[reading  "Exhibit  No.  2056"]  : 

Confirming  our  telegram,  we  are  accepting  participation  for  $10,000  of  the 
SHELL  UNION  OIL  CORPORATION  Fifteen-Year  2y2%  debentures,  due  July 
1,  1954  and  are  declining  the  remainder  of  the  amount  reserved  for  us,  namely 
$40,000. 

We  are  very  sorry  that  we  were  not  able  to  take  our  full  participation,  but  in 
this  territory,  on  account  of  the  high  price  none  of  the  customers  that  we  would 
ordinarily  have  been  able  to  sell  them  to,  were  interested. 

Although  we  have  sold  no  bonds  up  to  the  present  time,  we  accepted  participa- 
tion for  $10,000  in  order  to  show  our  appreciation  for  past  favors. 

(The  letter  referred  to  was  marked  "Exhibit  No.  2056"  and  appears 
in  full  in  the  text  on  p.  12685.) 

Mr.  Nehemkis.  Another  letter,  dated  July  19, 1939,  addressed  to  Mr. 
Sumner  B.  Emerson,  from  Kerr  &  Bell,  Los  Angeles  [reading  from 
"Exhibit  No.  2057"] : 

After  thoroughly  canvassing  our  customers  it  was  very  disappointing  to  us  to 
be  unable  to  sell  any  of  the  Shell  Union  Oil  2%%  Debentures  which  you  offered 
us  today  at  Selling  Group  terms. 

As  Mr.  Kerr*  and  I  told  you  when  you  called  to  see  us,  it  is  not  our  policy  to 
take  bonds  from  any  syndicate  unless  we  are  able  to  sell  them  to  our  legitimate 
customers.  It  has  come  to  our  attention  that  some  of  our  competitors  have  taken 
down  these  particular  bonds  even  though  they  have  no  prospects  of  selling  them 
at  the  offering  price,  fearing  that  if  they  did  not  do  so  they  would  jeopardize 
their  position  with  you  as  syndicate  managers. 

(Theletter  referred  to  was  marked  "Exhibit  No.  2057"  and  is  in- 
cluded in  the  appendix  on  p.  12987.) 

Mr.  Nehemkis.  And  a  letter  to  Mr.  Sumner  B.  Emerson  from 
George  D.  B.  Bonbright  &  Co.,  dated  July  19,  1939.  I  skip  the  first 
paragraph  [reading  from  "Exhibit  No.  2058"]  : 

A  few  of  the  banks  that  did  buy  the  bonds  placed  their  orders  at  least  10  days 
ago.  I  sincerely  hope  that  you  will  not  think  we  have  fallen  down  on  the  job  in 
the  distribution  of  one  of  your  deals  for  lack  of  real  work  on  it,  and  that  you 
will  not  hold  this  particular  record  against  our  future  participation  in  other 
deals. 

(The  letter  referred  to  was  marked  "Exhibit  No.  2058"  and  is  in- 
cluded in  the  appendix  on  p.  12988.) 

Mr.  Evans,  please.  Mr.  Evans,  will  you  examine  this  document 
and  tell  me  whether  or  not  you  obtained  it  from  the  files  of  Blvth 
&  Co.? 

Mr.  Lewis  Evans  (Securities  and  Exchange  Commission).     I  did. 

Mr.  Nehemkis.  The  document  identified  by  the  witness  is  offered. 

(The  memorandum  referred  to  was  marked  "Exhibit  No.  2059" 
and  appears  in  full  in  the  text  on  p.  12686.) 
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Mr.  Nehemkis.  By  the  way,  Mr.  Young,  doesn't  your  firm  check 
certificate  numbers  to  brokers  for  some  sixty  or  ninety  days  after 
selling  groups  are  closed? 

Mr.  Young.  No,  sir. 

Mr.  Nehemkis.  I  read  yon  a  Memorandum  to  the  Sales  Managers 
of  Blyth  &  Co.,  November  6,  1935  [reading  "Exhibit  No.  2059"]  : 

It  is  perhaps  not  generally  known  by  our  organization  that  the  performance 
records  of  Morgan  Stanley  go  far  beyond  repurchases  on  a  syndicate  bid  or  free 
bids  at  or  around  the  offering  price.  We  are  reliably  informed  that  this  firm 
checks  numbers  through  brokers  for  60  or  90  days  after  selling  groups  are  closed 
(even  though  bends  may  be  selling  at  two  or  three  points  premium  over  the 
offering  price)  in  order  to  find  out  who  among  the  underwriters  and  selling 
group  members  are  not  selling  bonds  for  permanent  placement.  Although  our 
records  are  relatively  clean  in  respect  to  bouds  repurchased  during  the  duration 
of  selling  groups,  we  find  that  our  reputation  is  not  as  good  regarding  our  bonds 
getting  in  the  street  soon  after  selling  groups  are  closed. 

Mr.  Henderson.  In  a  few  short  years  a  mythology  can  grow  up 
aboutj  a  young  firm. 

Mr.  Hall.  I  should  like  to  say  to  Mr.  Henderson  that  he  is  misin- 
formed. 

Mr.  Henderson.  I  certainly  wouldn't  want  to  take,  Mr.  Hall,  every- 
thing that  has  gone  into  evidence  as  gospel  truth. 

Mr.  Nehemkis.  And  I  should  like  at  this  time  to  offer  a  letter  to 
you,  Mr.  Hall,  from  Hyams,  Glas  &  Carothers,  New  Orleans.  This 
letter  is  dated  July  21,  1939  [reading  from  "Exhibit  No.  2060"]  : 

I  certainly  feel  badly  about  not  being  able  to  sell  any  of  the  Shell  Union  or 
the  Southern  Telephone  issues.  However,  people  down  here  simply  don't  seem 
to  buy  those  securities.  I  am  sure  we  could  have  used  some  of  the  Southern 
Bells  if  the  premium  had  not  been  so  great,  but  as  it  happens,  the  very  day 
I  hose  came  out  we  bought  an  issue  of  State  of  Louisiana  Pension  2.30's,  2.50's 
and  3.00's  due  in  12  years  and  reoffered  the  3.00's  on  a  2.65  basis.  The  issue  is 
one  of  the  very  best  in  the  State  and  still  nobody  thought  that  tlie  issue  was 
offered  at  a  bargain  price. 

I  certainly  hope  that  some  day  this  market  will  catch  up  to  yours  so  that 
we  can  participate  in  national  syndicates  the  way  we  did  several  years  ago, 
but  (his  does  not  seem  to  be  feasible  right  at  the  present.  Meanwhile,  I  am 
deligiited  that  you  won  your  point  in  that  particular  issue  in  regard  to  competi- 
tive bidding  and  hope  that  tliis  present  agitation  for  it  will  die  down. 

I  have  wrtten. to  Mr.  Ripley  to  ask  for  a  copy  of  the  pamphlet  that  Harrinian. 
Ripley  is  issuing  on  the  subject  and  shall  bring  it  with  me  to  the  next  Times- 
Picayune  meeting. 

With  best  regards  and  hoping  to  see  you  in  California  this  fall,  I  am 

(The  letter  referred  to  was  marked  "Exhibit  No.  2060"  and  is  in- 
cluded in  the  appendix  on  p.  12989.) 

Mr.  Nehemkis.  A  letter  to  Morgan  Stanley  &  Co.,  Inc.,  from 
Bosworth,  Chanifte,  Loughridge  &  Co.,  of  Denver,  Colo.,  just  one 
brief  statement: 

We  infer  that  there  were  special  reasons  in  relation  to  both  issues  why  the 
debentures  had  to  be  priced  at  what  appears  to  the  investor  as  a  pretty 
high  price,  and  we  appreciate  the  fact  that  your  firm  has  been  the  champion 
for  the  entire  investment  banking  business.  We  certainly  shall  continue  to  put 
forth  our  best  efforts  on  both  issues. 

(The  letter  referred  to  was  marked  "Exhibit  No.  2061"  and  is  in- 
tliiderl  in  the  appendix  <>n  p.  12989.) 
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Mr.  Nehjemkis.  May  I  have  an  off-the-record  discussion  for  a 
moment,  Mr.  Chairman,  with  you? 

(Off-the-record  discussion  with  Acting  Chairman  Williams.) 

Mr.  Nehemkis.  Mr.  Huff,  will  you  be  good  enough  to  take  the 
stand,  please?  Before  Mr.  Huff  does  this,  I  have  no  further  ques- 
tions of  the  witnesses,  and  I  ask  leave  of  the  committee,  if  it  be 
the  committee's  pleasure,  that  they  be  dismissed. 

Acting  Chairman  Williams.  You  may  be  excused,  gentlemen. 

Mr.  Nehemkis.  Thank  you  very  much. 

(Witnesses  Hall,  Stanley,  and  Young  were  excused.) 

TESTIMONY  OF  CHARLES  H.  HUFF,  ASSOCIATE  UTILITIES  FINAN 
CIAL  ANALYST,  SECURITIES  AND  EXCHANGE  COMMISSION. 
WASHINGTON,  D.  C. 

Mr.  Nehemkis.  Mr.  Huff,  I  show  you  a  series  of  exhibits  now  in 
evidence,  together  with  their  numbers,  which  you  obtained  from  the 
files  of  various  companies.  I  have  agreed  with  the  Chair  that  they 
would  be  admitted  subject  to  your  identification,  ami  ask  you  to 
examine  this  list  of  committee  exhibits  and  tell  me  whether  or  not 
you  did  so  obtain  them. 

Mr.  Huff.  I  dW. 

Mr.  Nehemkis.  Just  read  them  over  quickly,  if  you  will,  please. 

Mr.  Huff.  The  following  documents  were  obtained  by  me  from 
the  files  of  the  First  Boston  Corporation: 

1.  A  memorandum  by  H.  M.  Addinsell,  Chairman  of  the  Executive  Commit- 
lee,  The  First  Boston  Corporation,  dated  September  30,  1935,  and  offered  as* 
"Exhibit  No.  169S." 

2.  A  memorandum  by  H.  M.  Addinsell,  dated  November  20,  1935,  and  refer- 
ring to  the"  Southwestern  Bell  Telephone  Company"  offering,  and  introduced  as 
•Exhibit  No.  1699." 

3.  A  memorandum  relating  to  Public  offerings  of  Securities  by  A.  T.  &  T. 
introduced  as  "Exhibit  No.  1700." 

4.  A  memorandum  relating  to  Southern  Bell  Telephone  Co.  $45,000,000  3%% 
25-year  debentures,  introduced  as  "Exhibit  No.  1701." 

5.  A  memorandum  by  H.  M.  Addinsell  dated  June  26.  1939  and  introduced 
as  "Exhibit  No.  1702." 

6.  A  letter  from  D.  R.  Linsley,  Vice  President,  The  First  Boston  Corporation. 
to  .1.  R.  Briggs,  Vice  President,  H.  M.  Byllesby  &  Co.,  dated  May  IS,  1935^ 
introduced  as  "Exhibit  No.  1880." 

7.  A  memorandum  headed  "Wilson  &  Co."  sigued  by  H.  M.  Addinsell,  Chair- 
man of  the  Executive  Committee  and  a  director  of  The  First  Boston  Corpora- 
tion, dated  May  16,  1935  and  introduced  as  "Exhibit  No.  1881." 

S.  A  telegram  from  D.  R.  Lonsley  to  Miles  Warner.  EL  M.  Byllesby  &  Co  . 
dated  March  15,  1935.  and  introduced  as  "Exhibit  No.  1882." 

9.  A  memorandum  headed  "Wilson  &  Company"  by  D.  R.  Linsley,  dated  June 
27.  1935  and  introduced  as  "Exhibit  No.  1885." 

Mr.  Nehemkis.  Will  you  be  good  enough  to  give  that  list  to  the 
stenographer  so  she  may  incorporate  it  intact?  Thank  you  very 
much,  sir. 

Mr.  Richard  H.  Wels,  please. 

Mr.  Wels  was  not  sworn,  Mr.  Chairman. 

Acting  Chairman  Williams.  Do.you  solemnly  swear  that  the  testi- 
mony you  are  about  to  give  in  this  proceeding  shall  be  the  truth,  the 
whole  truth,  and  nothing  but  the  truth,  so  help  you  God? 

Mr.  Wels.  I  do. 
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TESTIMONY  OF  RICHARD  H.  WELS,  ASSISTANT  ATTORNEY,  SECU- 
RITIES AND  EXCHANGE  COMMISSION,  WASHINGTON,  D.  C. 

Mr.  Nehemkis.  Will  you  be  good  enough  to  tell  me  whether  or 
not  you  obtained  these  two  documents  from  the  Mellon  Securities 
Corporation  ? 

Mr.  Wels.  I  did ;  yes. 

Mr.  Nehemkis.  Thank  you  very  much,  sir.  Would  you  just  read 
them  into  the  record,  please? 

Acting  Chairman  Williams.  I  didn't  understand  the  reporter  took 
the  other  one  and  I  don't  see  the  materiality  of  taking  it  down 
because  the  document  goes  in  anyway. 

Mr.  Nehemkis.  Thank  you  very  much,  sir. 

(The  statement  handed  to  the  reporter  was  as  follows:) 

The  following  documents  were  obtained  by  me  (Witness  Wels)  from  the  files 
of  Mellon  Securities  Corporation : 

1.  A  memorandum  by  C.  L.  Austin  on  the  Koppers  Company  $25,000,000  First 
Mortgage  and  Collateral  Series  A  4  percent  Trust  Bonds,  due  November  1,  1964, 
introduced  as  "Exhibit  No.  1863." 

2.  A  memorandum  by  C.  L.  Austin  on  the  financing  of  the  Jones  and  Laughlin 
Steel  Corporation,  dated  August  17,  1936,  introduced  as  "Exhibit  No.  1864." 

Mr.  Nehemkis.  We  have  one  witness  who  won't  take  probably  more 
than  20  minutes  or  so.  May  I  have  the  committee's  indulgence  to  call 
him?    This  concludes  our  entire  pi    -entation. 

Acting  Chairman  Williams.  Couldn't  you  make  it  15? 

Mr.  Nehemkis.  I  will  do  the  best  I  can.  I  will  put  all  the  pressure 
I  can  on  the  witness.    Dr.  Altman,  take  the  stand,  please. 

TESTIMONY  OF  DR.  OSCAR  L.  ALTMAN,  INVESTMENT  BANKING 
SECTION,  SECURITIES  AND  EXCHANGE  COMMISSION,  WASHING- 
TON, D.  C. 

Mr.  Nehemkis.  Dr.  Altman  has  previously  been  sworn.  Dr.  Alt- 
man,  it  is  your  intention  to  testify  this  afternoon  on  concentration  in 
the  management,  underwriting,  and  sale  of  registered  bond  issues 
since  1934,  is  it  not? 

Dr.  Altman.  That  is  correct. 

Mr.  Nehemkis.  And  you  will  have  occasion  to  offer  several  tables 
during  the  course  of  your  testimony,  will  you  not  ? 

Dr.  Altman.  That  is  correct. 

Mr.  Nehemkis.  And  you  will  have  occasion  to  offer  several  charts 
during  the  course  of  your  testimony,  will  you  not  ? 

Dr.  Altman.  That  is  correct. 

Mr.  Nehemkis.  Were  these  charts  and  tables  prepared  under  your 
direction  ? 

Dr.  Altman.  They  were. 

Mr.  Nehemkis.  Are  they  based  upon  statistical  data  which  you 
believe  to  be  authentic  and  reliable? 

Dr.  Altman.  They  are. 

Mr.  Nehemkis.  You  have  had  a  number  of  discussions,  have  you 
not,  with  me  concerning  this  material  ? 

Dr.  Altman.  Yes;  I  have. 

Mr.  Nehemkis.  Despite  those  discussions,  the  opinions  and  evi- 
dence which  you  will  offer  this  afternoon  are  your  own  best  judg- 
ments and  your  opinions;  is  that  correct? 
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Dr.  Altman.  That  is  right. 

Mr.  Nehemkis.  Will  you  be  good  enough  to  proceed,  Dr.  Altman, 
indicating  the  charts  and  the  data  that  you  wish  to  present  to 
illustrate  your  testimony. 

Acting  Chairman  Williams.  In  that  connection,  do  the  charts 
themselves  show  on  their  face  the  source  of  the  information? 

Dr.  Altman.  Yes,  they  do.  May  I  ask,  Mr.  Chairman,  that  the 
easel  at  the  back  of  the  room  be  set  up  so  that  the  wall  charts  which 
I  shall  have  to  offer  from  time  to  time  may  be  exhibited  for  the 
pleasure  of  the  committee? 

Mr.  Neiiemkis.  It  is  being  done,  Dr.  Altman.  Will  you  proceed. 
Dr.  Altman? 

Dr.  Altman.  I  have  been  asked  to  discuss  concentration  in  the 
management  and  underwriting  of  registered  bond  issues  and  in  the 
type  of  security  distribution  effected  by  the  investment  banking 
mechanism.  It  will  simplify  the  discussion  to'  review  at  the  outset 
the  terms  which  are  commonly  used  in  this  connection. 

DEFINITION    OF   TERMS 

Dr.  Altman.  What  is  commonly  thought  of  as  underwriting  in- 
cludes two  separate  and  mutually  exclusive  activities: 

On  the  one  hand,  investment  bankers  may  insure  the  sale  of  a 
security  issue.  That  is,  they  may  contract  to  purchase  from  an  issu- 
ing company  the  balance  of  a  security  issue  which  was  offered  to, 
but  not  purchased  by,  the  offerees. 

On  the  other  hand,  investment  bankers  may  agree  to  purchase  an 
entire  issue  of  securities  from  an  issuing  company  for  resale  to 
investors.  This  is  by  far  the  more  common  type  of  underwriting 
activity. 

The  work  involved  in  investigating,  setting  up  and  distributing 
an  issue  is  handled  by  the  manager  of  the  issue,  or  by  the  managers 
of  the  issue,  as  the  case  may  be,  who  are  one  or  more  members  of 
the  underwriting  group,  sometimes  called  the  participating  group. 
From  time  to  time  during  this  discussion  reference  will  be  made  to 
the  value  of  the  issues  managed  by  various  investment  banking  firms. 
In  all  such  cases,  the  amount  of  the  issues  managed  will  be  equal 
to  the  total  of  the  face  values  of  the  issues  for  which  the  firm  acted 
as  manager.  If  the  issue  was  handled  by  two  or  more  co-managers, 
each  firm  will  be  said  to  manage  its  staled  share  of  the  amount  of 
the  issue. 

The  several  purchasers  of  a  security,  from  the  issuing  company 
constitute  the  underwriting  group.  The  amounts  of  an  issue  which 
the  underwriters  purchase  severally  from  the  issuer  are  called  their 
participations. 

In  order  to  secure  better  or  wider  distribution,  the  underwriters  of 
an  issue  almost  always  ask  other  investment  banking  firms  to  take 
part  in  selling  the  securities  to  their  investors.  The  selling  or  dis- 
tributing gro.p  thus  consists  of  the  underwriters  who  reserve  part 
of  their  participations  for  wholesale  or  retail  distribution,  plus  these 
additional  firms.  Tn  the  usual  underwriter's  agreement  the  manager 
is  given  the  power  to  determine  how  much  shall  be  reserved  to  the 
individual  underwriters  out  of  their  underwriting  participations  for 
wholesale  or  retail  distribution,  and  to  determine  how  much  shall  be 
offered  to  other  dealers. 
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CONCENTRATION  IN  MANAGEMENT  OF  ALL  REGISTERED  ISSUES 

Dr.  Altman.  Under  the  provisions  of  the  Securities  Act  of  1933, 
most  of  the  securities  issued  by  business  enterprises  in  the  United 
States  must  be  registered  with  the  Securities  and  Exchange  Commis- 
sion. All  foreign  securities  offered  in  the  United  States,  including 
securities  issued  by  foreign  governments,  must  be  registered. 

The  securities  which  need  not  be  registered — and  I  will  summarize 
these  very  briefly — are : 

1.  Securities  issued  or  guaranteed  by  the  United  States  Government 
or  its  agencies. 

2.  Securities  issued  by  States  or  their  political  subdivisions  or 
instrumentalities. 

3.  Securities  issued  by  any  banking  institution. 

4.  Securities  of  common  or  contract  carriers,  the  issuance  of  which 
is  subject  to  section  20a  of  the  Interstate  Commerce  Act. 

5.  Securities  not  sold  in  interstate  commerce. 

6.  Securities  not  publicly  offered.' 

7.  Certain  other  types  of  securities  whose  importance  is  relatively 
flight. 

Total  issues  offered  for  cash  from  January  1934  through  June  1939 
amounted  to  $36,100,000,000.x  Of  this  total",  $9,600,000,000  was  regis- 
tered with  the  Securities  and  Exchange  Commission,  while  $26,500,- 
000,000  was  not  so  registered 

In  the  category  of  unregistered  issues  were  included  approximately 
$16,000,000,000  of  securities  issued  by  the  United  States  Government 
and  its  instrumentalities ;  $6,000,000,000  of  securities  issued  by  States 
and  their  subdivisions ;  $1,600,000,000  issued  by  contract  or  -common 
carriers;  and  $1,000,000,000  issued  by  banks  and  by  educational,  reli- 
gious, charitable,  and  other  nonprofit  institutions. 

Securities  to  the  amount  of  $9,600,000,000  were  registered  with  the 
Commission.  In  this  connection,  I  would  like  to  summarize  the  ma- 
i  erial  dealing  with  the  methods  of  offering  security  issues  and  the 
types  of  securities  offered,  with  two  tables.  The  first,  entitled  "Securi- 
ties Offered  for  Cash,  by  Type  of  Offering,  January  1934-June  1939," 
and  the  second,  entitled  "Securities  Offered  for  Cash,  by  Type  of 
Security,  January  1934-June  1939." 

Mr.  Nehemkis.  Dr.  Altman,  are  these  the  tables  to  which  reference 
has  been  made? 

Dr.  Altman.  They  are. 

Mr.  Nehemkis.  And.  the  source  of  the  data  for' these  two  tables,  Dr. 
•Altman,  is  what? 

Dr.  Altman.  They  are  prepared  from  records  either  in  the  posses- 
sion of  the  Securities  and  Exchange  Commission  or  from  other  pub- 
lished records,  or  fiom,  in  some  cases,  other  sources  which  are  avail- 
able to  the  Commission. 

Mr.  Nehemkis.  The  two  exhibits  identified  by  the  witness,  Mr. 
Chairman,  are  offered  in  evidence. 

Acting  Chairman  Williams.  They  mav  be  received. 
(The  tables  referred  to  were  marked  "Exhibits  Nbs.  2062  and  2063" 
and  are  included  in  the  appendix  on  p.  12990.) 

>  Spp  "F.Thlbit  No.'20R2."  appendix,  1'-  I2OO0. 
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Mr.  O'Connell.  Before  you  continue,  it  is  indicated  these  are 
securities  offered  for  cash? 

Dr.  Altman.  Yes. 

Mr.  O'Connell.  Does  not  include  refunding  issues? 

Dr.  Altman.  Refunding  issues  would  generally  be  offered  for  cash ; 
the  term  "offered  for  cash"  attempts  to  exclude  certain  issues  where 
3  on  have  securities  offered  for  exchange,  where  no  cash  is  forthcoming. 

Out  of  the  $9,600,000,000  of  registered  issues  more  than  $9,200,000,- 
000,  or  96  percent,  were  offered  through  and  managed  by  investment 
banking  syndicates.  The  major  part  of  these  managed  registered 
issues  were  handled  by  a  small  number  of  firms.  Although  there 
were  730  members  in  the  Investment  Bankers  Association  in  the 
United  States  in  October  1938,  38  firms  managed  91  percent  of  the 
$9,200,000,000  of  registered  managed  issues.  This  is  more  completely 
set  forth  in  a  table  entitled  "Amount  and  Percent  of  Registered  Bond 
and  Preferred  Stock  and  Common  Stock  Issues  Managed  by  Selected 
Investment  Banking  Firms,  January  1934-June  1939." 

Mr.  Nehemkis.  Dr.  Altman,  I  show  you  the  table  to  which  you  have 
referred  and  ask  you  to  tell  me  whether  this  in  fact  is  that  table. 

Dr.  Altman.  It  is. 

Mr.  Nehemkis.  And,  in  a  general  way,  what  is  the  source  of  the  data 
which  appears  on  this  table  ? 

Dr.  Altman.  This  table  was  prepared  by  the  Securities  and  Ex- 
change Commission  from  data  on  file  with  them. 

Mr.  Nehemkis.  It  is  offered  in  evidence,  Mr.  Chairman. 

(The  table  referred  to  was  marked  "Exhibit  No.  2064"  and  is  in- 
cluded in  the  appendix  on  p.  12991.) 

Mr.  Nehemkis.  Will  you  be  good  enough  to  proceed,  sir? 
■  Dr.  Altman.  Moreover,  six  firms  in  New  York  City  managed  $5,- 
300,000,000,  or  57  percent*  of  the  total  registered  .issues  managed  by 
investment  bankers.     These  six  firms  were  [reading  from  "Exhibit 
No.  2064"]: 

Morgan  Stanley  &  Co.,  Incorporated.  $2,142,000,000,  23.2%. 
The  First  Boston  Corporation,  $986,000,000,  10.7%. 
Dillon  Reed  &  Co.,  $680,000,000,  7.4%. 
Kuhn,  Loeb  &  Co.,  $618,000,000,  6.7%. 
Smith,  Barney  &  Co.,  $472,000,000,  5.1%. 
Blyth  &  Co.,  Inc.,  $388,000,000,  4.2%. 

Fourteen  other  New  York  City  firms  managed  $1,970,000,000,  or 
21  percent,  of  the  total. 

Eighteen  firms  located  outside  of  New  York  City  managed  $1,- 
114,000,000,  or  12  percent,  of  the  total.  All  the  other  investment 
bankers  in  the  United  States — and  it  should  be  repeated  that  the 
Investment  Bankers  Association  had  730  members  in  October  1938 — 
managed  $862,000,000,  or  9  percent,  of  the  total. 

Investment  banking  firms,  like  other  business  enterprises,  specialize 
their  activities.  Some  specialize  in  the  flotation  of  bonds,  while  a 
few  are  associated  relatively  more  with  the  flotation  of  stocks.  There 
is  also  specialization  with  regard  to  industries,  and  with  regard  to 
size  of  issues.  Finally,  the  business  of  different  investment  banking 
firms  may  be  distinguished  with  reference  to  the  quality  of  their 
security  issues. 

Investment  banking  firms  show  differences  between  their  bond  and 
stock  underwritings.    For  example,  bonds  constituted  94   percent  of; 
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the  $2,100,000,000  of  registered  securities  managed  by  Morgan  Stan- 
ley &  Co.,  Inc.  Bonds  constituted  86  percent  of  the ;  $6,200,000,000  of 
securities  managed  by  37  other  leading  firms— 19  within  New  York 
City  and  18  outside  New  fork  City— while  they  constituted  only  49 
percent  of  the  $862,000,000  of  securities  managed  by  all  other  firms. 

This  material  is  summarized  in  a  table  called  "Distribution  Among 
Bonds  and  Preferred  and  Common  Stock  in  Registered  Issues 
Managed  by  Selected  Investment  Banking  Firms,  January  1934- 
June  1939."  This  table  was  prepared  by  the  Securities  and  Exchange 
Commission. 

Mr.  Nehemkis.  Dr.  Altaian,  is  this  the  table  to  which  you  have 
referred  ? 

Dr.  Altaian.  It  is. 

Mr.  Nehemkis.  I  offer  the  table  in  evidence. 

(The  table  referred  to  was  marked  "Exhibit  No.  2065"  and  is 
included  in  the  appendix  on  p.  12992.) 

Mr.  Lubin.  In  order  that  the  significance  of  the  table  might  be 
more  easily  understood,  could  you  tell  us  what  proportion  of  the 
total  issues  floated  by  these  firms  were  stocks  as  compared  to  bonds? 

Dr.  Altman.  Which  firms,  Mr.  Lubin? 

Mr.  Lubin.  The  total  figure  you  have  just  mentioned. 

Dr.  Altman.  For  all  firms? 

Mr.  Lubin.  Yes. 

Dr.  Altaian.  For  all  firms,  the  figures  were  as  follows :  84  percent, 
of  the  total  consisted  of  registered  bond  issues ;  10.4  percent  consisted 
of  preferred -stock  issues,  and  5.2  percent  consisted  of  common-stock 
issues,  all  of  them  making  up  $9,233,000,000  of  securities. 

Mr.  Lubin.  In  other  words,  the  very  nature  of  the  flotations  would 
almost  automatically  lead  to  the  conclusion  shown  in  the  table  you 
have  just  submitted. 

Dr.  Altman.  Except  that  some  firms  do  more  registered  bond 
issues  than  others,  while  some  other  firms  do  -relatively  mOre  in  pre- 
feiTed  and  common-stock  issues.  However,  the  data  are  clear  enough 
that  for  the  whole  "period  substantially  85  .percent  of  all  registered 
issues  were  registered  bond  issues. 

QUALITY    OF    REGISTERED    BONDS    MANAGED    BY    SELECTED    FIRMS :    ALL 

INDUSTRIES 

Dr.  Altman.  What  quality  of  registered- securities  did  various  in- 
vestment banking  firms  manage?  I  propose  to  present  data  with 
reference  to  the  distribution  of  registered  bond  issues  managed  by 
investment  banking  firms,  classified  by  industry  and  quality  of  the 
bondsv  I  shall  confine  the  analysis  to  $7,400,000,000  of  bonds  man- 
aged by  38  leading  firms  in'  the  period  from  January  1934  through 
June  1939.  This  amount  represents  95  percent  of  all  registered- 
bond  issues  managed  by  all  firms  during  the  period. 

The  ratings  of  bonds  used  in  this  analysis  are  those  of  Moody's 
Investors  Service  when  these  were  available.  Where  Moody's  rat- 
ings were  not  available  the  equivalent  ratings  of  Poor's  Investors 
Service  or  of  the  Standard  Investors  Guide  were  used.  For  nine 
issues  the  ratings  of  Poor's  Investors  Guide  were  used  and  for  one 
issue  the  rating  of  Standard  Investors  Service  was  used.    Moody's 
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Investors  Service  divides  bonds  into  the  following  groups :  Aaa, -Aa, 
A.,  Baa,  Ba,  B,  and  so  forth.  Aaa  is,  of  course,  the  highest  grade; 
Aa,  second  grade ;  and  so  on.  For  the  purposes  of  this  analysis,  bonds 
will  be  divided  into  the  four  highest  groups,  and  all  other  bonds  will 
be  included  in  the  "below  fourth  grade"  group.  The  four  highest 
grades,  as  rated  by  Moody's  and  by  Poor's,  are  eligible  for  bank 
investment.  • 

Here  I  should  like  to  offer  a  chart  and  a  table,  each  bearing  the 
title  "Quality  of  Bond  Issues  Managed  by  Selected  Investment  Bank- 
ing Firms,  January  1934-June  1939:  All  Industries." 

Mr.  Nehemkis.  Dr.  Altman,  I  ask  you  to  identify  the  table  to 
which  reference  has  been  made. 

Dr.  Altman.  This  is  the  table  which  I  have  just  mentioned,  and 
this  table  is  the  source  for  the  chart  which  you  now  see. 

Mr.  Nehemkis.  May  it  please  the  committee,  I  offer  in  evidence  the 
table  and  chart  identified  by  the  witness. 

(The  chart  referred  to  was  marked  "Exhibit  No.  2066"  and  ap- 
pears on  p.  12694.  The  statistical  data  on  which  this  chart  is  based 
are  included  in  the  appendix  on  p.  12993.) 

Mr.  Nehemkis.  Will  you  proceed,  Dr.  Altman? 

Dr.  Altman.  May  I  explain  briefly  how  this  table  and  chart  were 
constructed  and  how  the  subsequent  tables  and  charts  on  this  same 
subject  were  constructed? 

The  percentage  of  the  registered  managed  bond  issues  is  shown 
separately  for  each  one  of  six  New  York  City  firms,  which  are  dis- 
tinguished by  different  types  of  cross-hatchings.  The  six  firms 
which  are  shown  separately  are  Morgan  Stanley  &  Co.,  Inc.,  The  First 
Boston  Corporation,  Kuhn,  Loeb  &  Co.,  Dillon,  Read  &  Co.,  Smith 
Barney  &  Co.,  and  Blyth  &  Co.,  Inc.  Then  a  separate  group  consist- 
ing of  fourteen  other  New  York  City  firms  is  shown  on  the  chart. 

I  will  not  stop  at  this  point  to  read  the  names  of  these  fourteen  other 
firms,  but  accompanying  every  one  of  the  charj°  3  which  reference  has 
been  or  will  be  made  there  is  a  table  from  which  the  chart  was  drawn, 
and  every  one  of  those  tables  contains  a  list  of  these  14  other  New  York 
City  firms. 

In  addition,  there  is  a  group  on  the  chart  referring  to  18  firms 
outside  of  New  York  City,  and  again,  the  table  accompanying  each 
chart  will  identify  the  18  firms  in  that  group. 

I  might  say  that  in  this  chart  and  in  subsequent  charts  dealing  with 
the  same  subject  the  group  remains  constant  and  the  period  remains 
the  same. 

During  the  five  and  a  half  yfe<ir  period  in  question,  namely  from 
January  1934  through  June  1939,  the  six  leading  New  York  City  firms 
managed  65.3%  of  this  sample  of  registered  managed  issues  of 
$7,400,000,000.  These  may  be  seen  from  the  bar  a^t  the  right,  which 
reflects  the  distribution  of  management  for  all  industries,  for  all  grades 
of  securities  taken  together.  Heading  from  the  right-hand  column, 
we  see  that  Morgan  Stanley  &  Co.,  Incorporated  managed  27.3  per- 
cent of  all  these  issues ;  The  First  Boston  Corporation,  12.7 ;  Kuhn,  Loeb 
&  Co.,  8.1% ;  Dillon  Read  &  Co.,  7.8% ;  Smith,  Barney  &  Co.,  4.8% ; 
and  Blyth  &  Co.,  Inc.,  4.6%,  so  that  these  six  New  York  firms  man- 
aged 65.3%  of  these  registered  bonds. 
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Now  I  call  your  attention  to  the  first  five  columns  in  this  chart,  which 
set  forth  the  proportion  of  the  bonds  in  each  quality  grade,  as  previ- 
ously defined,  managed  by  each  of  the  6  firms,  by  14  other  New  York 
City  firms,  and  by  18  firms  outside  of  New  York  City. 

The  bar  at  the  left  reflects  the  distribution  of  the  management  of 
first-grade  bond  issues  in  all  industries.  The  first-grade  securities 
amounted  to  $1,300,000,000  during  this  period.  Morgan  Stanley  & 
Co.,  Inc.,  shown  in  the  bottom  segment,  managed  65%  of  all  such 
first-grade  issues,  although  by  comparison  with  the  last  bar,  namely 
"all  grades,"  we  see  that  they  managed  27%  of  all  issues  of  all  grades. 

Notice  that  none  of  the  18  leading  firms  outside  of  New  York  City 
managed  any  first-grade  bond  issues. 

The  First  Boston  Corporation  managed  16%  of  all  first-grade  issues, 
and  it  is  noteworthy  that  both  Kuhn,  Loeb  &  Co.  and  Blyth  &  Co. 
were  not  represented  in  the  first  grade  bar. 

Mr.  Nehemkis.  You  mean,  as  managers? 

Dr.  Altman.  Yes;  as  managers. 

Mr.  Nehemkis.  The  18  leading  New  York  firms  together  managed 
85%  of  all  the  first-grade  issues,  as  compared  with  65%  of  all  issues  of 
all  grades.  It  is  clear  from  the  chart  that  the  degree  of  concentration 
of  management  of  registered  bond  issues  by  the  six  New  York  City 
firms  decreases  as  the  quality  of  the  security  decreases.  .  In  other  words, 
as  we  go  from  the  first  grade  to  the  second  grade  and  then  through  the 
lower  grades,  the  relative  proportion  of  the  registered  bonds  managed 
by  the  18  firms  outside  of  New  York  City  and  by  the  remaining  14 
New  York  City  firms  increases.  Thus  while  the  18  firms  outside  of 
New  York  City  managed  none  of  the  first  grade  issues,  they  managed 
13%  of  the  second  grade  issues,  the  second  bar  on  the  chart,  19% 
of  the  third  grade  issues,  18%  of  the  fourth  grade  issues,  and  21.7% 
of  all  issues  below  the  fourth  grade. 

This  chart  and  table  which  accompanies  it  were  prepared  to 
cover  as  large  a  segment  as  possible  of  the  investment  banking  in- 
dustry for  as  long  a  period  as  possible  since  the  Securities  Act.  The 
data  in  the  table  relate  to  the  period  from  January  1934  through 
June  1939.  The  data  on  concentration  in  the  management  of  regis- 
tered bond  issues,  therefore,  tend  to  understate  the  role  of  Morgan 
Stanley  &  Co.,  Inc.,  which  was  incorporated  on  September  5, 
and  opened  for  business  on  September  15,  1935.  If  the  relative 
amounts  of  registered  bond  issues  managed  by  our  thirty-eight  lead- 
ing firms  be  considered  for  the  period  from  September  16,  1935, 
through  June,  1939 — that  is  for  the  period  during  which  Morgan 
Stanley  &  Co.,  Inc.,  was  in  the  investment  banking  business — it  will 
be  found  that  Morgan  Stanley  &  Co.  managed  not  27%  of  all  issues 
of  all  grades,  but  32%  of  all  issues  of  all  grades ;  and  that  this  firm 
managed  not  65%  of  all  first  grade  issues,  out  81%  of  all  first  grade 
issues.  These  data  are  summarized  in  the  table  called  "Amount  and 
Percent  of  Registered  Bond  Issues  of  Each  Quality  Grade  Managed 
by  Morgan  Stanley  &  Co.,  Inc.  from  Organization  to  June  30,  1939." 

Mr.  Nehemkis.  Is  this  the  table  to  which  you  have  referred,  Dr. 
Altman  ? 

Dr.  Ai/i'MAK.  It  is. 

Mr.  Nehemkis.  And  the  source  of  this  table  is,  Dr.  Altman,  what  J 
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Dr.  Altman.  This  table  is  based  upon  data  which  was  prepared  for 
the  Investment  Banking  Section  of  the  Securities  and  Exchange 
Commission. 

Mr.  Nehemkis.  I  offer  this  table  identified  by  the  witness. 

(The  table  referred  to  was  marked  "Exhibit  No.  2067"  and  is  in- 
cluded in  the  appendix  on  p.  12994.) 

Mr.  Nehemkis.  Now  proceed,  Dr.  Altman. 

Dr.  Altman.  The  chart  and  tables  already  introduced  into  evidence 
contain  data  on  the  relative  importance  of  various  investment  bank- 
ing firms  in  the  management  of  $7,400,000,000  of  registered  managed 
bond  issues  for  all  industries.1  It  has  been  suggested,  however,  that 
investment  banking  firms  are  often  specialized  with  regard  to  the 
industrial  fields  in  which  they  underwrite  securities.  Hence,  to  assay 
more  clearly  the  relative  importance  of  the  various  firms  and  of  the 
quality  of  the  issues  they  manage,  it  is  essential  to  treat  various  in- 
dustries separately. 

The  $7,400,000,000  of  registered  managed  bond  issues  have,  there- 
fore, been  divided  into  the  following  four  groups : 

(1)  Manufacturing  companies,  whose  securities  constituted  26.4% 
of  the  total. 

(2)  Electric  light  and  power,  gas  and  water  companies,  whose  se- 
curities constituted  50.9%  of  the  total. 

(3)  Transportation  and  communication  comp'anies,  whose  securities 
constituted  10.6%  of  the  total. 

(4)  And  all  other  issues,  which  aggregated  12.1%  of  the  total. 

BONDS  OF   MANUFACTURING   COMPANIES 

Dr.  Altman.  I  propose  now  to  deal  with  the  distribution  of  man-^ 
agement  of  registered  bond  issues  for  manufacturing  companies,  and 
in  this  connection  I  offer  a  chart  and  a  table  accompanying  it  en- 
titled "The  Quality  of  Bond  Issues  Managed  by  Investment  Bank- 
ing Firms,  January  1934  to  June  1939,"  subtitle  "Manufacturing 
Companies." 

Mr.  Nehemkis.  Dr.  Altman,  is  this  the  table  to  which  you  have 
referred. 

Dr.  Altman.  It  is. 

Mr.  Nehemkis.  And  the  source  of  this  is  as  previously  indicated? 
Dr.  Altman.  As  previously  indicated. 

Mr.  Nehemkis.  The  table  and  chart  identified  by  the  witness  are 
offered  in  evidence,  Mr.  Chairman. 

Acting  Chairman  Williams.  They  may  be  received. 
(The  chart  referred  to  was  marked  "Exhibit  No.  2068"  and  appears 
on  p.  126f  7.     The  statistical  data  on  which  this  chart  is  based  are  in- 
cluded in  the  appendix  on  p.  12996.) 

Dr.  ALtMAN.  It  will  be  apparent  from  this  table  and  chart  that 
Kuhn,  Loeb  &  Co.  managed  the  largest  part  of  all  the  registered 
bond  issues  of  manufacturing  companies  of  all  grades.  Six  New 
York  City  firms,  to,  which  reference  has  been  made,  together  man- 
aged 67.4%  of  all  manufacturing  company  registered  bond  issues  of 
.all  grades,  and  twenty  New  York  City  firms  managed  91.6%  of  all 
such  securities.     It  should  be  noticed,  however,  that  the  relative  im- 

1  See  "Exhibit  No.  2060,"  supra,  p.  12694,  and  appendix,  p.  12993. 
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portance  of  the  various  firms  in  the  different  quality  grades  is 
different  from  that  for  the  group  of  manufacturing  securities  as  a 
whole.  In  grade  one,  for  example,  we  find  that  Morgan,  Stanley  & 
Co.,  Inc.  managed  68.9%  of  the  securities  of  manufacturing  com- 
panies. In  grade  two,  Dillon  Read  &  Co.  managed  65.8%  of  manu- 
facturing company  bonds.  None  of  the  eighteen  firms  outside  of 
New  York  City  managed  any  first  or  second  grade  registered  manu- 
facturing bond  issues. 

It  has  already  been  suggested  that  the  relative  importance  of 
Morgan  Stanley  &  Co.,  Inc.  is  better  measeured  for  the  shorter 
period  September  16,  1935,  to  June  30,  1939,  than  for  the  period 
covered  by  this  chart.  The  issues  managed  by  Morgan  Stanley  & 
Co.,  Inc.'  constitute  only  17%  of  the  total  manufacturing  issues  for 
the  period  of  its  business  life,  compared  with  14%  for  the  full 
period  as  shown  in  the  chart,  but  since  the  firm  has  been  organized  it 
has  managed  all  of  the  first-grade  issues  in  this  field. 

Mr.  O'Connell.  If  this  chart  was  arranged  to  deal  with  the  period 
since  September  1935,  the  first  line  of  the  chart,  grade  one,  would 
indicate  merely  Morgan  Stanley? 

Dr.  Altman.  That  is  right.  It  would  represent  Morgan  Stanley 
management. 

ELECTRIC   LIGHT   AND   POWER,    GAS,    AND   WATER    COMPANIES 

Dr.  Altman.  I  turn  now  to  the  second  group,  namely,  Electric 
Light  and  Power,  Gas,  and  Water  Companies,  and  propose  to  dis- 
cuss this  group  with  the  aid  of  a  chart  and  table  called  "Quality  of 
Bond  Issues  Managed  by  Investment  Banking  Firms  January  1934- 
June  1939 :  Electric  Light  and  Power,  Gas,  and  Water  Companies." 

Mr.  Nehemkis.  Dr.  Altman,  is  this  the  table  to  which  you  have 
referred  ? 
Dr.  Altman.  It  is. 

Mr.  Nehemkis.  And  the  source  of  the  data? 
Dr.  Altman.  Is  the  same  as  previously  set  forth. 
Mr.  Nehemkis.  The  table  and  chart  identified  by  the  witness,  Mr. 
Chairman,  are  offered  in  evidence. 

(The  chart  referred  to  was  marked  "Exhibit  No.  2069"  and  appears 
on  p.  12699.  The  statistical  data  on  which  this  chart  is  based  are 
included  in  the  appendix  on  p.  12997.) 

Dr.  Altman.  During  the  period  January  1934  through  June  1939, 
the  registered  issues  of  electric  light  and  power,  gas  and  water  com- 
panies managed  by  thirty-eight  leading  firms  totaled  $3,800,000,000, 
or  51  percent  of  all  registered  managed  issues  here  dealt  with.    • 

Morgan  Stanley  &  Co.,  Inc.,  managed  22%  of  such  issues  and  The 
First  Boston  Corporation,  20%.  The  eighteen  firms  outside  of  New 
York  City  managed  20%  of  the  total.  It  is  noteworthy  that  these 
eighteen  firms  managed  a  larger  proportion  of  the  issues  in  this  field 
than  in  any  other  field.  Illustrative  of  the  specialization  in  security 
organization  is  Kuhn,  Loeb  &  Co.,  which  had  no  issues  in  this 
industry  in  five  and  a  half  years. 
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The  distribution  of  managed  issues  by  quality  is  somewhat  dif- 
ferent. 

Turning  to  grade  1,  we  find  that  Morgan  Stanley  &  Co.,  Inc.,  man- 
aged 52  percent  of  these  issues,  and  The  First  Boston  Corporation 
managed  25  percent  of  these  issues,  so  that  Morgan  Stanley  and  First 
Boston  together  managed  three-quarters  of  all  the  first-grade  issues 
of  electric  light  and  power,  gas  and  water  companies. 

Again,  if  we  consider  the  period  covering  the  business  life  of  Mor- 
gan Stanley,  certain  changes  appear.  We  find  that  for  the  period 
covering  its  business  life,  Morgan  Stanley  &  Co.,  Inc.  managed  25 
percent  of  all  issues a  in  this  field,  as  compared  with  21.7  percent  for 
the  longer  periods  covered  by  the  chart,  and  if  we  turn  to  grade  1, 
we  find  that  Morgan  Stanley  &  Co.,  Inc.  managed  70.5  percent 
for  the  period  since  its  organization,  as  compared  with  52  percent  for 
the  full  period  as  shown  on  the  chart. 

TRANSPORTATION   AND  COMMUNICATION   COMPANIES 

Dr.  AiiTMAN.  I  propose  now  to  turn  to  (he  next  field,  namely,  that 
of  registered  managed  bond  issues  of  transportation  and  communica- 
tion companies,  and  propose  to  discuss  this  with  the  aid  of  a  chart 
and  table  called  "Quality  of  Bond  Issues  Managed  by  Investment 
Banking  Firms,  January  1934-June  1939 :  Transportation  and  Com- 
munication Companies." 

Mr.  Nehemkis.  Dr.  Altman,  is  that  the  table  to  which  j^ou  have 
referred  ? 

Dr.  Ai/tman.  It  is. 

Mr.  Nehemkis.  And  the  source  is  the  same  as  previously  indicated? 

Dr.  Altman.  It  is. 

Mr.  Nehemkis.  The  table  and  chart  are  offered  in  evidence. 

(The  chart  referred  to  was  marked  "Exhibit  No.  2070"  and  appears 
on  p.  12701.  The  statistical  data  on  which  this  chart  is  based  are 
included  in  the  appendix  on  p.  12998.) 

Dr.  Altman.  It  should  be  noted  that  the  data  do  not  include  securi- 
ties issued  by  common  or  contract  carriers,  the  issuance  of  which  is 
subject  to  section  20a  of  the  Interstate  Commerce  Act.  Such  issues 
are  exempt  from  registration  under  the  Securities  Act.  This  group 
consists  for  the  most  part,  therefore,  of  bond  issues  of  communication 
companies  and  principally,  of  telephone  companies. 

Morgan  Stanley  &  Co.,  Inc.  dominates  this  field.  It  managed 
$560,000,000  or  71  percent  of  the  financing  in  the  period  January 
1934  through  June  1939.  It  managed  all  the  first-grade  issues  and 
95  percent  of  the  second-grade  issues.  The  First  Boston  Corporation, 
Dillon  Read  &  Co.,  and  Smith,  Barney  &  Co.  managed  no  registered 
issues  in  this  field;  Kuhn,  Loeb  and  Co.  managed  a  transportation 
issue  of  $19,250,000  for  General  American  Transportation  Corpora- 
tion and  Blyth  &  Co.,  Inc.  managed  scattered  issues  aggregating 
$19,000,000. 

ALL  OTHER  ISSUES 

Dr.  Altman.  I  turn  now  to  the  last  segment  of  this  break-down, 
namely,  "all  other  issues,"  and  propose  to  discuss  this~with  the  aid  of  a 

1  See  "Exhibit  No.  2067,"  appendix,  p.  12994. 

3  See  supporting  data  for  ''Exhibit  No.  2070,"  appendix,  p.  12998. 
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chart  and  table  called  "The  Quality  of  Bond  Issues  Managed  by 
Investment  Banking  Firms,  January  1934-June  1939:  Companies 
Other  Than  Manufacturing  or  Public  Utility." 

Mr.  Nehemkis.  Is  this  the  table  to  which  you  have  referred  ? 

Dr.  Altman.  It  is. 

Mr.  Nehemkis.  And  the  source  of  the  data  is  the  same  as  pre- 
viously indicated? 

Dr.  Altman.  That  is  correct. 

Mr.  Nehemkis.  The  table  and  chart  are  offered  in  evidence. 

Acting  Chairman  Williams.  They  may  be  received. 

(The  chart  referred  to  was  marked  "Exhibit  No.  2071"  and 
appears  on  p.  12703.  The  statistical  data  on  which  this  chart  is  based 
are  included  in  the  appendix  on  p.  12999.) 

Dr.  Altman.  In  this  group  are  included  all  issues  by  foreign 
Governments  within  this  period.  I  might  mention  the  issues  by  the 
Dominion  of  Canada,  Argentina,  Norway,  and  so  on,  and  such  other 
issues  as  do  not  fall  within  the  earlier  classifications. 

The  importance  of  Morgan  Stanley  &  Co.,  Inc.  in  this  field  may 
be  seen  from  the  fact  that  for  the  full  period  covered,  Morgan  Stan- 
ley &  Co.,  Inc.  managed  32.4%  of  all  the  issues,  and  74.1%  of  all  the 
first-grade  issues.  If  we  consider  merely  the  shorter  period,  that 
is,  the  period  since  Morgan  Stanley  has  been  in  operation,  we 
find  that  the  percentage  of  first-grade  securities  managed  remains  the 
same;  that  is  to  say,  74%  of  the  total,  but  the  percentage  of  all  securi- 
ties within  this  field  increases  from  42%  for  the  long  period  to  51% 
for  the  short  period.1 

summary  of  concentration  by  quality  and  industry 

Dr.  Altman.  The  character  of  the  business  of  managing  registered 
bond  issues  may  now  be  summarized  for  the  38  leading  firms  as 
follows  (I  deal  here  with  the  short  period,  September  16,  1935,  to 
June  30,  1939)  :  Morgan  Stanley  &  Co.,  Inc.,  during  this  period  man- 
aged $2,000,000,000  of  registered  bond  issues,  of  which  42.7  percent 
fell  in  the  first  grade  and  79.2  percent  fell  in  the  first  two  grades. 

Now  let  us  compare  this  with  the  business  of  other  underwriting 
houses.  If  we  take  the  other  five  New  York  City  firms,  which  have 
been  specifically  mentioned,  as  a  group,  that  is  to  say,  if  we  take  the 
combined  business  of  First  Boston ;  Kuhn,  Loeb ;  Dillon  Read ;  Smith, 
Barney ;  and  Blyth,  we  find  that  these  firms,  too,  managed  two  billion 
of  registered  bond  issues,  but  4.4%  fell  in  the  first  grade  and  42% 
fell  in  the  first  two  grades,  as  compared  with  the  42.7  percent  of 
Morgan  Stanley  in  the  first  grade  and  79.2  percent  of  Morgan 
Stanley  in  the  first  and  second  grades. 

These  may  be  compared  with  the  record  of  the  14  other  New  York 
City  firms  previously  identified,  which  together  managed  $1,300,- 
000,000  of  registered  bond  issues,  of  which  9.1%  fell  in  the  first  grade 
and  23.6%  fell  in  the  first  two  grades. 

The  record  of  the  18  firms  outside  New  York  City  previously 
identified  is  interesting  in  this  connection.     These  firms  managed 


1  See  "Exhibit  No.  2067,"  appendix,  p.  ]  2994. 
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$936,000,000  of  registered  bond  issues,  none  of  which  were  in  the 
first  grade,  and  30.8  percent  of  which  fell  in  the  second  grade. 

This  material  is  summarized  in  a  table  called  "Distribution  by 
Grades  of  Registered  Bond  Issues  Managed  by  Morgan  Stanley  & 
Co.,  Inc.  and  37  other  Leading  Investment  Banking  Firms,  Septem- 
ber 16,  1935,  to  June  30,  1939." 

Mr.  Nehemkis.  Is  this  the  table  you  refer  to,  Dr.  Altman  ? 

Dr.  Altman.  It  is. 

Mr.  Nehemkis.  The  source  of  the  data  is  the  same  as  you  have 
previously  indicated? 

Dr.  Altman.  That  is  correct. 

Mr.  Nehemkis.  Mr.  Chairman,  this  table  is  offered  in  evidence. 

(The  table  referred;  to  was  marked  "Exhibit  No.  2072"  and  is  in- 
cluded in  the  appendix  on  p.  13000.). 

Dr.  Altman.  The  charts  and  the  tables  just  presented  have  dealt 
with  the  distribution  of  and  the  concentration  in  the  management 
of  registered  bond  issues.  Now  we  may  direct  our  attention  to  the 
distribution  of  underwriting  participations. 

INTERPARTICIPATIONS  IN  ORIGINATIONS  OF  EIGHT  FIRMS 

Dr.  Altman.  The  Investment  Banking  Section  of  the  Securities 
and.  Exchange  Commission  requested  from  eight  leading  investment 
banking  firms  a  complete  list  -of  all  issues  managed  and  of  all  par- 
ticipations. These  data,  which  are  preliminary  and  subject  to  cor- 
rection as  additional  data  are  received,  have  been  compiled  and 
analyzed  by  our  staff. 

The  following  table,  containing  eight  parts,  has  been  prepared 
from  these  data.  These  tables  may  look  complicated.  Unfortunately, 
the  subject  is  complicated,  and  the  tables  are  of  equal  complexity, 
but  they  attempt  to  answer  two  questions : 

First,  how  much  of  the  participations  of  each  firm  came  from  its 
own  originations?  And  how  much  from  issues  originated  by  the 
other  seven  firms? 

Secondly,  how  much  of  its  originations  did  each  firm  give  to  the 
other  seven  firms,  and  how  much  did  it  keep  for  itself? 

I  trust  that  this  will  become  clearer  as  the  discussion  of  the  tables 
proceeds. 

Mr.  Nehemkis.  Are  those  the  eight  sections  that  you  made  refer- 
ence to  a  moment  ago? 

'Dr.  Altman.  They  are. 
•   Mr.  Nehemkis.  This  data  was  furnished  to  the  Investment  Bank- 
ing Section  by  the  eight  investment  banking  firms  you  have  made 
reference  to? 

Dr.  Altman.  That  is  correct. 

Mr.  Nehemkis.  These  tables  are  offered. 

Acting  Chairman  Williams.  They  may  be  admitted. 

(The  tables  referred  to  were  marked  "Exhibit  No.  2073"  and  are 
included  in  the  appendix  on  p.  13001.) 

Dr.  Altman.  I  propose  to  discuss  these  tables  in  very  summary 
fashion;  otherwise  we  might  be  here  for  a  much  longer  time,  I  am 
afraid,  than  any  of  us  are  prepared  to  sit.  First,  let  us  consider 
Part  I,  which  deals  with  Morgan  Stanley  &  Co.,  Inc.  Morgan  Stan- 
ley &  Co.  had  participations  during  the  period  covered  by  the  table, 
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that  is  to  say,  from  June  14,  1934,  to  June  30,  1939,  amounting  to 
$590,000,000."  This  table  attempts  to  explain  whore  these  participa- 
tions came  from. 

By  reference  to  the  first  two  columns  of  the  table,  one  sees  that 
88.7%  of  all  Morgan  Stanley  &  Co.  participations  came  from  issues 
managed  by  Morgan  Stanley  &  Co.,  Inc.  and  that  99.3%  of  all  par- 
ticipations "of  Morgan  Stanley  &  Co.,  Inc.  during  this  period  came 
from  issues  managed  either  by  itself  or  by  the  other  seven  firms  set 
forth. 

It  is  interesting  to  note  that  during  this  period  none  of  the  par- 
ticipations of  Morgan  Stanley  &  Co.  came  from  issues  managed  by 
The  First  Boston  Corporation. 

Now  we  turn  to  the  second  question.  How  much  did  these  firms 
mentioned  participate  in  Morgan  Stanley  issues?  By  reference  to 
columns  3  and  4  of  the  table  we  see  that  during  the  period  in  ques- 
tion Morgan  Stanley  &  Co.,  Incorporated  managed  issues  amounting 
to  $2,414,000,000.  Of  the  total  amount  of  issues  so  managed,  21.7% 
was  reserved  by  Morgan  Stanley  &  Co.  for  itself  as  an  underwriting 
participation,  and  the  various  other  amounts  and  percentages  set 
forth  in  columns  3  and  4  of  the  table  indicate  the  participations  in 
such  issues  of  all  the  other  firms. 

Notice  that  the  eight  firms,  including  Morgan  Stanley  &  Co.,  re- 
served— or  there  was  reserved  for  these  eight  firms  in  this  $2,414,- 
000,000  of  security  issues' — 58.4%  of  the  total,  so  that  the  remaining 
41.6  percent  of  these  issues  managed  by  Morgan  Stanley  &  Co.  was 
available  to  all  the  other  underwriters  in  the  United  States. 

Mr.  Nehemkis.  Dr.  Altaian,  you  had  intended  to  say,  did  you  not, 
that  Morgan  Stanley  and  the  other  seven  firms  took  58.4%  of  alV 
Morgan  Stanley  originations? 

Dr.  Altman.  That  is  correct. 

Mr.  Nehemkis.  Will  you  proceed,  sir? 

Dr.  Altman.  Part  II  deals  with  Kuhn,  Loeb  &  Co.  During  the 
period  from  June  14,  1934,  to  June  30,  1939,  Kuhn,  Loeb  &  Co.  had 
underwriting  participations  of  $708,000,000,  as  set  forth  in  column 
1  of  this  table. 

Of  this  total,  $420,000,000,  or  59.2 %,  came  from  issues  managed  by 
Kuhn,  Loeb  &  Co.  and  $156,000,000,  or  22%,  came  from  issues  man- 
aged by  Morgan  Stanley  &  Co.,  Inc.  The  participations  by  Kuhn, 
Loeb  &  Co.  in  issues  managed  by  the  other  six  investment  banking- 
firms  mentioned,  added  to  their  participation  in  their  own  and  Mor- 
gan Stanley  issues,,  account  for  94%  of  all  their  underwriting  par- 
ticipations. Thus,  the  participations  in  originations  by  all  invest- 
ment banking  firms,  excluding  these  eight  firms,  account  for  only 
6%  of  all  Kuhn,  Loeb  &  Co.  underwriting  participations. 

Now  we  turn  to  columns  3  and  4  of  the  table.  During  the  period 
in  question,  Kuhn,  Loeb  &  Co.  managed  $1,053,603,000  of  security 
issues.  Of  this  total  it  reserved  for  itself  underwriting  participations 
of  $419,000,000,  or  39.8%  of  the  total.  There  was  reserved  for  the 
other  seven  firms  26.1%  of  all  Kuhn,  Loeb  originations.  Thus  the 
eight  firms  mentioned,  including  Kuhn,  Loeb  &  Co.  itself,  took  65.9% 
of  all  Kuhn,  Loeb  &  Co.  originations,  leaving  the  balance  of  34.1% 
to  be  divided  among  all  the  other  underwriters  in  the  United  States. 

Part  III  deals  with  The  First  Boston  Corporation.     During  the 
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period  in  question,  The  First  Boston  Corporation  had  underwriting 
participations  of  $709,000,000,  of  which  34.0%  came  from  issues  man- 
aged by  itself,  and  79.1%  came  from  issues  managed  by  itself  and 
the  other  seven  houses  mentioned. 

On  the  other  hand,  The  First  Boston  Corporation  managed  issues 
totalling  $993,000,000,  and  42.1%  of  this  amount  was  reserved  in  the 
form  of  underwriting  participations  to  these  eight  firms,  including 
itself.  Notice  that  Morgan  Stanley  &  Co.,  Inc.  had  no  participations 
in  First  Boston  issues. 

As  a  result,  58%  of  all  originations  of  The  First  Boston  Corpora- 
tion during  this  period  were  available  for  underwriting  participations 
to  all  the  other  remaining  investment  banking  firms. 

I  think  we  may  pass  rather  hurriedly  over  the  next  parts  of  the 
table.    They  will  constitute  part  of  the  statistical  record. 

Suppose  we  summarize  this  material  dealing  with  the  eight  firms 
mentioned.  During  the  period  from  June  14,  1934,  to  June  30,  1939. 
these  eight  firms  managed  issues  totaling  $6,700,000,000.  Of  this 
amount  they  reserved  for  themselves,  on  the  average,  underwriting 
participations  of  56%.  That  is  to  say,  of  the  issues  managed  by  these 
eight  firms,  more  than  half  was  reserved  to  themselves  in  the  form  of 
underwriting  participations  and  the  remainder  was  available  to  all 
other  investment  banking  firms  in  the  form  of  underwriting  partici- 
pations. 

During  the  same  period  the  underwriting  participations  of  these 
same  firms  amounted  to  $4,300,000,000,  of  which  86%)  represented 
-reservations  in  their  own  originations. 

DISTRIBUTION  OF  SALES  BY  THE  DISTRIBUTING  GROUP 

Dr.  Altman.  I  turn  now  to  a  slightly  different  subject.  There  has 
been  much  discussion  within  the  past  few  years  of  the  institutional 
character  of  the  securities  market.  This  discussion  has  centered 
about  the  predominant  role  played  by  banks  and  insurance  companies 
in  the  purchase  of  newly  offered  securities. 

The  Investment  Banking  Section  of  the  Securities  and  Exchange 
Commission  investigated  the  distribution  of  the  sales  of  four  bond 
issues  by  the  respective  distributing  groups.  These  issues  were  of- 
fered in  1938  and  represented  a  variety  of  maturities  and  industries. 
In  addition  to  these  data,  we  are  fortunate  to  have  the  results  of  a 
questionnaire  on  the  same  subject  by  Morgan  Stanley  &  Co.,  Inc. 
Morgan  Stanley  &  Co.  selected  three  bond  issues  which  they  had 
managed,  one  in  1936,  one  in  1937,  and  the  third  in  1938,  and  sent 
questionnaires  to  all  the  members  of  the  distributing  group  who  had 
participated  in  the  syndication  of  all  three  issues. 

The  Securities  and  Exchange  Commission  questionnaire  covered 
four  bond  issues;  the  Morgan  Stanley  questionnaire  covered  three 
bond  issues;  one  bond  issue  was  covered  by  both  questionnaires. 

The  results  from  both  questionnaires  are  similar  and  are  shown  on 
a  table  and  chart  entitled  "The  Distribution  of  Sales  to  Various 
Classes  of  Purchasers  by  the  Distributing  Group,  Six  Bond  Issues, 
1936-1938." 

Mr.  Nehemkis.  Is  that  the  table  you  refer  to,  Dr.  Altman? 

Dr.  Altman.  It  is. 

Mr.  Nehemkis.  The  chart  and  table  identified  by  the  witness  are 
offered  in  evidence,  Mr.  Chairman. 
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Acting  Chairman  Williams.  They  may  be  received. 

(The  chart  referred  to  was  marked  "Exhibit  No.  2074"  and  appears 
on  p.  12708.  The  statistical  data  on  which  this  chart  is  based  are 
included  in  the  appendix  on  p.  13005.) 

Dr.  Altman.  On  this  chart  are  set  forth  the  percentages  of  the 
sales  by  the  distributing  group  made  to  various  classes  of  purchasers. 
The  bottom  segment  in  each  case  represents  the  percent  of  the  total 
issue  sold  to  banks;  the  second  segment,  that  sold  to  insurance  com- 
panies; the  third  segment,  that  sold  to  charitable  and  educational 
foundations;  the  fourth  segment,  that  sold  to  security  dealers  and 
the  top  segment,  that  proportion  of  the  total  issue  sold  to  individuals. 

Banks  on  the  average  that  is,  taking  these  issues  as  a  group,  ac- 
count for  47%  *  of  the  sales  by  the  distributing  group,  and  life  and 
fire  insurance  companies  on  the  average  bought  38 %x  of  the  issues 
offered.  If  to  these  two  are  added  the  sales  made  to  charitable  and 
educational  foundations,  we  find  that  on  the  average  88.4%  x  of  all 
sales  made  by  the  distributing  group  in  these  issues  went  to  so-called 
institutional  purchasers. 

It  should  be  noted,  and  it  will  be  apparent  from  the  table,  that 
some  bond  issues  are  more  attractive  to  banks  than  to  insurance 
companies,  while  others  are  more  attractive  to  insurance  companies 
than  to  banks.  It  is  noteworthy,  however,  that  the  percentage  of 
the  total  issues  taken  by  banks  and  insurance  companies  together 
'  was  relatively  constant  for  the  six  issues.  On  the  average,  banks  and 
insurance  companies  together  bought  85%  of  the  total  amount  of 
these  six  issues. 

Individuals,  on  the  average,  bought  6.6%*  of  the  bonds  sold  by  the 
distributing  group.  The  sales  indicated  here  to  security  dealers 
represent,  of  course,  merely  stopping  places  for  these  securities,  but 
we  haven't  followed  up  the  small  percentages  reflecting  the  sales 
to  security  dealers,  so  I  have  no  way  of  knowing  how  these  aggre- 
gate percentages  would  be  changed  if  such  secondary  distributions 
were  considered.  However,  there  would  probably  not  be  very  much 
change  in  these  percentages  if  one  took  account  of  the  secondary  dis- 
tribution by  security  dealers  wht>  were  not  members  of  the  distribut- 
ing group. 

Both  the  questionnaires  to  which  I  have  referred  requested  the 
distribution  of  sales  by  the  distributing  group,  not  only  by  classes 
of  purchasers,  but  by  states. 

The  results  of  these  questionnaires  have  been  tabulated  and  form 
the  basis  for  a  table  and  chart  called  "Distribution  by  States  of  the 
Saley  Made  by  the  Distributing  Group  of  Six  Bond  Issues,  1938- 
1938." 

Mr.  Nehemkis.  Is  that  the  table  you  referred  to  a  moment  ago, 
Dr.  Altman? 

Dr.  Altman.  It  is. 

Mr.  Nehemkis.  May  I  offer  in  evidence,  Mr.  Chairman,  the  table 
and  chart  identified  by  the  witness? 

(The  chart  referred  to  was  marked  "Exhibit  Not  2075"  and  appears 
on  p.  12709.  The  statistical  data  on  which  this  chart  is  based  are  in- 
cluded in  the  appendix  on  p.  13006.) 

1  Corrected  figure. 
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Exhibit  No.  2075 

DISTRIBUTION   OF  SALES   BY  STATES 
BY   THE   DISTRIBUTING    GROUP 

SIX    BOND    ISSUES    1936-1938 


NEW    YORK 


PENNSYLVANIA 


NEW    JERSEY 


MASSACHUSETTS 


ILLINOIS 


OHIO 


CONNECTICUT 


CALIFORNIA 


WISCONSIN 


MINNESOTA 


RHODE    ISLAND 


MARYLAND 


MISSOURI 


BALANCE  OF  U.  S 
&  FOREIGN 


NEW    YORK     CO 


REMAINDER    OF    STATE 


y 


TOLEDO   EDISON   CO  -  l!T    MTGE   3'*i.  1963 

ATLANTIC   REFINING   CO  -  DEB    3V  1953 

CHESAPEAKE    8.    OHIO   RY   -REF    S    IMP'T    3««,   1963 

U  S   STEEL   CORP  -  DEB    3'/«T.  1916 

AMERICAN   TELEPHONE    8   TELEGRAPH    CO    -DEB    3V4X.I966 

PHILADELPHIA    ELECTRIC    C      -1ST    MTGE    3'*%.  1967 


20 

PERCENT 
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Dr.  Altaian.  The  data  on  this  table  may  be  very  simply  sum- 
marized. 38%  x  of  all  the  issues  mentioned  was  sold  in  New  York 
State,  35%  x  in  New  York  City  alone.  Another  30%  \  was  sold  in  the 
three  states  of  Pennsylvania,  Massachusetts,  and  New. Jersey.  Thir- 
teen states  accounted  for  90%  1  of  the  purchases  from  the  distributing 
group.1 

SUMMARY 

Dr.  Altman.  The  general  line  of  testimony  upon  which  I  have 
been  engaged  this  afternoon  may  be  summarized  in  the  following 
way: 

First,  from  the  period  September  16,  1935,  that  is  to  say  the  day 
it  began  business  operations,  until  June  30,  1939,  Morgan  Stanley  & 
Co.,  Inc.  managed  32%  of  all  the  registered  bond  issues  man- 
aged by  thirty-eight  leading  firms.  It  managed  all  of  the  first-grade 
registered  bond  issues  of  manufacturing  companies;  71%  of  all  the 
first-grade  registered  bond  issues  of  electric  light  and  power,  gas, 
and  water  companies;  all  of  the  first-grade  registered  bond  issues 
of  transportation  and  communication  companies,  principally  tele- 
phone issues;  and  74%  of  all  the  first-grade  registered  bond  issues  of 
all  other  issuers.  During  this  period.  Morgan  Stanley  &  Co.,  Inc. 
managed  four-fifths  of  all  the  first-grade  registered  bond  issues  man- 
aged by  thirty-eight  leading  firms  in  the  United  States. 

Second,  none  of  the  investment  banking  firms  located  outside  of 
New  York  City  managed  any  of  the  first  grade  registered  bond 
issues  referred  to  during  the  period  from  January,  1934,  through 
June,  1939.  The  lower  the  grade  of  the  security,  the  larger  the  rela- 
tive originating  importance  of  the  firms  outside  of  New  York  City. 

Third,  during  the  period  from  September  1G,  1935,  through  June 
30,  1939,  Morgan  Stanley  &  Co.,  Inc.,  managed  $2,000,000,000  of 
registered  bond  issues,  of  which  43%  fell  within  the  first  grade 
and  79%  within  the  first  two  grades.  During  the  same  period, 
The  First  Boston  Corporation,  Kuhn,  Loeb&  Co.,  Dillon  Read  & 
Co.,  Smith,  Barney  &  Co.,  and  Blyth  &  Co.,  Inc.  also  managed 
$2,000,000,000  of  registered  bond  issues,  of  which  4%  fell  within  the 
first  grade  and  42%  within  the  first  two  grades.  Fourteen  other 
New  York  City  firms  managed  $1,300,000,000  of  registered  bond 
issues  during  this  period,  of  which  9%  fell  in  the  first  grade  ana 
24%  in  the  first  two  grades.  Finally,  during  the  same  period, 
eighteen  leading  firms  outside  of  New  York  City  managed  $900,- 
000,000  of  the  registered  bond  issues,  of  which  none  fell  within  the 
first  grade,  and  31%  within  the  second  grade. 

Fourth,  eight  leading  firms  in  the  United  States,  Morgan  Stan- 
Icy  &  Co.,  Inc.,  Kuhn,  Loeb  &  Co.,  The  First  Boston  Corporation, 
Blyth  &  Co.,  Inc.,  Dillon  Read  &  Co.,  Mellon  Securities  Corporation, 
Harriman  Ripley  &  Co.,  Inc.,  and  Smith,  Barney  &  Co.,  managed 
$7,400,000,000  of  securities  from  June  14,  1934,  to  June  30,  1939. 
On  the  average,  these  eight  firms  reserved  more  than  one-half  of  the 
total  of  the  issues  managed  by  them  as  their  underwriting  partici- 
pations; the  remainder  was  divided  among  all  the  other  investment 
bankers  in  the  United  Slates. 

"Fil'lli,  these  eight  linns  had  underwriting  pari ici pal-ions  of  $4,300, 
000-000.     On  the  average,  86%  of  this  total  represented  participations 


1  Corrected  figure. 
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in  issues  managed  by  these  firms  and  the  remaining  14%  represented 
participations  m  issues  managed  by  all  other  investment  bankers. 

Mr.  Nehemkis.  Mr.  Chairman,  may  it  please  the  committee,  this 
concludes  the  presentation  of  the  testimony  on  investment  banking 
which  the  Investment  Banking  Section  of  the  Securities  and  Ex- 
change Commission  was  authorized  to  conduct  by  the  reference  of 
this  committee.  May  I  say  in  behalf  of  myself  and  the  members  of 
the  staff  that  we  are  extremely  grateful  to  you  for  the  patience 
which  you  have  shown  us  during  these  several  weeks  in  the  presenta- 
tion of  this  evidence. 

Acting  Chairman  Williams.  I  want  to  compliment  you,  Mr.  Ne- 
hemkis,  and  your  staff,  on  the  splendid  way  in  which  you  have  pre- 
pared and  presented  this  matter  to  the  committee.  We  appreciate 
it,  and  we  have  been  very  highly  benefited  by  it. 

If  there  are  no  further  questions  now,  this  hearing  will  bi  closed 
as  far  as  the  investment  banking  subject  is  concerned,  and  the  com- 
mittee will  stand  in  recess  until  10:30  Monday,  at  which  time  I 
understand  we  will  take  up  the  question  of  cartels. 

(Whereupon  at  5 :15  p.  m.,  the  committee  adjourned  until  10 :  SO  a.  m. 
Monday,  January  15, 1940.) 


APPENDIX 

Exhibit  No.  1773 

[From  the  files  of  Lehman  Brothers] 

Cable  address  "Coldness" 
Goldman,  Sachs  &  Co. 

60  Wall  Street 
CD/AMO/6 

New  York,  April  21,  1920. 

The  B.  F.  Goodrich  Company  Five- Year  7%  Convertible  Gold  Notes  Selling 

Syndicate 

Messrs.  Lehman  Brothers, 

16  William  St.,,  New  York  City. 
Gentlemen  :— Our  joint  participation  in  the  above  named  syndicate,  after 
ceding  an  interest  of  $50,000  therein  to  the  Central  Union  Club,  amounted  to 
$1,953,333.33,  face  value  of  Notes,  the  profit  on  which  amounted  to  $29,020.31, 
your  one-half  (%)  share  thereof  being  $14,510.16.  You  have  received  direct 
from  the  Bankers  Trust  Co.  check  for  $3,714.10  and  we,  therefore,  take  pleasure 
in  handing  you  our  check  for  $10,796.06,  to  cover  the  balance  of  profit  due  you, 
receipt  of  which  we  would  thank  you  to  acknowledge. 
We  remain 

Yours  very  truly, 

Goldman  Sachs  &  Co. 
(End.) 

(Hand  written:) 
2003 
50 

1953 


Exhibit  No.  1774 

[From  the  files  of  Goldman,  Sachs  &  Co.] 

[Copy] 

Bankers  Trust  Company, 
16  Wall  Street,  New  York,  April  15,  1920. 

$30,000,000  B.   F.   Goodrich    Five   Yeae  7%   Convertible  Gold  Notes   Under- 
writing Joint  Account 

Messrs.  Goldman,  Sachs.  &  Company, 

60  Wall  Street,  Netv  York  City. 
Dear  Sirs  :  Referring  to  your  one-third  interest  in  the  above  mentioned  account, 
we  take  pleasure  in  handing  you  herewith  cheque  to  your  order  for  $50,000. 
representing  your  proportionate  share  of  the  V->%  underwriting  commission  on 
the  issue  of  $30,000,000.  B.  F.  Goodrich  5  Year  7%  Convertible  Gold  Notes  due 
April  1,  1925. 

Please  acknowledge  receipt  in  full  and  final  settlement  of  your  interest  in 
this  business,  and  oblige, 
Yours  very  truly, 

(Signed)     B.  A.  Tompkins, 

Vice  President. 
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Exhibit   No.   1775 

[From  the  files  of  Lehman  Brothers] 

Cable  Address  "Coldness" 

Goldman,  Sachs  &  Co. 

60  Wall  Street 

New  York,  April   11,   1920. 
(Handwritten:)   File.      Syndicate. 

$30,000,000 

The  B.  F.  Goodrich  Company 

Five-year  7%  Convertible  Gold  Notes — Joint  Account 

Messrs.   Lehman    Bros., 

16  William  Street,  New  York  City. 
Gentlemen:  We  enclose  herewith  copy  of  letter  received  from  the  Bunkers 
Trust  Company  with  reference  to  the  above-mentioned  account. 

We  also  enclose  herewith  our  check  for  $25,000,  covering  .vour  one  half  share 
of  the  amount  received  from  the  Bankers  Trust  Company  as  stated  in  (heir 
letter. 

Please  acknowledge  receipt. 
Yours  very   truly, 

Goldman,  Sachs  &  Co. 
(Handwritten:)  Ans.     SJS. 

Exhibit  No.   1776 

[From  the  files  of  Lehman  Brothers] 

Cable  Address  "Coldness" 
Goldman,  Sachs  &  Co. 

60  Wall  Street 
CD-mah-6 

Messrs.  Lehman  Bros.,  New  York,  February  !>,  1920. 

16  William  Street,  New  York  Oily. 
Gentlemen:  We,    together   with    the   Bankers   Trust   Co.   and    the   Guaranty 
Trust  Co.  have  signed  a  contract  with  The  B.  F.  Goodrich  Co.,  upon  the  terms 
stated  in  an  agreement  dated  February  6,  1920,  copy  of  which  we  have  prcvi 
onsly  sent  you,  underwriting  an  issue  of  $30,000,000  The  B.  F.  Goodrich  Company 
Five-year  7%  Convertible  Gold  Notes  to  be  offered  to  its  stockholders. 

Our  interest  in  the  total  obligation  amounts  to  $10,000,000  face  value  of  notes, 
and  in  accordance  with  our  arrangement,  you  have  a  one-half  interest  in  this 
obligation  of  ours,  on  the  original  terms. 

Kindly  confirm  your  understanding  of  the  above. 
Yours   very    truly, 

Goldman.  Saohs  <Jc  Co. 


Exhibit  No.  1777 

[From   the  tiles  of  Lehman  Brothers.     Letter  from  Lehman  Brothers  to  Goldman,  Sachs 

&  Company] 
Confidential. 

September  9,  1922. 

$13,500,000  Detroit  City  Gas  Company 

First  Mortgage  25  Year  6%  Gold  Bonds,  Series  "A",  Due-July  1,  1947 

purchasing  group 

Messrs.  Goldman.  Sachs  &  Company, 

New  York  City. 
Gentlemen  :  Enclosed  herewith  we  beg  to  hand  you  copy  of  a  letter  received 
tgday  from  Messrs.  Halscy,  Stuart  &  Company,  in  accordance  with  which  we 
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enclose  herewith  our  check  to  your  order  for  $45,000,  representing  your  one-half 
share  of  the  payment  made  to  us  on  account  of  our  joint  one-third  interest  in 
I  his  business. 
Kindly  acknowledge  receipt  In  full  and  final  settlement  of  your  interest. 
Very  truly  yours, 


S.TS  *B 
Bncs : — 


Exhibit  No.  1778 

[From  the  tiles  of  Lehman  Brothers.     Letter  from  Lehman  Brothers  to  Halsey  Stuart  A 

Co.,  Inc.] 
Confidential. 

September  9th,  11)22. 

$13,500,000  Detkoit  City  Gas  Company 

First  Mortgage  25  Yeau  0%  Gold  Bonds,  Series  "A",  Due  July  1,  1917 

PURCHASING  GROUP 

Messrs.  Halsey  Stuart  &  Company,  Inc., 

209  South  LaSaile  Street,  Chicago,  Illinois. 
Gentlemen  :  We  acknowledge  receipt  of  your  letter  of  the  7th  instant  enclos- 
ing check  to  our  order  for  $90,000,  representing  the  share  of  profit  derived  from 
ihe  above  account  due  jointly  to  Messrs.  Goldman,  Sachs  &  Company  and  our-' 
selves  for  a  one-third  interest,  which  payment  is  accepted  in  full  and  final  set- 
tlement of  our  joint  interest  in  this  business. 
Very  truly  yours, 

SJS  *B 


Exhibit  No.  1779 

[From  the  files  of  Lehman  Brothers] 

Chicago  Detroit 

New  York  Minneapolis 

Philadelphia  St.  Louis 

Boston  Milwaukee 

Halsey,  Stuart  &  Co.,  Incorporated 

209  South  LaSaile  Street 

Chicago,  September  7,    1922. 
$13,500,000   Detroit   City   Gas   Company    First  Mortgage   Twenty-Five   Year 
0%  Cold  Bonds,  Series  "A"  Due,  July  1,  1947 

purchasing  group 
Confidential 
Lehman  Bros., 

16  Williams  St.,  New  York  City. 
Gentlemen  :  Referring    to    your    participation    in    the    above    named    group, 
we  are  pleased  to  enclose  herewith  our  check  to  your  order  for  $90,000  repre- 
senting your  share  of  the  profit  derived  from  this  account. 

Kindly  acknowledge  receipt   in  full  and  final  settlement  of  your  interest  in 
this  business. 

Yours  very  truly, 

Halsey,  Stuart  &  Co. 
L.1F  MO 
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Exhibit  No.  1780 

Ll'Vom  the  tiles  of  Lehman  Brothers  J 

Lehman  Brothers, 

16-22  William  Street,  New  York,  September  2nd  1926. 
Messrs.  Goldman,  Sachs  &  Co., 

27  Pine  Street,  New  York,  N.  Y. 
Dkab  Siks  :  We  attach  hereto  copy  of  agreement  dated  September  2,  1926, 
between   R.   H.   Macy   &   Co.,    Inc.    and    ourselves,   providing  for    the    sale   of 
$7,500,000,  principal  amount  of  5*4%  Serial  Gold  Debenture  Bonds. 

We  understand  that  you  have  a  50%  interest  with  us  in  this  contract  as  though 
you  and  we  were  joint  equal  parties  as  Bankers,  we,  hoKvever,  to  have  full 
and  sole  control  of  all  matters  relative  to  the  sale  and  distribution  of  the 
Debenture  Bonds,  tbe  organization  of  the  selling  group,  the  form  of  prospectus 
and  advertisement,  and  all  other  matters  arising  under  the  contract,  and  the 
public  offering  to  be  made  under  our  name. 

If  the  foregoing  is  in  accord  with  your  own  understanding,  kindly  so  indi- 
cate by  endorsement  at  the  foot  hereof. 
Very  truly  yours, 

Lehman  Bros. 

We  confirm  the  foregoing  and  accept  the  50%  participation  above  provided, 
on  the  terms  specified. 

GOIJJMAN    &    CO. 

Goldman,  Sachs  &  Co. 
By 


Exhibit  No.  17S1 
[From  the  files  of  Lehman  Brothers] 

(Handwritten)  R.  H.  Macy  &  Co.  stock  offering  1922. 

Members  of  the  Purchase  Group  who  have  accepted 

Participation 

in  Selling 

Syndicate 

Shares 

Goldman,  Sachs  &  Co.,  Lehman  Bros.  Joint  a/c $1,000,000  10,000 

New  York  Citt: 

American  Exchange  Securities  Co 100,000  500 

Bernhard,  Scholle  &  Co 400,000  2,500 

Barney  &  Co.   (C.  D.) 150,000  1,000 

Gimbel  Brothers,  Bankers 500,000  5,000 

Goldschmidt  &  Co.  (H.  P.) 50,000  250 

HallgartenA  Co 500,000  2,500 

Hayden,  Stone  &  Co 100,000  500 

Hutton  &  Co.   (E.  F.) 100,000  500 

Halle  &  Stieglitz 150,000  500 

Kidder,  Peabody  &  Co 250,000  1,000 

Ladenburg,  Thalmann  &  Co 100,000  500 

Lazard  Freres 200,000  1,000 

Lipper  &  Co.   (Arthur) 500,000  5,000 

Merrill,  Lynch  &  Co 50,  000  750 

McDonnell  &  Co 50,000  400 

Newburger,   Henderson  &  Loeb 500,000  8,000 

Naumburg  &  Co.  (E.) 50,000  250 

Newborg  &  Co 100,000  500 

Redmond  &  Co , 100,000  500 

Salomon  Bros.  &  Hutzler 100,000  500 

Selignirih  &  Co.  (J.  &  W.) 200,000  500 
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Exhibit  No.  1782 

[From  th©  files  of  Lehman  Brothers] 

October  26,  1925. 
memorandum 

Following  the  talk  Arthur  Lehman  had  with  Mr.  Catchings  on  Friday,  October 
23rd,  a  further  conference  was  held  at  the  home  of  Arthur  Sachs  on  Sunday, 
October  25th,  at  9  o'clock.  There  were  present  at  this  conference:  Messrs. 
Waddill  Catchings,  Arthur  Sachs,  Arthur  Lehman,  Herbert  H.  Lehman. 

The  conference  throughout  was  marked  by  a  temperate  and  amicable  spirit. 
At  its  beginning  I  explained  to  our  associates  that  I  had  not  been  present  at 
any  of  the  previous  conferences  and  that  I  was  desirous  of  knowing  exactly 
what  was  in  their  minds.  Mr.  Catchings  and  Mr.  Sachs  thereupon  set  forth 
their  understanding  as  to  the  future  relations  of  the  two  houses  with  regard 
to  old  business.  They  reiterated  strongly  that  it  was  their  understanding  and 
desire,  as  previously  set  forth,  that  our  joint  relation  to  all  Companies  previ- 
ously financed  by  the  two  houses  was  to  remain  exactly  as  it  had  been  in  the 
past,  save  that  a  different  arrangement  be  entered  into  now  with  regard  to  the 
National  Dairy  Products  Co.  and  later  possibly  with  regard  to  Lehn  &  Fink. 
With  the  exception  of  these  two  Companies,  the  interest  of  the  two  houses  on 
any  business  relating  to  all  of  our  old  companies  was  to  continue  on  an  abso- 
lutely equal  basis.  With  regard  to  the  National  Dairy  Products  Co.  they  took 
the  following  position : 

Mr.  Catchings  has  been  for  many  months,  and  is  now  spending  a  large  portion 
of  his  time  on  the  affairs  of  this  Company.  Mr.  Clarence  Dauphinot  is  doing 
the  same.  They  felt  that  a  very  large  part  of  the  recent  development  of  the 
Company  was  due  to  their  efforts,  and  that  this  situation  would  continue  in  * 
the  future.  They  felt,  therefore,  that  so  far  as  this  Company  was  concerned 
they  were  entitled  to  larger  compensation  in  connection  with  any  transactions 
that  might  be  effected. 

They  felt  also  that  the  same  situation  might  develop  in  Lehn  &  Fink,  and 
although  this  had  not  thus  far  been  the  case,  they  felt  that  if  the  situation 
did  develop  in  Lehn  &  Fink  as  it  had  in  the  National  Dairy  Products,  their 
preferential  position  in  that  Company  should  also  be  recognized  by  us.  They 
were  willing,  however,  to  leave  the  relations  in  respect  of  Lehn  &  Fink  open 
to  further  discussion  and  until  it  could  be  ascertained  whether  or  not  their 
relations  to  this  Company  were  of  outstanding  importance  as  compared  to 
our  own. 

Mr.  Catchings  stated  that  he  had  discussed  the  National  Dairy  Products 
situation  with  Mr.  Philip  Lehman  before  the  latter  sailed  for  Europe,  and 
that  he  had  definitely  stated  the  attitude  and  feelings  of  Goldman,  Sachs  &  Co. 
in  respect  of  this  company.  He  advised  us  that  in  this  talk  he  had  told  Mr. 
Philip  Lehman  that  he  thought  a  reasonable  share  of  the  profits  in  connection 
with  the  acquisition  by  the  National  Dairy  Products  Co.  of  the  Philadelphia 
Company  would  be  20%,  and  that  as  Mr.  Philip  Lehman  demurred  he  had 
agreed  to  give  us  25%  of  any  compensation  that  might  be  received  or  profits 
made.  Both  Mr.  Catchings  and  Mr.  Sachs  stated  that  they  thought  in  future 
a  reasonable  compensation  to  us  on  any  business  for  or  in  connection  with 
the  National  Dairy  Products  Co.  would  be  a  minimum  of  15%,  but  that  this 
percentage  might  be  increased  for  various  reasons.  We  pointed  out  that  while 
there  might  be  justification  for  their  position  in  respect  to  transactions  affect- 
ing neither  public  financing  nor  a  financial  commitment,  we  felt  that  in  the 
Sheffield  Farms  matter  the  situation  was  very  different  because  this  particular 
transaction  involved  both  public  financing  and  a  financial  commitment.  A 
discussion  followed  on  this  subject  and  Arthur  and  I  finally  asked  that  they 
set  forth  a  definite  proposal  to  us.  Their  proposal  was  that  they  would  give 
us  on  any  business  for  or  in  connection  with  the  National  Dairy  Products  Co. 
a  minimum  of  15%,  but  that  on  the  specific  business  now  under  discussion 
they  would  give  us  a  participation  of  20%.  Mr.  Catchings  and  Mr.  Sachs  there- 
upon retired  and  Arthur  and  I  discussed  the  matter.  We  agreed  to  say  that 
we  felt  that  we  were  entitled  to  at  least  25%  on  this  business  and  that  if 
our  position  was  not  recognized  we  would  prefer  to  accept  their  original  pro- 
posal of  15%  rather  than  the  20%  which  we  felt  was  offered  as  a  compromise 
and  simply  to  satisfy  us.  Mr.  Catchings  and  Mr.  Sachs  after  consultation 
suggested  the  following :  They  stated  that  they  had  not  sufficiently  taken  into 
account  the  fact  that  in  connection  with  the  Sheffield  Farms  business  there 
was  public  financing  and  that  they  realized  that  this  changed  the  situation. 
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They  proposed,  therefore,  that  with  regard  to  that  portion  of  the  transaction 
which  involved  public  financing  our  share  be  equal  to  theirs  as  it  involved 
relations  to  the  public  in  which  they  did  not  desire  to  have  any  preferential 
position  as  compared  to  our  own ;  that  so  far  as  that  portion  of  the  transaction 
which  involved  a  purchase  of  shares  of  the  Company  and  which  did  not  entail 
public  financing,  we  accept  a  20%  participation ;  that  on  all  future  transac- 
tions for  or  in  connection  with  the  National  Dairy  Products  Co.  our  interest 
be  a  minimum  of  15%,  but  that  this  percentage  might  be  larger  as  future 
conditions  developed.  This  suggestion  was  accepted  by  us  and  both  Arthur 
and  I  stated  that  in  making  our  first  suggestion  it  had  not  been  our  disposi- 
tion to  trade,  and  that  in  order  to  show  our  good  faith  and  the  fact  that 
we  were  not  concerned  with  a  monetary  consideration,  we  would  be  willing, 
now  that  our  position  with  regard  to  public  financing  had  been  recognized 
by  them,  to  have  them  reduce  our  interest  in  the  public  financing  if  in 
their  opinion  it  was  necessary  to  include  other  partners  in  the  business.  This 
they  stated  would  not  be  necessary  as  they  had  already  included  another 
house  with  an  interest  of  10%,  so  that  there  was  00%  in  interest  to  be  divided 
among  the  three  original  partners  of  the  business. 

We  thereupon  proceeded  to  discuss  the  Lehn  &  Fink  business,  and  it  was 
agreed  to  leave  this  matter  in  abeyance  until  the  situation  developed  further.  It 
will  be  proper  to  take  this  matter  up  again  for  definite  disposition  as  soon  as  the 
relative  position  of  the  two  houses  in  connection  with  this  business  is  more 
clearly  defined,  and  that  the  decision  in  connection  with  this  business  would  bo 
hased  on  the  relative  activity  and  usefulness  of  our  two  houses  to  Lehn  &  Fink. 
With  regard  to  all  other  businesses  we  agreed,  as  outlined  above,  to  leave  the 
matter  exactly  as  it  had  been  for  so  many  years  in  the  past.  On  all  business  for 
or  in  connection  with  the  Compa  lies  which  we  have  already  financed,  save 
those  two  enumerated  above,  the  nterest  of  our  two  houses  will  be  identical. 
If  conditions  should  be  changed  ir  respect  to  any  of  these  Companies,  the  mat- 
ter would  be  one  of  careful  discussion  between  our  two  houses.  It  was  agreed, 
however,  that  no  change  would  be  made  to  take  effect  except  after  a  reasonable 
period  from  the  time  of  the  discussion,  or  which  could  be  to  the  advantage  of 
either  house  in  connection  with  any  undertaking  consummated  or  under  con- 
templation.    This  understanding  was  accepted  by  all. 

After  the  points  described  above  were  disposed  of,  there  was  a  very  frank 
discussion  participated  in  by  all  with  regard  to  the  future  relations  of  the  two 
houses,  and  suggestions  were  made  which  it  is  hoped  will  result  in   a  better' 
understanding  of  some  of  the  matters  which  have  troubled  us.     The  meeting 
adjourned  at  about  1  o'clock. 


Exhibit  No.  1783 
[From  the  flies  of  Lehman  Brothers] 


January  5,  1926. 


Memorandum  of  Recent  Conversations  Between  Goldman,  Sachs  &  Co.  and 
Lehman  Brothers  Regarding  the  Future  Relationship  Between  the  Two 
Firms. 

1.  With  respect  to  the  corporations  specified  on  the  attached  list  it  will  be  the 
desire  of  the  two  firms  to  do  any  financing  which  may  arise  in  the  future  upon 
the  basis  of  the  same  relative  interest  in  such  financing  which  the  firms  had  in 
the  original  business  with  respect  to  such  company.  Such  business  shall  be 
handled  either  in  the  office  of  Goldman,  Sachs  &  Co.  or  in  the  office  of  Lehman 
Brothers  as  indicated  on  the  attached  list. 

2.  Each  firm  shall  endeavor  to  maintain  the  present  relationship  of  the  other 
firm  or  of  any  of  its  members  with  the  respective  listed  companies. 

3.  If  any  of  the  listed  companies  refuses  in  the  future  to  have  either  firm 
participate  in  a  piece  of  financing,  the  other  firm  will  endeavor  to  have  such 
excluded  firm  afforded  a  full  opportunity  of  presenting  its  case;  but  if  the  corpo- 
ration in  question  still  maintains  its  refusal  the  other  firm  shall  be  free  to  do 
the  business  itself  either  alone  or  with  other  houses,  offering  to  the  other  firm 
its  participation  in  the  profits  and  fosses  provided  I  lie  company  in  question  does 
not  object  lo  such  offering. 

4.  The  relalionsiiip  of  the  I  wo  houses  witli  respect  to  financing  business  for 
The  National  Dairy  Products  Corporation  and  for  Lehn  &  Fink  Products  Com 
pany  shall  be  as  set  forth  in  the  memorandum  prepared  by  Mr.  Herbert  Lehman 
dated  O'ober  26,  1925. 


CONCENTRATION  OF  ECONOMIC;  ['OWEU  12710 

5.  If  the  future  financing  results  from,  or  pertains  to  a  corporation  result  ug 
from,  a  consolidation  of  one  or  more  of  the  corporations  included  in  the  accom- 
panying list,  and  such  corporation  or  corporations  or  its  or  their  stockholders 
receive  (including  a  proportionate  share  of  what  the  Bankers  acquire)  less 
than  one-half  of  the  total  securities,  including  cash,  issued  in  connection  with 
the  consolidation,  then  the  firm  originating  the  consolidation  shall  endeavor 
to  give  the  other  firm  an  interest  in  the  financing  substantially  equivalent  to 
the  proportion  which  such  other  firm's  interest  in  the  original  financing  of  the 
listed  corporation  in  question  bears  to  the  total  new  securities  issued  on  the 
consolidation. 

6.  With  regard  to  any  financing  not  pertaining  to  any  of  the  listed  corpora- 
tions either  firm  is  at  liberty  at  any  time  to  make  proposals  to  the  other  firm, 
but  neither  firm  is  under  any  commitment  to  the  other  excepting  to  the  extent 
voluntarily  made  in  each  case.  In  thus  relieving  each  firm  of  such  commitments, 
banks  or  security  houses  committed  through  either  firm  are  similarly  relieved. 

7.  Any  trading  account  formed  by  either  firm  in  association  with  any  of  the 
listed  corporations  or  any  official  thereof  shall  be  managed  by  the  firm  specified 
on  the  accompanying  list  with  respect  to  such  corporations,  but  each  firm  shall 
be  free  to  determine  its  relative  participation  in  such  trading  account,  having 
the  option  to  participate  in  the  primary  profit  and  losses  thereof  up  to  its  pro- 
portion in  the  original  business  of  the  two  firms  with  respect  to  such  corpora- 
tion. Except  as  herein  provided  each  firm  shall  be  free  to  form  and  manage 
trading  accounts  in  any  securities  of  the  listed  corporations. 

8.  Wherever  joint  financing  business  is  done  for  any  of  the  listed  corporations 
the  names  of  the  two  firms  shall  be  used. 

9.  The  arrangements  herein  outlined  are  conditioned  upon  the  observance  by 
each  firm  of  Its  obligations  hereunder  and  upon  a  continuation  by  each  of  the 
sense  of  obligation  arising  out  of  the  relationship  of  the  two  firms  in  the  past. 

Goldman,  Sachs  &  Co. 
Lehman  Bbob. 
goldman,  sachs  &  co. 


American  Metal  Co. 
American  Wholesale  Corp. 
Archer-Daniels-Midland  Co. 
Brown  Shoe  Co. 
Brunswick-Balke-Collender  Co. 
Campbell  Soup  Co. 
Cluett,  Peabody  &  Co. 
Continental  Can  Co. 
Endicott-Johnson  Corp. 
General  Cigar  Co. 
Gimbel  Bros. 
Jewel  Tea  Co. 
Kelly-Springfield  Tire  Co. 
Kelsey  Wheel  Co. 
S.  H.  Kress  &  Co. 
Fried.  Krupp,  Ltd. 
B.  Kuppenheimer  &  Co. 
Lehn  &  Fink  Products  Co. 
Long-Bell  Lumber  Co. 
Manhattan  Shirt  Co. 
May  Department  Stores  Co. 


Merck  &  Co. 

Munsingwear,  Inc. 

National  Cloak  &  Suit  Co. 

National  Dairy  Products  Corp. 

Paris-Lyons-Mediterranean   Co. 

Pet  Milk  Company 

Phillips-Jones  Corporation 

Pillsbury  Flour  Mills,  Inc. 

Postum  Cereal  Co. 

Robert  Reis  &  Co. 

Sears,  Roebuck  &  Co. 

Franklin  Simon  &  Co. 

Standard  Milling  Co. 

Studebaker  Corp. 

Van  Raalte  Co. 

F.  W.  Woolworth  Co. 

Sloss  Sheffield  Steel  &  Iron  Co. 

The  B.  F.  Goodrich  Co. 

H.  J.  Heinz  &  Co. 

Lawyers  Title  &  Trust  Co. 


LEHMAN    BROTHERS 


Amalgamated  Leather  Co. 

American  Light  &  Traction  Co.  subsid- 
iaries Detroit  City  Gas  Co.,  St.  Paul 
Gas  Light  Co.,  San  Antonio  Public 
Service  Co. 

Anglo-Chilean  Consolidated  Nitrate 
Corp.  and  Guggenheim  Bros. 

Bing  &  Bing,  Inc. 

('nyaniel  Fruit  Co. 

11.  I!,  Macy  &  Co. 


Phoenix  Hosiery  Co. 
Pierce  Petroleum  Corp. 
Spear  &  Co. 
Leonard  Lietz,  A.  G. 
IJnderwood  Typewriter  Co. 
Yellow  Cab  Manufacturing  Co. 
Knickerbocker  Ice  Co. 
National  Enameling  &  Stamping 
Stern  Brothers 


Co. 
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"Exhibit  No.  1887."  introduced  on  p.  12367,  is  on  file  with  the  committee: 


'Exhibit  No.  1785,"  introduced  on  p.  12367,  is  on  file  with  the  committee. 


'Exhibit  No.  1786,"  introduced  on  p.  12367,  is  on  file  with  the  committee. 


'P^xhtkit  No.  1784,"  introduced  on  p.  12307,  is  on  file  with  the  committee. 


Exhibit  No.  1788 

[From,  the  flies  of  Goldman,  Sachs  &  Co.] 
WC:G 

Januaby  26,  1927. 
Mr.  Phillip  Lehman, 

16  William  Street,  New  York,  N.   Y. 
Deab  Mb.  Lehman  :  I  am  glad  to  acknowledge  receipt  .of  your  letter  of  the 
25th  instant,  and  to  confirm  the  substitution  of  the  following  for  paragraph  7 
of  the  agreement  dated  January  5,  1926: 

"These  arrangements  do  not  apply  to  trading  accounts,  and  each  firm  shall  be 
free  to  form  and  manage  trading  accounts  in'  any  securities  of  the  listed  cor- 
porations without  offering  the  other  a  participation  therein.  However,  if 
either  firm  acquires  a  block  of  securities  of  any  of  the  listed  corporations  other 
than  by  purchase  in  the  open  market,  or  acquires  an  option  on  a  block  of  such 
securities,  it  shall  afford  the  other  the  option  to  participate  therein  up  to  its 
proportion  in  the  original  business  of  the  two  firms  with  respect  to  such 
corporation." 

It  hardly  seems  necessary  to  redraft  the  agreement,  and  I  suggest  that  the 
same  result  can  be  accomplished  by  attaching  this  letter  to  your  copy  of  the 
above  mentioned  agreement. 
Yours  very  truly, 

(Signed)     Wad-dill  Catchings. 


Exhibit  No.  1789 

[From  the  files  of  Lehman  Brothers] 

Boston — Chicago— Philadelphia — San  Francisco — St.  Louis 

(Hand  written:)   Signed  copy  sent  to  G.  S.  &  Co.  10/5/29. 

Goldman,  Sachs  &  Co., 
AHG :  MS  30  Pine  Street,  New  York,  October  3,  11)29. 

Lehman  Bbothebs, 

1  William  Street,  New  York,,N.  Y. 

Deab  Sibs:  With  reference  to  the  agreement  to  be  dated  October  3rd,  1929, 
which  we  propose  to  enter  into  with  Gimbel  Brothers,  Inc.,  with  respect  to  the 
formation  of  a  syndicate  for  the  underwriting  of  168,000  shares  of  an  offering 
of  373,500  shares  of  its  common  stock  to  its  stockholders,  this  is  to  confirm  our 
understanding  with  you  as  follows: 

1.  Lehman  Brothers  and  Goldman,  Sachs  &  Co.  shall  each  have  a  50%  interest 
in  the  compensation  to  be  paid  by  the  Company  to  them  for  their  services  in 
forming  the  Syndicate,  and,  in  the  event  such  Syndicate  is  formed,  shall  share 
in  the  obligations  of  Syndicate  Managers  as  in  the  above  mentioned  agreement 
set  forth  in  the  same  proportion. 

2.  We  attach  hereto  a  proof  of  the  Syndicate  Agreement  in  this  matter  to  be 
dat§d  October  4th,  1929,  and  request  that  you  confirm  our  understanding  that 
we  are  authorized  to  sign  such  Syndicate  Agreement  in  your  behalf  as  parties 
of  the  first  part,  and  that  we  are  to  act  as  agents  for  the  Syndicate  Managers, 
keep  the  Syndicate  books,  manage  the  trading  account  referred  to  -  in  the 
Syndicate  Agreement  and  that  we  are  authorized  to  sign  all  documents  or 
letters  in  connection  with  the  Syndicate  in  behalf  of  the  Syndicate  Managers. 
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Please  confirm  the  foi*egoing  by  signing  and  returning  the  enclosed  duplicate 
of  this  letter,  whereupon  it  will  constitute  a  binding  agreement  between  us. 
Very  truly  yours, 

(Hand  written:)  25  & - uf  which  we  have  50%     agin't.  1o 

come. 


Exhibit  No.  1790 

I  From  the  tiles  01  Lehman  Brothers  | 

Boston — Chicago — Philadelphia — San  Francisco  -St.  Loui.i 

Goldman,  Sachs  &  Co., 
80  Pine  Street,  New  York,  October  10,  IHU'J. 
Lehman  Brothers, 

1  William  Street,  New  York,  N.  Y. 
Dear  Sirs:  With  reference  to  the  Agreement  dated  October  10,  1929  which 
we  propose  to  enter  into  with  The  May  Department  Stores  Company  providing 
for  the  underwriting  by  us  of  an  offering  of  116,934  shares  of  its  Common 
Stock  to  its  Common  stockholders  with  the  right  to  form  a  syndicate  in  connec- 
tion with  such  underwriting,  this  confirms  our  understanding  with  you  as 
f  ollows : 

1.  Lehman  Brothers  and  Goldman,  Sachs  &  Co.  shall  each  have  a  50%  interest 
in  the  compensation  to  be  paid  by  the  Company  to  them  for  their  services  in 
forming  the  Syndicate,  and,  in  the  event  such  Syndicate  is  formed,  shall  share 
in  the  obligations  of  Syndicate  Managers  as  in  the  above  mentioned  agreement 
set  forth  in  the  same  proportion. 

2.  Goldman,  Sachs  &t  Co.  and  Lehman  Brothers  shall  be  Managers  of  any 
Syndicate  formed  pursuant  to  the  above  mentioned  agreement  and  we  shall  have 
the  right  to  sign  the  Syndicate  Agreement  in  your  behalf.  Goldman,  Sachs  & 
Co.  may  evercise  alone  all  authority  and  discretion  in  connection  with  the 
above  mentioned  agreement  and  vested  in  the  Managers  of  the  Syndicate  by 
the  terms  of  the  Syndicate  Agreement,  may  give  such  notices  under  the  above 
mentioned  agreement  to  the  Company  and  to  any  syndicate  so  formed,  .may 
make  such .  modifications  as  to  the  terms  of  such  agreement  and  Syndicate 
Agreement  as  in  their  opinion  may  be  necessary  or  appropriate  and  as  do  not 
change  the  general  nature  of  the  transaction,  and  may  do  all  such  things  in 
connection  therewith  as  they  may  in  their  'sole  discretion  from  time  to  time 
deem  advisable.  We  shall  have  the  right  to  send  out  all  notices  in  connection 
with  such  agreement  and  syndicate  in  our  joint  names. 

Please  confirm  the  foregoing  by  signing  the  enclosed  duplicate  of  this  letter, 
whereupon  it  will  constitute  a  binding  agreement  between  us. 
Very  truly  yours, 

Goldman,  Sachs  &  Co. 
Confirmed:  October     ,  1929. 
Lehman  Bros. 
(Lehman  Brothers) 
(Arthur  L.) 

Exhibit  No.  1791 

[From  the  files  of  Lehman  Brothers] 

Boston — Chicago — Philadelphia — San  Francisco — St.  Louis 

Goldman,  Sachs  &  Co., 
SO  Pine  Street,  New  York,  March  U,  1928. 
ABK : EMcG 

The  B.  F.  Goodrich  Company,  Common  Stock  Underwriting  Syndicate 

Messrs.  Lehman  Brothers, 

16  William  Street,  New  York,  N.  Y. 
Dear  Sirs  :  Referring  to  our  letter  of  January  4.  1928,  we  wish  tc  advise  you 
that  we  have  this  day  received  from  the  Bankers  Trust,  Company,  check  in  the 
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amount  of  $53,133.04,  representing  our  one-third   (%)   share  of  the  net  profit 
realized  in  the  above-named  account. 

We  accordingly  enclose  herewith  check  in  the  amount  of  $20,500.52  repre- 
senting your  one-half  ( % )  share  thereof. 

Kindly  acknowledge  receipt  of  said  check  in  full  and  final  settlement  of  the 
one-half  ( V£)  share  in  our  interest  subrogated  by  us  to  you. 
Yours  very  truly, 

Goldman,  Sachs  &  Co. 

Enclosure. 

(Handwritten:)  OK 


Exhibit  No.  1792 

[From  the  files  of  Lehman  Brothers] 

New  Yobk,  April  22,  J'.)30. 
Messrs.  Lehman  Brothers, 

1  William  Street,  New  York,  N.  Y. 

Dear  Sras  :  We  enclose  herewith  a  draft  of  the  underwriting  agreement  dated 
April  22,  1930,  which  is  about  to  be  entered  into  between  The  B.  F.  Goodrich 
Company,  on  the  one  hand,  and  Otis  &  Co.,  Goldman,  Sachs  &  Co.  and  Chase 
Securities  Corporation,  as  Bankers,  on  the  other  hand,  providing  among  other 
things  for  the  underwriting  by  the  Bankers  of  the  proposed  offering  by  The  B.  F. 
Goodrich  Company  to  its  stockholders  of  $30,000,000  of  Fifteen- Year  6%  Con- 
vertible Gold  Debentures  of  The  B.  F.  Goodrich  Company  at  98  and  accrued 
interest.  The  three  above  named  banking  houses  are  jointly  and  severally 
liable  for  the  Bankers'  obligations  under  this  underwriting  agreement ;  and  by 
arrangement  among  themselves  each  of  the  three  above  named  banking  houses 
has  a  thirty-one  and  one-third  per  cent,  interest  in  this  underwriting  and 
Continental  Illinois  Company  and  The  C-T  Securities  Company  each  has  a  three 
per  cent,  interest  in  this  underwriting. 

This  is  to  confirm  our  understanding  with  you  that  we  have  subrogated  to 
you  one-half  of  our  own  interest  in  this  original  underwriting  agreement  (as 
distinct  from  any  subsequent  syndicates  or  groups)  and  that  you  are  to  share 
equally  with  us  all  the  benefits,  profits,  risks,  liabilities  and  expenses  incident 
to  our  entering  into  said  agreement  on  the  terms  above  stated.  It  is  under- 
stood that  the  terms  of  the  underwriting  agreement  as  finally  executed  may 
vary  in  some  respects  from  the  enclosed  draft  and  that  we  shall  also  be  free 
in  our  uncontrolled  discretion  to  refrain  from  entering  into  any  underwriting 
agreement  if  we  deem  advisable. 

It  is  understood  that  the  three  above  named  banking  houses  shall  be  free 
to  form  such  syndicates  and  groups  for  the  purpose  of  taking  over  the  under- 
writing commitment  or  for  purchasing  or  disposing  of  any  Debentures  not 
subscribed  for  by  the  stockholders,  on  such  terms  and  conditions  and  at  such 
prices  for  the  Debentures  as  they  may  in  their  uncontrolled  discretion  deter- 
mine. We  enclose  a  copy  of  the  Underwriting  Syndicate  letter  dated  April  21, 
1930,  under  which  an  underwriting  syndicate  is  already  being  formed  for 
the  purpose  of  taking  over  the  underwriting  commitment  on  the  terms  therein 
stated. 

Please  confirm  your  acceptance  of  the  foregoing  by  signing  and  returning  the 
•enclosed  duplicate  of  this  letter,  whereupon  it  will  constitute  a  binding  agree- 
ment between  us. 

Very  truly  yours, 

(Signed)     Goldman,  Sachs  &  Co. 

Confirmed  : 


(Lehman  Brothers) 
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Exhibit  No.  1793 

[From  the  flies  of  Lehman  Brothers] 

Boston— Chicago — Philadelphia — San  Francisco — St.  Louis 

Goldman,  Sachs  &  Co., 
SO  Pine  Street,  New  York,  October  SO,  1930. 
ABK : EMcG 

The  B.  F.  Goodrich  Company 
Fifteen  Year  6%  Convertible  Gold  Debentures 
Purchase  Group 
Messrs.  Lehman  Brothers, 

1  William  Street,  New  York,  N.  Y. 
Dear  Sirs  :  Referring  to  our  letter  of  April  22,  1930,  we  wish  to  advise  you 
that  we  have  this  day  received  from   Otis   &   Co.,   check   in   the   amount   of 
$140,394.53  representing  our  pro  rata  share  of  the  original  profits  realized  in 
the  above-named  business. 

Inasmuch  as  we  subrogated  to  you  a  one  half  (1/2)  of  our  own  interest  in 
such  purchase,  we  enclose  herewith  check  in  the  amount  of  $70,197.26  repre- 
senting your  share  thereof. 

Kindly  acknowledge  receipt  of  same  in  full  and  final  settlement  of  such 
interest  which  we  subrogated  to  you  by  signing  and  returning  to  us  the  dupli- 
cate of  this  letter. 

Yours  very  truly, 

per  pro  Goldman,  Sachs  &  Co. 
A.  B.  Kleppeb, 
Enclosure. 

(Hand  written:) 


Exhibit  No.  1794 

[From  the  files  of  Lehman  Brothers] 

Boston — Chicago — Philadelphia — San  Francisco — St.  Louis — Seattle 

Goldman  Sachs  &  Co., 
30  Pine  Street,  New  York,  May  5,  1926. 
ABK : GOT 
CONFIDENTIAL. 

$1,000,000.00 

plllsbury   floub  mills,   incorporated 

Serial  5^%  Collateral  Tbust_  Notes 

Original  Purchase  Account 

Messrs.  Lehman  Brothers, 

16  William  Street,  New  York,-N.  Y. 
Dear  Sirs:  Referring  to  our  letter  of  February  27,  1926,  we  wish  to  advise 
you  that  all  the  Notes  contained  in  the  above  Account  have  been  disposed  of. 
We  have,  therefore,,  terminated  said  Account  as  of  the  close  of  business  today, 
and  enclose  herewith  check  for  $5,789.39,  representing  your  one-third  share  of 
the  profits  contained  therein. 

Kindly  acknowledge  receipt  of  same  in  full  and  final   settlement  of  your 
interest  therein. 

Yours  very  truly, 

per  pro    Goldman,  Sachs,  &  Co., 


End. 

(Handwritten:)  Cr.  Syndicate  Profits.    J.  E.  C. 

(Initialed:)     JLK. 

124491 — 40— pt.  24 27 


T.  E.  MoCurltffe. 
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Exhibit  No.  1795 

[From  the  files  of  Goldman,  Sachs  &  Co.] 

Albert  C.  Loring,  President. 
Charles  S.  Pillsbury,  Vice  Prcst. 
John  S.  Pillsbury,  Vice  Prest. 
Alfred  F.  Pillsbury.  Treasurer 
Clarf  Hempstead,  Secretary. 

Pillsbury  Flour  Mills  Company 
Minneapolis,  Minn.,  U.  S.  A. 

EXECUTIVE  OFFICES 

(Handwritten:)   S  J  W— Please  note  return.    EHG. 

May  31,  1927. 
Goldman,  Sachs  &  Co., 

30  Pine  Street,  New  York  City. 

.    Lane,  Piper  &  Jaffray,  Inc.,  Minneapolis,  Minnesota. 

(Attention  of  Mr.  Catchivgs.) 
Dear  Sirs  :  Upon  the  return  of  Mr.  John  S.  Pillsbury  and  Mr.  Clark  Hemp- 
stead, a  conference  of  our  directors  was- "held,  resulting  in  a  letter  to  Lehman 
Brothers,  a  copy  of  which  is  enclosed. 

We  have  determined  that  it  is  for  our  best  interests  to  satisfy  only  two 
banking  houses,  aud  therefore  do  not  wish  you  to  offer  any  participation   in 
the  profits  of  this  business  to  Lehman  Brothers  or  anyone  other  than  yourselves. 
Respectfully  yours, 

A.  C.  Loring, 
President,  Pillsbury  Flour  Mills,  Incorporated. 
Encl. 

Ex ii hut  No.  1790 

[Letter  from  files  of  Lehman  Brothers.] 

(Hand  written.)     Cuyamel. 

March   13,  J 925. 
Messrs.   Goldman,   Sachs  &  Co.,  A.   G.    Becker   &   Co.,   Ames,   Emerich  &  Co., 
Hibernia  Bank  &  Trust  Company,  Newman,  Saunders  &  Co.,  Inc.,  Central 
Union  Trust  Company  of  New  York,  Mr.  S.  Zemurray. 
Gentlemen  :-Referring    to    the    contract    of    even    date    herewith,    between 
Cuyamel  Fruit  Company,  and  Lehman   Brothers.   Goldman,   Sachs  &  Co.,   and 
A.  G.  Becker  &  Co.,  for  the  purchase  of  $5,000,000  Fifteen  Year  6%   Sinking 
Fund  Gold  Bonds  of  Cuyamel  Fruit  Company,  please  confirm  our  understanding 
as  follows : 

Each  of  the  following  have  an   interest   in   such  contract  in   the  following 
amounts: 

Lehman    Brothers $950, 000 

Goldman,  Sachs  &  Co $950,  000 

A.  G.  Becker  &  Co $500,000 

Ames,   Emerich   &  Co $500,000 

Newman,  Saunders  &  Co.,  Inc $400,000 

Hibernia  Bank  &  Trust  Company $400,000 

Central   Union  Trust   Company $300,000 

S.   Zemurray $1, 000,  000 


$5, 000, 000 


In  the  case  of  S.  Zemurray,  it  is  understood  that  his  share  of  the  profits 
of  the  Group  is  to  be  reduced  by  1%%  of  the  principal  amount  of  the  Bonds 
representing  his  interest,  and  that  such  amount  shall  be  distributable  to  the 
members  of  the  Group  other  than  Central  Union  Trust  Company  and  himself  in 
proportion  to  their  interests. 

Please  confirm  our  understanding  that  we  are  authorized  to  sell  such  Bonds 
for  the  Group  upon  such  terms  and  conditions  as  we  may  determine  and  in 


CONCENTRATION  OF  ECONOMIC  TOWER  12725 

connection  therewith  to  form  such  Bankers  Syndicate,  Syndicate  and/or  SelJiug 
Group  and  upon  such  terms  and  conditions  as  we  may  determine  of  which 
we,  Goldman,  Sachs  &  Co.,  A.  G.  Becker  &  Co.,  and  Ames,  Emerich  &  Co., 
shall  be  the  Managers. 

Kindly   confirm   your  understanding   of   the   above   by   signing   the    enclosed 
duplicate.  "v 

Yours  truly, 


Confirmed. 


Exhibit  No.  1797 

[From  the  files 'of  Goldman,  Sachs  &  Co.] 

Boston — Chicago — Philadelphia — San  Francisco — St.  Louis 

Goldman,  Sachs  &  Co., 
30  Pine  Street,  Netv  York,  October  15th,  1028. 
LG:AS 
Messrs.  Lehman  Brothers, 

16  William  Street,  New  York,  N.  Y. 
Dear  Sirs  :  With  reference  to  the  contract  which  we  are  jointly  to  enter  into 
with  Pet  Milk  Company,  a  Delaware  corporation,  for  the  purchase,  at  the  price 
of  $33  per  share,  of  55,161  shares  without  par  value  of  its  common  stock  to  be 
presently  issued,  this  is  to  confirm  our  understanding  with  you  as  follows: 

(1)  Our  two  firms  and  our  associates  are  respectively  to  have  an  interest  in 
and  liability  under  the  above-mentioned  contract  with  Pet  Milk  Company  and 
in  the  account  formed  by  us  in  connection  therewith  as  follows : 

Goldman,  Sachs  &  Co 33y3% 

Lehman  Brothers 33%% 

J.  S.  Alexander  and  associates • 16%% 

John   Rovensky , 16%% 

All  profits,  losses,  and  expenses  incident  to  the  transaction  shall  be  treated  as 
profits,  losses  and  expenses  of  this  account. 

'  (2)  Our  two  firms  shall  be  joint  managers  of  this  account  and  of  any  syndi- 
cate or  group  formed  by  us  for  the  offering  of  the  above-mentioned  shares  of 
stock;  but  Goldman,  Sachs  &  Co.,  acting  alone  and  either  in  the  names  of  our 
two  firms  as  managers  or  in  their  own  name  alone,  may  execute  the  above- 
mentioned  contract  in  such  form,  may  exercise  all  of  the  authority  and  discre- 
tion vested'  in  us  by  the  terms  of  this  agreement  or  otherwise  in  connection 
with  this  account,  may  give  such  notices  under  the  above-mentioned  contract, 
may  make  such  modifications  therein .( whether  of  form  or  of  substance),  may 
make  such  compromises  and  settlements  thereunder  and  may  do  all  such  things 
in  connection  therewith,  as  they  may  in  their  sole  discretion  from  time  to  time 
deem  advisable."  The  names  of  our  two  firms  shall  appear  together  in  any 
advertisement  or  communication  to  dealers  in  connection  with  the  offering  or 
sale  of  the  stock  hereunder. 

(3)  We  shall  be  authorized,  for  this  account,  to  borrow  money  and/or  stock 
from  such  persons  (including  ourselves)  and  upon  such  terms  and  conditions, 
and  to  pledge  as  security  therefor  any  shares  of  stock  or  other  assets  held  in 
such  account,  including  your  and  our  obligations  hereunder,  as  we  may  in  our 
discretion  from  time  to  time  deem  advisable,  and  to  take  up  and  pay  for,  and 
to  deal  with  for  such  length  of  time  as  we  may  see  fit,  any  or  all  of  the  above- 
mentioned  shares  of  common  stock,  including  the  right  to  offer  and  resell,  and 
to  secure  the  underwriting  of  the  resale  of,  any  or  all  thereof,  on  a  "when 
issued"  basis  or  otherwise,  at  such  prices,  to  or  through  subh  persons  (including 
ourselves)  or  such  syndicates  or  groups  (jn  which  we  may  participate  and  of 
which  we  may  be  the  managers)  and  upon  such  terms  and  conditions  as  we 
may  in  our  sole  discretion  from  time  to  time  determine,  and  to  publish  such 
advertisements  and  circulars  in  connection  therewith  as  we  shall  in  our  sole 
discretion  approve. 

(4)  We  shall  also  be  authorized  for  this  account  to  trade  in  the  common 
stock  of  Pet  Milk  Company,  with  full  discretionary  powers,  subject  to  the  limi- 
tation that  the  net  commitment  of  the  account  at  any  one  time,  for  long  or  short 
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account,  shall  be  limited  to  20,000  shares  (in  addition  to  any  unsold  balance  of 
the  above  mentioned  55,161  shares  taken  up  and  paid  for  by  us  and  at  the  time 
remaining  on  our  hands). 

(5)  We  may  call  upon  you,  on  two  days'  notice,  to  take  up  for  carrying  pur- 
poses only,  your  pro  rata  share  of  the  stock  held  for  this  account,  and  we  may 
call  upon  you  at  any  time  to  put  up  collateral  in  such  amounts  as  we  may 
deem  advisable. 

(6)  The  duration  of  this  account  shall  be  for  such  period  as  we  shall  from  time 
to  time  determine,  but  not  to  exceed  one  year  from  the  date  of  our  taking  up  and 
paying  for  the  above-mentioned  55,161  shares  of  Common  stock. 

(7)  At  the  expiration  of  this  account,  you  shall  take  up  and  pay  for  your 
pro  rata  interest  in  any  net  long  position  of  the  account,  at  the  net  cost  thereof 
to  the  account,  or  shall  contribute  your  pro  rata  portion  of  the  stock  necessary 
to  make  good  any  net  short  position  of  the  account.  We  may,  however,  sell  any 
or  all  such  shares  then  held  for  the  account,  or  may  turn  over  any  such  net 
short  position,  or  any  part  thereof,  of  the  account,  upon  such  terms  as  we  may 
deem  advisable,  to  any  person  or  group  and  we  may  participate  in  the  purchase 
or  taking  over  thereof. 

If  the  foregoing  is  in  accordance  with  your  understanding,  will  you  kindly  sign 
and  return  the  enclosed  duplicate  of  this  letter,  whereupon  it  will  constitute  a 
binding  agreement  between  us. 
Very  truly  yours, 

Gouwan,  Sachs  &  Co. 


Exhibit  No.  179S 
[Copy  from  Hie  files  of  Lehman  Bros.] 

February  6,  1036. 
Reply     *     *     * l 
To :  Mr.  Philip  Lehman, 
Mr.  Robert  Lehman, 
Mr.  Monroe  C.  Gutman, 
Mr.  Paul  Mazur, 
Mr.  Wm.  J.  Hammerslough, 
Mr.  John  Hertz, 
Mr.  E.  J.  Bermingham. 

See  G.  S.  Statistics." 

Messrs  Goij>man,  Sachs  &  Co., 

30  Pine  Street,  New  York  City. 

Gentlkmens  As  of  October  26,  1925,  and  January  5,  1926,  you  and  we  agreed 
to  memoranda  setting  forth  a  mutual  understanding  that  appeared  to  both  of  us 
equitable  and  satisfactory.  Briefly  and  generally  stated,  these  memoranda  out- 
lined the  arrangements  as  they  related  lo  both  of  us  and  our  equal  participation 
in  future  financing  for  a  list  of  corporations.  The  list  embraced  those  corpora- 
tions with  which  our  two  firms  had  a  relationship  over  a  great  many  years. 

We  believe  we  have  proceeded  completely  in  accordance  with  these  memoranda 
and  their  spirit.  The  recent  instances  of  the  financing  plans  for  Brown  Shoe, 
National  Dairy,  and  Endicott  Johnson  indicate  clearly  that  you  have  not  felt 
bound  by  your  agreements  with  us,  in  spite  of  the  fact  that  no  notice  has  as  yet 
been  given  us  of  the  termination  of  the  arrangement  to  which  both  firms  were 
parties. 

In  view  of  the  situation,  we  see  no  alternative  for  us  hut  to  inform  you  that 
inasmuch  as  the  arrangement  has  not  been  controlling  upon  you  for  some  time, 
we  cannot  accept  any  longer  any  commitment  inherent  within  our  written  arrange- 
ments which  we  have  always  assumed  as  controlling  upon  us. 

We  feel  that  we  have  done  our  utmost  to  fulfill  an  arrangement  which  both 
of  us  had  decided  to  continue:  but  we  feel  also  that  you  have  made  further 
continuance  of  our  arrangement  no  longer  possible. 
Very  truly  yours 

jmh-mf 

cc  to  Mr.  Arthur  Lehman, 
Mr.  Allan  S.  Lehman. 


1  Haudwritteu,  illegible 
-  Handwritten 
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Exhibit  No.  1791) 

[Kroin  the  files  of  Lehman  Brothers] 

Boston — Chicago — Philadelphia — St.  Louis 

(Handwritten:)  Joint  Sales.  No  precedent.  Joint  Managers.  Public  Issue — 
Advertise. 

GOLIM.AN,    SAOHS   Si   Co., 

.»«  Pim  Street,  New  York,  June  25,  1035. 
RVH:MW 

CONFIDENTIAL 

Re :  Brown  Shoe  Company,  Inc. 

Lehman  Brothers, 

One  William  Street,  New  York,  New  York, 
Attention :  Mr.  John  M.  Hancock 

(Handwritten:)  St.  Louis.  Horton.  Time,  6:05.  Train,  Penn.  Space, 
65.66,  Car  154.    Person.    4  pm. 

Gentlemen:  There  is  enclosed  a  memorandum  of  understanding  relative  to 
possible  financing  for  the  above-named  company.  This  memorandum  wtts  written 
after  discussion  this  morning  with  Mr.  E.  R.  McCarthy,  Vice  President  of  the 
company,  who  is  conducting  the  negotiations  for  the  company.  This  memo- 
randum reflects  the  results  of  our  discussion  this  morning,  but  it  is  not  n  contract, 
nor  has  it  been  initialed  by  either  the  company  or  ourselves;  and  it  is  subject  to 
revisions  which  may  result  tomorrow  from  discussions  with  the  company's 
counsel.    The  company's  counsel  was  not  present  at  our  discussion  this  morning. 

Certain  provisions  of  this  memorandum  appear  to  us  quite  drastic  and  possibly 
not  in  the  best  interests  either  of  the  company  or  of  the  underwriters.  We  have 
in  mind,  therefore,  the  possibility  of  volunteering  to  modify  certain  of  these 
provisions  as  the  negotiations  are  concluded,  as,  for  example,  to  provide  for  the 
call  of  the  debentures  at  any  time  on  forty-five  days'  notice  and  to  provide  for 
issuance  of  additional  funded  debt  subject  to  restrictions  as  indicated  on  the 
enclosed  alternative  Page  3. 

We  believe  that  this  prospective  business  should  be  kept  as  confidential  as 
possible  until  the  filing  of  the  registration  statement  and  even  then  we  con- 
template that  the  coupon  rate  on  the  new  debentures  will  not  be  stated,  but  will 
be  added  to  the  registration  statement  by  subsequent  amendment. 

We  should  appreciate  your  confirming  that  you  are  in  substantial  agreement 
with  the  terms  of  this  memorandum  and  also  that  you  agree  that  Goldman,  Sachs 
&  Co.  is  to  receive  a  fee  of  %%  of  the  principal  amount  of  the  debentures  pur- 
chased, as  compensation  for  services  in  connection  with  the  purchase  and  sale  of 
the  debentures. 

Very  truly  yours, 

Goldman,  Sachs  &  Co. 

(Initialled : )  J.  M.  H.     6/27/35. 


■  Exhibit  No.  1800 

[From  the  files  of  Goldman,  Sachs  &  Co.] 
New  York — Boston— Philadelphia — Chicago 

Goldman,  Sachs  &  Co. 
314  North  Broadway 

WALTER  J.  CREELY,  MANAGER 

Telephone  Chestnut  9070 

St.  Louis,  June  26,  1935. 
Mr.  Walter  E.  Sachs, 

New  York  Office. 
Dear  Mr.  Sachs  :  The  good  news  contained  in  yours  of  the  24th  far  outweighs 
*he  bad  news.  Naturally  I  am  disappointed  to  learn  that  Stix,  Baer  &  Fuller 
have  decided  to  do  nothing  at  the  present  time.  I  think  we  should  watch  it 
closely,  as  they  will  undoubtedly  see  more  of  this  refunding,  which  should  have 
a  tendency  to  whet  their  appetite.-  ' 
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I  congratulate  you  on  the  Brown  Shoe  Co.  matter.  I  learned  this  three  or 
four  days  ago  and,  of  course,  I  have  been  sleeping  well  ever  since.  I  hope  it 
will  not  be  necessary  to  take  in  more  than  one  partner,  (if  that)  and  that  your 
office  will  also  confer  with  me  when  it  comes  to  arranging  the  selling  group 
of  St.  Louis  dealers.  You  may  be  sure  all  this  will  be  held  in  strict  confidence 
until  it  is  given  to  the  press. 
Very  truly  yours, 

WJC  :AO 

WALTER   J.    CkEELY. 


Exhibit  No.  1801 
[From  the  files  of  Goldman,  Sachs  &  Co.] 

Envelope  Marked  "Confidential" 
WES— mah 

Junb  28,  1935. 
Mr.  Walter  J.  Creelt, 

C/o  Goldman,  Sachs  &  Co., 

St.  Louis,  Mo. 

Dear  Cbeely  :  I  have  your  letter  of  June  26th. 

As  you  probably  know,  Bob  Horton  is  out  in  St.  Louis  fpr  a  day  or  two, 
helping  the  Brown  Shoe  people  on  their  registration  statement,  etc.  I  suggest, 
if  he  is  not  too  busy,  that  you  try  to  have  him  give,  you  a  few  minutes,  so  that 
you  can  give  him  direct  your  views  as  to  the  St.  Louis  dealers. 

I  don't  know  quite  what  you  mean  by  the  word  "partner."  We  have  an  old 
contractual  obligation  to  do  this  business  with  Lehman  Bros.,  but  they  and  we 
will  be  the  only  underwriters. 

We  will,  of  course,  form  a  selling  group,  giving  special  consideration  to  St. 
Louis  dealers,  but  reserving  a  sufficient  amount  for  ourselves,  so  that  we  can 
sell  quite  a  few  b6nds  in  St.  Louis  ourselves  and  make  the  selling  commission. 
We  have  not  worked  this  out  in  detail  as  yet,  but  our  present  idea  is  to  give 
particular  consideration  in  the  selling  group  to  Gatch  Bros,  and  to  Smith 
Moore  and  probably  in  a  lesser  degree  to  Stiefel  and  perhaps  Francis  Bros. 
However,  you  might  give  Horton,  or  if  you  cannot  reach  him,  send  the  same 
on  to  me,  your  idea  as  to  the  St.  Louis  dealers.  Naturally,  this  part  of  the 
work  will  come  somewhat  later,  as  the  important  thing  now  is  to  prepare  the 
registration  statement,  the  indenture  and  the  prospectus,  the  formation  of  the 
selling  group  coming  a  little  later.  As  things  look  now,  we  hope  to  be  ready 
to  sell  the  issue  about  August  1st. 
Sincerely  yours, 

Goldman,  Saohs  &  Co., 


Exh,"ut  No.  1802 

[From  the  files  of  Lehman  Brothers] 
Boston — Chicago — Philadelphia — St.  Louis 

Goldman,  Sachs  &  Co., 
SO  Pine  Street,  New  York,  September  27,  1935. 
ABK :  EMcG 

Brown  Shoe  Co.,  Inc. — Fifteen-Year  3%%  Sinking  Fund  Debentures 
Due  Auoust  1,  1950 
Messrs  Lehman  Brothers, 

1  William  Street,  New  York,  N.  Y. 
Dear  Sirs  :  Having  charged  your  account  with  $5,000.00  representing  com- 
pensation due  us,  for  our  services  in  connection  with  this  business,  we  enclose 
herein  our  check  in  the  amount  of  $30,000.00  on  account  of  the  profits  realized 
by  you  with  respect  to  your  several  purchase  and  sale  of  $2,000,000.00  principal 
amount  of  the  above  described  Debentures,  together  with  your  approximate 
share  of  the  balance  arising  from  transactions  in  the  Purchaser'  Account. 


concentration  of  economic  power  I272(.) 

At  such  time  as  we  receive  the  1%%  discount  on  the  preferred  stock  re- 
deemed, we  shall  then  account  to  you  in  full  for  the  balance  of  the  profits  due 
you  in  connection  with  this  business. 

Kindly  acknowledge  receipt  of  same   by   signing   and   returning   to  us   the 
duplicate  of  this  letter. 
Yours  very  truly, 

per  pro  Goldman,  Sachs  &  Co. 
A.  B.  Klkpper. 
ENCLOSURE 
(Handwritten:)    Cr.    Synd.   Profits. 


Exhibit*  1803 

[From  the  files  of  Lehman  Brothers] 
Boston — Chicago — Philadelphia — St.  Louis 

Goldman,  Sachs  &  Co., 
30  Pine  Street,' New  York,  December  16,  J 535. 


ABK : EMcG 


Bkown  Shoe  Co.,  Inc. — Fifteen-Year  3'Y\%   Sinking  Fund  Deiientctbes 
Due  August  1,  10.T0 

Messrs  Lehman  Brothers, 

1  William  Street,  New  York,  N.  Y. 
Dear  Sirs:  Referring  to  our  letter  of  September  27,  1935,  we  wish  to  advise 
you  that  we  have  this  day  accounted  to  Brown  Shoe  Company  in  connection 
with  the  interest  adjustment  and  discount  on  the  preferred  stock  redeemed 
and  accordingly  there  is  a  balance  in  the  account  of  $6,674.28. 

We  therefore  enclose  herein  check  in  the  amount  of  $3,337.14,  same  repre- 
senting your  one-half  (%)  share  thereof  and  being  the  balance  due  you  in 
full  and  final  settlement  of  your  interest  in  the  above  named  account. 

Kindly  acknowledge   receipt   of   same   by   signing  and   returning   to   us   the 
duplicate  of  this  letter. 
Yours  very  truly, 

per  pro  Goldman,  Sachs  &  Co. 
A.  B.  Klepfer. 
ENCLOSURE 
(Handwritten:)    Cr.  Qrtgr  Purchase  Syndicate  Profits. 


Exhibit  No.  1804 
[From  the  files  of  Goldman  Sachs  &  Co.     Letter  from  H.  S.  Bowers  to  George  W.  Johnson] 

HSB.BEW 

January  31,  1936. 
Mr.  George  W.  Johnson, 

c/o  Endicott  Johnson  Corporation,  Endicott,  N.  Y. 

Dear  George  :  Supplementing  our  talk  over  the  telephone  last  night,  I  thought 
you  would  be  interested  in  learning  of  the  reaction  we  got  from  the  very  best 
investment  bankers  down  here  as  to  the  Endicott  Johnson  underwriting. 

It  is  the  custom  for  the  house  leading  such  a  business  privately  to  sound  out 
by  word  of  mouth  important  possible  tmderwriters  well  ahead  of  the  actual 
signing  of  the  contract.  We  therefore  approached  Morgan,  Stanley  &  Co. — this  is 
the  investment  security  end  of  J.  P.  Morgan  &  Co. — Kuhn,  Loeb  &  Co.,  Brown 
Harriman  &  Co.,  and  The  First  Boston  Corporation.  These  last  two  concerns 
are  the  most  active  and  leading  houses  in  selling  investment  securities  in  the 
country.  Every  one  of  these  concerns  was  delighted  to  be  included  in  the 
business,  and  I  think  you  could  not  help  but  have  been  pleased  if  you  could 
have  heard  their  comments  regarding  Endicott  Johnson.  Some  knew  more 
about  the  concern  and  some* knew  Less,  but  instantly,  when  we  mentioned  the 
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name,  "That's  a  fine  concern"  came  back  the  answer,  and  what  struck  mc  and 
pleased  me  more  than  anything  else  was  the  comment  which  we  got,  both  from 
Morgan,  Stanley  &  Co.  and  Kuhn,  Loeb  &  Co.,  "We  like  that  concern  very  much 
because  they  have  an  extraordinarily  fine  and  exceptional  labor  policy".  Frankly, 
I  was  rather  surprised  that  some  of  these  chaps,  who,  necessarily,  were  not 
close  to  the  concern  and  were  supposed  to  be  "money  grubbers"  down  here  in 
Wall  Street,  should  have  had  the  appreciation,  which  they  definitely  did  have, — 
these  comments  of  theirs  were,  mind  you,  made  absolutely  out  of  the  clear  and 
with  no  suggestion  or  priming  on  my  part — of  what  was  the  finest,  most  funda- 
mental and  lasting  asset  of  Endicott  Johnson,  namely,  the  marvelous  rela- 
tion which  had  been  built  up  with  the  workers. 

Our  underwriting  group,  then,  will  be,  in  addition  to  G.  S.  &  Co.,  these  four 
great  houses  mentioned  above,  and  smaller  amounts  placed  with  Kidder,  Pea- 
body  &  Co.  and  W.  E.  Hutton  &  Co.,  this  last  the  house  with  which  we  have 
done  the  Champion  Paper  and  Fibre  business.  We  are  also  including — 
naturally,  in  a  small  way — Hartley  Rogers  &  Co.,  and,  what  I  think  will  please 
them  very  much,  are  allowing  their  name  to  be  listed  in  the  final  registration 
statement  with  all  of  the  above  houses.  This  was  something  which  vmmg 
Rogers,  a  nice  chap,  was  very  anxious  if  possible  should  be  done.  Naturally, 
it  helps  his  prestige  and  standing. 

Perhaps  Mr.  George  F.  and  Charlie  will  be  interested  in  the. above,  and  if 
you  think  they  would  I  am  enclosing  a  copy  of  this  letter  which  you  could 
send  them. 

Everything  is  moving  along  well  here,  and  we  expect  to  file  the  papers  in 
Washington-  for  registration  tomorrow. 

With  regards, 
Truly  yours, 


Exhibit  No.  1805 
[From  the  files  of  Goldman,  Sachs  &  Co.] 

SJW  :ATL. 

February  7,  1936. 
Messrs.  Lehman  Brothers, 

1  William  Street,  Neio  York,  N.  Y. 
Gentlemen  :  We  have  your  letter  of  February  6,  1936. 

We  find  ourselves  unable  to  agree  with  the  statement  of  the  facts  contained 
therein,  but  we  cannot  see  that  it  will  serve  any  useful  purpose  to  enter  into 
a  discussion  of  these  issues  which  are  apparently  highly  controversial. 

Therefore,  we  shall  content  ourselves  with  saying  that  while  we  cannot 
accept  your  statement  of  the  premises  upon  which  your  action  is  based,  we, 
nevertheless,  accept  your  conclusion  that  the  arrangement  between  us  has  been 
terminated. 

Yours  very  truly, 

(Sgd.)     Goldman,  Sachs  &  Co. 


Exhibit  No.   3S06 

I  From  the  liles  of  Lehman  Brothers.     Letter  from  Lehman  Brothers  to  Continental  Can 

Company,  Inc.] 

September  20,  1937. 
Board  of  Directors,  Continental  Can  Company,  Inc., 

New  York,  N.  Y. 
(Attention:  Mr.  Oscar  C  Huffman,  President) 
Dear  Sirs  :  We  are  writing  to  you  relative  to  the  conversation  which  Mr. 
Hancock  had  with  Mr.  Huffman  on  September  10. 

The  minor  position  offered  to  us  in  the  presently  contemplated  financing  of 
the  Continental  Can  Company  makes  acceptance  by  us  impossible.  As  this 
may  represent  an  end  to  a  period  of  long  association  with,  and  spousorship 


CONCENTRATION  OF  ECONOMIC  POWER       12731 

of,  your  Corporation  by  our  firm,  it  is  a  matter  of  deep  regret  to  us.  However, 
we  believe  that  the  action  which  we  feel  has  been  forced  upon  us  should  be 
also  a  matter  of  substantial  concern  to  your  Corporation,  to  your  Directors, 
and  to  your  stockholders. 

Our  decision  has  been  reached  after  a  careful  review  of  the  history  of  our 
past  interest  in  your  business,  our  sense  of  responsibility  not  only  to  you  but 
to  a  great  many  stockholders,  and  our  public  sponsorship  of  your  Company 
during  years  of  close  association. 

Because  of  the  seriousness  of  our  concern,  we  are  writing  you  at  some  length, 
and  we  request  that  this  letter  be  read  to  your  Directors  during  the  course  of 
their  next  meeting. 

The  association  between  the  Continental  Can  Company  and  Lehman  Brothers 
has  existed  for  more  than  a  quarter  of  a  century. 

In  1912  we  shared  equally  in  the  leadership  of  the  offering  of  55,000  shares 
of  Preferred  stock  of  the  Continental  Can  Company — the  initial  introduction 
of  your  securities  to  the  investing  public. 

Since  that  time  we  have  been  associated  with  six  separate  pieces  of  financing 
for  the  Continental  Can  Company.  In  1917,  20,000  shares  of  Common  stock 
were  underwritten.  In  1923,  20,000  shares  of  Preferred  stock  were  under- 
written. In  1924,  an  offering  of  66,313  Common  shares  was  underwritten ; 
68,262i/2  Common  shares  in  1928,  152,917  Common  shares  in  1929,  and  177,679 
Common  shares  in  1936,  were  offered  and  underwritten. 

In  all  of  these  individual  instances  of  financing,  our  position  was  that  of 
equality  as  to  financial  commitment  except  for  a  difference  of  one-tenth  of 
one  percent  in  the  1936  issue. 

During  these  past  twenty-five  years,  we  have  been  equal  sponsors  and  equal 
factors  in  the  distribution  of  75,000  shares  of  Preferred  stock  and  approxi-, 
mately  500,000  shares  of  Common  stock,  aggregating  in  value  more  than 
$39,000,000  at  the  offering  dates. 

Within  the  period  covered  by  our  equal  participation  in  the  sponsorship  of 
the  securities  of  your  Corporation,  the  number  of  stockholders  has  grown  from 
a  mere  handful  to  thousands.  The  earnings  and  increase  of  assets  due  to 
excellent  management  have  converted  a  comparatively  small-sized  business  into 
one  of  the  great  industrial  institutions  of  the  country. 

Philip  Lehman  and  later  Arthur  Lehman  served  actively  as  Directors  of  your 
Company  for  a  great  many  years.  In  the  18  months  that  have  elapsed  since 
Arthur  Lehman's  untimely  death  our  firm  has  not  been  represented  upon  your 
Board.  This  lack  of  representation,  as  you  know,  was  not  of  our  choosing.  It  did 
not  represent  any  change  in  the  public  responsibility  we  had  assumed  towards  the 
shareholders  of  the  business. 

Over  a  period  of  twenty-five  years,  our  association  with  the  Company  as  prin- 
cipal bankers  and  our  identification  in  the  public  mind  as  financial  sponsors  of 
your  Company,  gave  us  reason  to  believe  that  you  recognized  that  equal  relation- 
ship and  responsibility.    Our  association  was  a  matter  of  simple  fact. 

We  make  no  claim  to  any  substantial  contribution  to  the  management  that  has 
built  the  Continental  Can  Company  into  its  present  size  and  effectiveness;  that 
is  not  the  function  of  bankers.  But  we  do  believe  that  our  sponsorship  of  your 
Corporation  has  been  an  important  factor  both  in  providing  capital  upon  a  proper 
basis  for  the  Company's  requirements  and  growth,  and  also  in  the  distribution  of 
its  securities  and  the  creation  of  increasing  confidence  on  the  part  of  the  investing 
public. 

This  service,  these  years  of  banking  association,  the  value  of  our  sponsorship, 
have  been  disregarded  without  provocation  on  our  part,  or  prior  warning  to  us. 
In  place  of  the  long-established  relationship  as  principal  bankers  we  have  been 
asked  to  accept  a  definitely  subordinate  position.  Our  sense  of  responsibility  as 
well  as  our  sense  of  dignity  and  of  service  rendered  make  acceptance  impossible. 
We  deeply  regret  the  necessity  of  this  decision,  but  if  the  suggestion  made  to  us 
stands  we  have  no  alternative  but  to  terminate  our  sponsorship  of  the  securities 
of  your  Corporation. 

Very  truly  yours, 
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Exhibit  No.  1807 
[From  the  Files  of  Lehman  Brothers] 
Office  of  the  President 

(Handwritten:)     Conf.    1937. 

Continental  Can  Company.  Inc., 
100  East  J/2nd  Street,  New  York,  N.  Y.,  September  29,  1987. 
Messrs.  Lkhman  Brothers, 

/  William  Street,  Netv  York,  N.  Y. 
(Attention  Mr.  John  M.  Hancock) 
Dear.  Sirs  :  Your  letter  of  the  twentieth  instant  addressed  to  the  Board  of 
Directors  has  been  received,  and  as  requested  by  you,  has  been  read  to  them  and 
discussed  fully. 

The  Company  has  always  considered  Messrs.  Goldman,  Sachs  &  Company  as 
its  primary  bankers.  The  Company's  original  negotiations  when  it  was  formed 
into  a  public  company  nearly  twenty-five  years  ago  were  carried  out  through  them 
and  in  recent  years  when  financing  was  required,  the  preliminary  terms  were 
always  arranged  in  the  first  instance  with  Goldman,  Sachs  &  Company.  Naturally 
over  this  period  of  years  there  have  been  changes  in  the  underwriting  positions, 
but  frankly,  we  have  never  felt  that  this  was  a  matter  over  which  we  should 
exercise  any  control,  and  we  still  feel  that,  this  is  the  proper  attitude  for  our 
Company  to  take. 

We  regret  exceedingly  that  you  could  not  see  your  way  clear  to  accept  the 
participation  offered  to  you  in  the  proposed  new  financing.  We  appreciate,  and 
always  shall,  the  cooperation  and  help  the  Company  has  received  from  your  firm 
during  the  past  many  years,  and  shall  continue  to  entertain  the  same  kindly 
feelings  toward  your  good  firm  that  we  have  always  felt. 
Very  truly  yours, 

O.  C.  Huffman, 

President. 
OCH  HD 

Exhibit  No.   1808 

[From   the  tiles  of    Lehman   Brothers.     Letter  from   Philip   Lehman   to  Continental   ('an' 

Company,  Inc.] 

Oct.    4th    1937. 
Mr.  O.  C.  Huffman, 

President,  Continental  Can  Co.,  Inc., 
100  East  42nd  Street, 

Netv  York  City. 
My  Deak  Mr,  Huffman:  May  I  take  the  privilege  of  acknowledging,  on  behalf 
of  my  firm,  your*  letter  of  September  29,  1937. 

It  happens  that  I  was  a  direct  party  to  the  negotiations  which  resulted  in 
tlie  first  public  financing  of  the  Continental  Can  Company,  Inc.  nearly  twenty- 
five  years  ago.  May  I  therefore  state  upon  the  basis  of  firsthand  knowledge 
that  these  negotiations  with  the  company's  officials  were  participated  in  equally 
by  Mr.  Henry  Goldman  and  myself.  The  relationship  between  the  bankers  and 
the  company  was  originally  established  upon  a  basis  of  absolute  equality;  and 
that  coordinate  relationship  continued  during  the  years  of  my  service  as  a  di- 
rector of  your  company  and  for  many  years  beyond  thai  time. 

All  of  this  we  pointed  out  in  our  letter  of  September  twentieth.  The  cbief 
purpose  of  my  undertaking  a  personal  answer  to  your  letter  of  September  29th 
lies  in  my  desire  to  correct  your  misunderstanding  of  the  original  relationship 
which  my  firm  possessed  with  the  Continental  Can  Company,  Inc. 

I  would  be  grateful  if  you  would  inform  your  directors  of  the  facts  as  I  have 
slated  them. 

Tours  very  truly, 

PI, :  AP. 
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Exhibit  No.  1809 

[  Letter   from   Mellon    Securities   Corporation   to   Investment  Banking   Section,   Monopoly 
Study,  Securities  and  Exchange  Commission] 

Mellon  Securities  Corporation, 
Pittsburgh,   Pennsylvania,   January   5,   J9JfO. 
Mr.  Peteb  R.  Nehemkis,  Jr. 

Special  Counsel,  Investment  Banking  Section, 

Securities  and  Exchange  Commission,  Washington,  D.  G. 
Dear  Mr.  Nehemkis  :  This  will  confirm  my  telegram  to  you  of  even  date  as 

follows : 

"I't  is  hereby  stipulated  and  agreed  that  the  document  listed  below  is  a  true 
copy  of  original  entry  placed  in  the  files  of  Mellon  Securities  Corporation  and 
was  duly  entered  or  noted  by  C.  L.  Austin:  Entry  pertaining  to  Jones  and 
Laughlin  Steel  Corporation  as  of  January  11, 1936,  as  follows :  quote  Mr.  Hackett 
spoke  to  me  yesterday  about  pressure  being  exerted  on  them  on  the  part  of 
Continental  Can  on  the  inclusion  of  Goldman,  Sachs  &  Co.  Goldman,  Sachs  & 
Company  has  a  director  on  the  Board  of  Continental  Can.  Continental  Can,  of 
course,  is  an  important  customer  of  Jones  and  Laughlin.  I  informed  Mr.  Hackett 
that  we  had  not  attempted  to  progress  further  the  organization  on  the  group 
and  that  I  thought  it  would  be  best  to  let  the  matter  rest  for  the  time  being 
and  would  give  it  consideration  later  on,  to  which  he  agreed.     Unquote 

C.  L.  Austin, 
Vice  President,  Mellon  Securities  Corporation." 

C.  L.  Austin 

mtw  Ver-V  truly  yours, 

C.  L.  Austin,  Vice  President. 


Exhibit  No.  1810 

(From  the  files  of  Goldman,  Sachs  &  Co.) 

February  11,  1938. 
Mr.  C.  M.  Chester, 

Chairman  of  the  Board,  General  Foods  Corporation, 
250  Park  Avenue,  Neul  York,  New  York. 

Dear  Clare:  Referring  to  your  letter  enclosing  the  resolution  of  January  27 
with  reference  to  the  proposed  issue  of  preferred  stock,  I  have  given  the  matter 
considerable  thought,  and  have  concluded  that  there  are  two  fundamental  prin- 
ciples involved  which  I  ought  to  lay  before  you. 

First,  the  resolution  contemplates  that  the  transaction  should  be  handled  by  two 
firms  jointly,  and  this  I  believe  to  be  fundamentally  unsound  and  inefficient. 
Under  present  day  conditions,  an  offering  of  this  kind  covers  a  wide  field.  There 
is  the  negotiation  with  the  company  and  the  determination  of  the  characteristics 
of  the  security.  There  is  the  registration  with  the  S.  E.  C,  a  complex  matter. 
Also,  there  is  the  problem  of  syndication,  which  calls  for  expert  handling.  Ex- 
perience confirms  that  this  is  done  best  if  responsibility  and  the  making  of  deci- 
sions are  centered  in  one  firm.  The  company  should  be  called  upon  to  deal  with 
only  one  firm  in  the  negotiations ;  one  firm  should  make  the  primary  and  detailed 
investigation  and  supervise  the  preparation  of  the  registration  statement  and  the 
handling  of  it  with  the  S.  E.  C,  and  one  firm  can  best  deal  with  the  intricacies  of 
syndication.  The  centralization  of  responsibility  is  desirable  and  productive  of  the 
best  results.  If  inefficiency  and  delay,  and  all  the  other  evils  of  divided  authority 
and  responsibility  are  to  be  avoided,  joint  management  must  develop  into  formal- 
ism, with  one  party  the  real  manager;  and  for  many  reasons  that,  usually  is 
undesirable. 

Secondly,  the  resolution  seems  to  contemplate  that  the  manager  of  the  syndicate 
shall  not  be  compensated  for  management  by  the  other  members  of  the  syndicate. 
What  I  have  said  above  will  summarize  the  amount  of  labor  that  the  manager  of 
the  syndicate  has  to  perform.  It  is  unthinkable  that  all  members  of  the  syndicate 
should  go  through  all  the  steps  ;  it  would  be  unworkable,  inefficient  and  extremely 
expensive.  This  work  requires  special  training  and  experience,  and  an  organiza- 
tion qualified  to  handle  it.  No  house  could  afford  such  an  organization  if  the  work- 
had  to  be  performed  without  compensation.    Certainly,  it  is  desirable  from  every 
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aspect  that  one  of  the  underwriting  houses  should  perform  this  service  on  behalf 
of  all,  and  it  is  only  fair  that  the  house  that  does  the  work  should  be  compensated 
for  its  services  and  the  others  should  pay  for  the  time  and  labor  that  they  save. 
The  so-called  "management  fee,"  that  is,  the  payment  made  by  the  members  of  the 
syndicate  to  one  of  their  number,  is  truly  compensation  for  services  performed, 
and  is  in  no  sense  a  profit  such  as  was  the  amount  that  the  orginators  of  the  busi- 
ness took  in  former  days  as  the  originator's  profit. 

Not  only  would  it  be  unfair  to  do  away  with  this  compensation,  Dut  it  would  be 
unwise  to  do  so.  If  it  were  eliminated  from  this  transaction,  there  is  no  reason 
why  it  should  not  be  eliminated  from  other  transactions.  The  fact  could  not  be 
kept  secret,  for  it  would  have  to  be  shown  with  the  papers  filed  with  the  S.  E.  C, 
and  the  world  would  know  it.  In  other  transactions  objection  would  be  made 
to  the  payment  when  it  was  known  that  the  compensation  was  not  paid  in  this 
transaction.  I  ask  you  to  think  what  the  result  would  be  if  such  compensation 
were  entirely  eliminated.  If  all  underwriting  houses  received  exactly  the  same, 
regardless  of  whether  they  did  all  the  work  or  not,  who  would  want  or  could 
afford  to  do  all  this  work?  What  houses  could  afford  to  maintain  expert  and 
highly-trained  organizations,  if  they  would  receive  nothing  more  than  the  houses 
that  did  not?  It  would  inevitably  mean  that  the  work  of  the  investment  banker 
would  be  done  more  poorly  and  more  inefficiently.  Frankly,  I  can  think  of  few 
things  as  damaging  in  the  public  interest  as  would  be  the  elimination  of  compen- 
sation to  the  managing  house.  For  my  own  part,  I  would  not  want  to  see  my  firm 
a  party  to  the  establishment  of  this  kind  of  a  precedent,  and  I  feel  confident  that, 
upon  reflecton,  you  would  not  want  to  be  a  party  to  it. 

Therefore,  I  urge  upon  you  the  reconsideration  of  these  matters,  and  would 
greatly  appreciate  an  opportunity  to  discuss  it  with  you  further. 
Sincerely  yours, 

SIDNEY  J.   WEINBF.RO. 

SJW :  M.TL 


Exhibit  No.  1811 

[From  the  flies  of  Goldman,  Sachs  &  Co.] 

February  11,  1938. 
Mr.  C.  M.  Chester, 

Chairman  of  the  Board,  General  Foods  Corporation, 

250  Park  Avenue,  New  York,  New  York. 

Dear  Clare:  The  attached  letter  I  had  prepared  some  days  ago  but  held  up 
the  same  upon  your  kind  consent  to  allow  me  additional  time,  pending  an  attempt 
on  our  part  to  compose  our  differences  with  Messrs.  Lehman  Brothers  in  regard 
to  this  business  as  well  as  other  businesses,  concerning  which  there  have  been 
controversies, in  the  past. 

We  set  forth  our  position  clearly  to  Lehman  Brothers  and  went  a  long  way 
in  offering  a  solution  consistent  with  sound  business  principles,  but  we  have 
been  unable  to  make  any  progress.  Mr.  Robert  Lehman  was  away  until  Wednes- 
day of  this  week,  and  left  the  city  again  last  evening,  and  his  firm  has  declined 
to  act  in  his  absence.  In  view  of  your  request  for  promptness,  we  thought  that 
we  had  no  right  to  further  delay  our  reply.  Hence,  I  am  now  sending  you  my 
original  letter  which  states  these  sound  principles  of  handling  businesses  of  the 
type  in  question.     In  these  principles  we  firmly  believe. 

At  the  risk  of  repetition  I  now  state  our  position  and  the  conditions  on  which 
we  are  prepared  to  go  forward  with  your  business: 

1.  That  the  negotiations,  the  preparation  of  all  papers  and  the  syndication  be 
handled  by  Goldman,  Sachs  &  Co.  alone. 

2.  That  out  of  the  gross  spread  between  the  purchase  price  of  the  securities 
and  the  sale  price  to  the  public,  the  other  underwriters  pay  Goldman,  Sachs  & 
Co.  compensation  for  the  work  of  management  of  the  business,  as  outlined  in 
my  other  letter. 

3.  That  Lehman  Brothers  he  offered  a  participation  in  the  underwriting  equal 
to  our  own. 

4.  That  we  agree  that-  Lehman  Brothers'  name  in  the  prospectus  may  be  on 
Ihe  same  line  as  our  own — our  name  on  the  left,  theirs  on  the  right;  and  (hat 
tliey  may  have  their  name  on  the  syndicate  letters  if  they  so  desire. 
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As  the  Resolution  of  the  Board  of  January  27,  1938,  provided  that  if  our  two 
firms  could  not  reach  an  agreement  you  would  do  the  prospective  financing  else- 
where, I  now  hope  that  you  will  reconsider  the  matter  in  the  light  of  these 
letters.  I  cannot  tell  you  how  much  I  regret  that  the  differences  between 
Messrs.  Lehman  Brothers  and  ourselves  have  caused  you  an  inconvenience. 
Sincerely  yours, 

Sionky  J.  Wkinbero. 
S.IW:MJL 
ENC. 


Exhibit  No.  1S12 

[From   the  files  of   Lehman   Brothers.     Letter  from  Robert    Lehman   to   National   Dairy 

Products  Corporation] 

Febbuaey  18,  1936. 
Mr.  Thomas  H.  McInneknky, 

President,  National  Dairy  Products  Corporation, 

120  Broadway,  New  York,  N.  Y. 

My  Dear  Mb.  McInnebney  :-I  herewith  tender  my  resignation  as  a  director  of 
National  Dairy  Products  Corporation,  for  acceptance  by  the  Board  of  Directors. 
I  should  appreciate  it  if  you  would  have  this  letter  read  to  the  Board  as  a  state- 
ment of  the  reasons  for  my  action. 

The  firm  Lehman  Brothers  was  one  of  the  three  original  bankers  for  your 
Corporation  and  responsible  for  its  organization  in  1924.  For  several  years 
past,  my  firm,  together  with  Goldman  Sachs  &  Co.,  have  been  the  two  sole 
investment  bunkers  for  your  Corporation.  While  Goldman  Sachs  &  Co.  have 
bandied  the  details  in  their  office,  the  two  firms  have  dealt  with  your  Cor- 
poration and  all  contracts  with  your  Corporation  have  been  executed  by  both 
of  our  firms,  each  assuming  direct  liability  to  your  Corporation. 

On  a  number  of  occasions  in  1935,  Goldman  Sachs  &  Co.  advised  my  firm  of 
the  contemplated  financing  by  your  Corporation.  We  had  conferences  with  them 
and  collaborated  with  them  in  working  out  a  proposed  plan  of  financing.  We 
did  not  communicate  directly  with  you  but  they  advised  us  that  they  were 
negotiating  with  you  in  the  matter  in  behalf  both  of  themselves  and  ourselves. 

About  January  9,  1936,  Goldman  Sachs  &  Co.  advised  us  that  they  had  ar- 
ranged with  National  Dairy  Products  Corporation  that  they  should  receive  an 
overwriting  fee  of  %%  (about  $240,000.)  upon  the  proposed  financing,  and  that 
we  would  receive  no  share  in  such  overwriting  fee  but  that  we  would  be  per- 
mitted to  participate  in  the  underwriting  upon  identically  the  same  basis  as 
other  investment  bankers  would  be  offered  participations  (except  that  our 
name  would  appear  with  theirs  on  the  top  line  of  any  prospectus  and  that  we 
would  he  joint  syndicate  managers  with  them).  We  protested  to  them  that 
this  proposal  not  only  was  a  clear  violation  of  a  written  agreement  dated 
January  5,  1926,  which  existed  between  Goldman  Sachs  &  Co.  and  ourselves,  hut 
wholly  apart  from  that  was  an  unwarranted  attempt  to  deprive  us  of  the  position 
which  vve  had  had  over  many  years  as  one  of  the  two  bankers  of  the  Corporation 
on  a  parity  with  Goldman  Sachs  &  Co. 

The  agreement  provided  generally  for  equal  participation  but  there  was  an 
exception  as  to  National  Dairy,  in.  which  case  my  firm  was  entitled  to  an  interest 
smaller  in  amount  than  Goldman  Sachs  &  Co.'s  interest  but  on  the  identical  basis. 
In  discussing  the  agreement  with  Mr.  Weinberg  on  September  13,  1935,  Mr. 
Hancock  was  told  that  "the  interests  will  be  equal"  in  any  National  Dairy 
financing,  (though  it  must  be  pointed  out  that  this  discussion  was  not  embodied 
in  a  modification  of  the  agreement,  as  a  general  modification  was  under 
discussion). 

We  believe  that  your  Corporation  will  not  wish  to  take  the  position  that  the 
sole  question  involved  is  a  dispute  between  Goldman  Sachs  &  Co.  and  ourselvs 
and  a  violation  by  them  of  their  agreement  with  us,  to  which  National  Dairy 
Products  Corporation  is  not  a  party.  This  would  not  seem  to  be  a  sound  positioii 
for  even  if  there  had  been  no  agreement  between  the  banking  firms,  National 
Dairy  will  rightly  desire  to  treat  its  bankers  fairly  hut  it  is  taking  sides  in  the 
dispute  between  Goldman  Sachs  &  Co.  and  ourselves  by  deciding  to  deal  with 
Goldman  Sachs  &  Co.  as  its  bankers  and  to  the  exclusion  of  my  firm  and  instead 
of,  as  in  the  past,  with  Goldman  Sachs  &  Co.  and  ourselves  jointly  as  its  two 
bankers.     This  does  not  mean  that  we  have  insisted  that  the  overwriting  fee 
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must  be  divided  equally  betweeu  the  two  firms ;  the  question  as  to  what  is  a 
fail-  division  of  the  fee  is  a  matter  for  consideration  by  all  three  parties  involved. 
We  have,  however,  insisted  that,  as  one  of  the  two  bankers  of  your  Corporation, 
we  are  as  a  matter  of  principle  entitled  to  some  share  in  the  overwriting  fee. 

I  canuot  agree  with  you  that  this  matter  has  gone  so  far  that  it  cannot  be 
and  should  not  be  reopened,  but  if  that  is  the  position  of  your  company,  I  am 
forced  to  the  conclusion  that  National  Dairy  Products  Corporation  has,  by  its 
action,  terminated  our  relationship  with  it  as  one  of  its  two  bankers.  This 
n termination  we  deeply  regret  in  view  of  our  long  years  of  pleasant  association 
with  you  and  with  the  Corporation. 

Under  these  circumstances,    I  think   that  tltere   is  no  other  course  for  me 
to  pursue  than  to  tender  my  resignation  as  a  director  of  the  Corporation. 

With  kindest  personal  regards,  I  am 
Very  sincerely  yours, 


(Initialed:)  R.  L. 


Exhibit  No.  1813 

[From  the  files  of  Lehiuan  Brothers] 

Telephone  Rector  2-8820  Tabic  Address  "Prodairy" 

Thos.   H.  McInnkrnby,  President 

National  Dairy  Products  Corporation, 
120  Broadway,  New  York,  N.  Y.,  February  21,  1936. 
Mr.  Robert  Lehman, 

Lehman  Brothers,  t  William  Street,  New  York,  N.  Y. 
Dear  Ma   Lehman  :  Your  letter  handed   to   me  by  Mr.   Hancock  with  the 
request  that  I  read  it  to  our  Board  was  read  by  me  to  them,  and  this  is  to 
advise  you  that  the  Board  accepted  yo'ur  resignation  with  regret,  to  which  I 
wish  to  add  my  own  personal  regret. 
Sincerely  yours, 

Thos.  H.  McInnerney,  President. 
M/L 

(Handwritten:)   Noted.     J.  M.  H.     Shown  to  other  partners.     J.  M.  H. 


Exhibit  No.  1814 

[From  the  files  of  Lehman  Brothers] 

May  18,  1937. 
Mr.  C.  R.  Palmer, 

Cluett,  Peabody  &  Co.,  10  East  Jt0th  Street,  New  York  City. 
My  Dear  Bob:-I  received  your  very  kindly  personal  note  last  Friday  and  I 
appreciate  it  a  great  deal.  I  didn't  like  to  bother  you  at  all  on  your  trip  except 
to  put  before  you  the  single  question  whether  you  knew  any  reason  why  this 
proposed  financing  should  not  be  handled  on  a  basis  of  equality  for  the  two 
banking  firms — equality  in  the  amount  of  the  underwriting  as  well  as  in  pres- 
tige and  standing  that  comes  from  the  banking  relationship  to  such  a  company 
as  Cluett  Peabody.  You  knew  of.  no  reason  for  not  doing  this  and  yet  it  hasn't 
worked  out  that  way.  I  am  forthright  enough  to  say  that  I  am  very  dis- 
appointed and  fair  enough  to  say  that  I  think  this  unfair  act  was  not  inten- 
tionally and  k  owingly  done  to  me  by  you  and  R.  O.  in  any  realization  of  the 
effects  of  your  actions.  I  have  left  a  wrong  impression  if  you  feel  that  I  have 
any  complaint  over  the  fact  that  I  learned  of  the  financing  through  R.  O.  and 
not  through  you.  At  most  such  a  complaint  would  be  purely  technical  and 
would  not  go  to  the  merits  of  the  case.  I  have  no  such  personal  complaint 
and  I  am  sorry  to  have  given  any  such  impression.  In  the  hope  of  avoiding 
any  possible  misunderstanding  arising  from  this  present  situation,  I  want  to 
put  my  position  squarely  before  you.  I  want  to  view  the  facts  solely  from  the 
point  of  view  of  the  company's  best  interests  and  when  my  self  interest  might 
be  a  factor  in  my  conclusions  you  will  be  able  to  judge  whether  my  conclusions 
are  not  also  in  the  interest  of  Cluett  Peabody. 
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There  are  only  two  principal  questions  worth  discussing,  and  I  have  tried  to 
keep  my  comment  focused  on  them : 

1.  What  was   the  best  financing  plan  for   Cluett  Peabody,   involving 
necessarily  its  relations  to  its  bankers. 

2.  Procedure  for  determining  the  answer  to  that  question,  involving 
Cluetfs  relation  to  its  directors. 

The  two  are  closely  related. 

First  as  to  the  facts,  I  understand  that  the  financing  plan  was  arrived  at  by 
you  on  behalf  of  the  company,  with  the  help,  counsel  and  concurrence  of  R.  O. 
and  Green,  and  that  a  memorandum  agreement  was  made  without  the  previous 
knowledge  or  authorization  of  the  Board,  acting  as  such,  or  of  its  individual 
members. 

Neither  I  nor  my  firm  was  consulted  on  the  matter  until  a  conclusion  was 
reached  and  at  that  time  I  admittedly  had  the  right  to  approve  or  oppose.  I 
wasn't  in  a  position  to  approve  the  plan  in  principle  for  I  hadn't  been)  a  party 
to  the  discussions  and  I  wasn't  satisfied  that  a  better  plan  than  a  stock  split-up 
and  offering  of  rights  could  be  presented  to  and  accepted  by  the  members  of 
the  Board  who  also  had  not  been  in  any  previous  discussions.  I  do  not  ques- 
tion the  stock  split-up.  The  Lehman  Corporation  is  now  doing  the  same  thing. 
I  did  question  whether  the  whole  financial  situation  of  the  company  and  par- 
ticularly as  it  involves  its  future  dividend  policy  was  considered  sufficiently. 
I  do  feel  that  the  question  of  calling  the  preferred  stock  should  have  been  very 
carefully  considered  and  that  is  such  an  important  question  it  deserved  the 
careful  consideration  of  the  whole  board. 

If  the  board  at  its  last  meeting  did  carefully  consider  and  decide  that  the 
stock  split-up  and  offering  of  rights  was  best,  then  it  should  have  considered 
ils  relations  to  its  bankers  and  how  best  to  use  them  for  Cluett's  benefit. 

After  three  men,  you,  G.  A.  Cluett  and  K.  H.  Cluett,  all  separately  told  me 
that  none  knew  a  reason  why  the  financing  should  not  be  handled  on  a  basis 
of  equality  of  the  two  banking  firms  represented  on  the  board,  and  after  R.  O. 
told  me  on  Tuesday  afternoon  that  the  board  would  drop  the  financing  unless 
it  were  so  worked  out,  and  after  Green  and  I  both  advised  that  there  was  no 
interference  to  the  company  plans  in  a  week's  delay  in  which  this  equal  basis 
could  be  agreed  upon,  I  was  confronted  on  Wednesday,  May  12,  with  a  state- 
ment that  the  board  had  changed  its  mind  and  had  decided  to  go  ahead  on  its 
original  plan  which  subordinated  us  to  the  other  firm. 

I  am  ready  to  accept  the  opinion  of  the  Cluett  board  as  to  what  is  best  for 
Cluett  in  connection  with  its  relations  with  'bankers,  if  the  facts  are  examined 
before  a  decision  is  reached.  In  this  case  I  doubt  that  the  facts  were  looked 
into,  and  sometime  I  want  you  to  learn  more  about  them. 

In  the  course  of  the  discussions  some  matters  have  arisen  which  I  think  are 
worth  further  consideration  so  I  am  going  to  present  one.  R.  O.  refeirfed  to 
the  fact  that  our  difference  with  Goldman  Sachs  put  Cluett  in  a  squeeze.  I 
told  him  that  I  was  sorry  Cluett  was  in  that  position  but  that  I  had  not  put  it 
there,  but  rather  Cluett  had  put  itself  there  by  not  consulting  with  me  or  the 
board  at  an  early  date  and  before  it  made  any  commitment  to  Goldman  Sachs. 
I  think  you  will  find  R.  O.  agrees  with  my  position  on  this.  I  did  not  say  to 
him  at  the  time  but  it  is  obvious  that  Goldman  Sachst  is  using  Cluett  in  its 
dispute  with  us.  It  is  also  obvious  that  Cluett  chose  to  squeeze  me  and  be 
itself  squeezed  by  submitting  to  an  unfair  demand  rather  than  squeeze  the 
men  making  the  unfair  demand.  If  he  threatened  to  resign  in  case  Cluett  did 
not  give  him  undisputed  leadership  in  its  financing,  did  he  not  control  the 
Cluett  financing  by  the  threat  which  the  Board  undoubtedly  felt  would,  if 
carried  out,  harm  the  company.  After  the  Board  took  its  position  Tuesday 
and  when  it  reversed  its  position  Wednesday  in  the  face  of  that  threat,  Cluett 
surrendered  its  judgment  to  a  man  who  was  willing  to  harm  Cluett  for  his  own 
purposes.  Instead  of  threatening  to  resign  as  I  too  might  have  done,  I  made 
no  demands  and  it  now  seems  that  I  get  the  rough  end  of  the  stick  because 
I  was  reasonable  in  my  request  for  an  equal  position.  The  man  who  would 
not  work  on  this  basis  does  not  claim  to  me  that  my  suggestion  of  a  fair  plan 
was  not  fair.  He  only  asserts  that  he  owes  no  consideration  to  Lehman  Bros, 
and  that  he  will  not  da  what  I  proposed.  If  my  suggestion  was  not  fair,  in 
fact,  then  he  should  object  to  it  on  that  ground.  I  did  not  feel  that  I  was 
asking  him  to  do  me  or  my  firm  a  favor.  I  felt  T  was  asking  him  to  do  what 
Cluett  wanted  done. 
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I  have  been  given  110  reason  and  I  know  Of  none  why  my  position  is  not  fair. 
The  net  fact  is  that  one  man  will  not  accept  my  suggestion,  regardless  of  its 
fairness,  and  he  governs  the  action  of  the  Cluett  board.  When  the  board  reversed 
its  former  position  and  accepted  his  demand  it  made  a  decision  in  effect 
that  my  suggestion  was  not  in  the  best  interest  of  Cluett  to  accept,  and  it  may 
have  concluded  that  my  suggestion  was  not  a  fair  one.  I  do  not  accept  either 
conclusion  as  sound,  or  soundly  arrived  at. 

Now  as  to  the  purely  personal  aspects  of  the  situation.  It  was  personally 
embarrassing  to  be  left  out  of  the  discussions  but  that  is  a  very  minor  point. 
The  main  point  is  whether  the  action  taken  by  Cluett  is  wise  and  sound  and 
in  Cluett's  best  interest.  I  have  no  desire  to  dominate  any  industrial  company 
as  to  its  financing,  but  I  do  object  to  being  asked  to  ratify  a  plan  arrived  at 
as  this  one  was.  In  all  the  talk  of  the  last  year  that  "directors  must  direct" 
and  of  the  present  day  that  "bankers  must  not  dominate  industrial  companies" 
I  feel  there  was  need  for  very  careful  handling  of  the  probem  and  I  do  not 
see  that  this  case  had  that  kind  of  handling. 

It  is  quite  impossible  for  me  to  review  all  the  minor  points  of  discussion  in 
this  letter  but  I  am  glad  to  go  over  them  at  your  convenience  as  R.  O.  has 
asked  me  to  do.  There  are  several  statements  and  impressions  about  my  firm — 
that  It.  O.  has  heard — that  deserve  correction. 

R.  O.  has  asked  me  to  "go  along"  and  I  have  given  no  answer.     I  have  only 

promised  fair  consideration  of  whatever  may  be  offered  to  us.     So  far  as  I 

can  see  now,  any  action  will  be  based  on  the  facts  as  they  appear  at  the  time 

but  I  must  be  clear  that  the  present  situation  appears  thoroughly  unsatisfactory. 

Yours, 

John  M.  Hancock. 
jmh — mf 

Cc  To  Mr.  R.  O.  Kennedy 
Mr.  E.  H.  Cluett 
Mr.  George  A.  Cluett 


Exhibit  No.  1815 

[From  the  flies  of  Lehman  Brothers] 

Copy  of  Letter  to  Mr.  Sanford  L.  Cluett,  Troy,  New  York 

Willi amstown,  Mass.,  May  IS,  1937. 

Dear  Sanford  :  I  hesitated  for  some  time  the  other  day  before  calling  you 
on  the  telephone  regarding  the  proposed  new  financing  and  I  did  so  finally  only 
because  Mr.  John  Hancock  of  Lehman  Brothers  had  urged  me  to  do  so.  Since 
my  retirement  from  business  some  ten  years  ago,  I  have  endeavored  scrupu- 
lously to  avoid  offering  advice  or  making  suggestions  to*  those  who  are  now 
directing  the  affairs  of  the  company.  In  this  particular  instance,  I  thought 
best  to  call  you,  as  it  often  happens  that  the  active  directors  of  a  company 
are  not  familiar  with  arrangements  or  commitments  entered  into  by  their 
predecessors. 

At  the  time  the  present  company  was  organized  through  the  joint  efforts  of 
Lehman  Brothers  .and  Goldman,  Sachs  and  Co.,  a  representative  of  each 
banking  firm  was  elected  to  the  board.  It  was  clearly  understood  at  the  time 
that  each  firm  would  have  a  voice  in  the  financial  affairs  of  the  company  and 
that  any  new  financing  that  the  company  might  be  called  upon  to  do  in  the 
future  would  be  handled  by  both  firms. 

Shortly  after  the  Armistice,  when  our  company  was  carrying  huge  inventories 
and  owing  something  over  eleven  million  dollars,  it  was  necessary  to  get  our 
bankers  to  intercede  in  our  behalf  with  certain  New  York  banks.  Mr.  Gillespie 
and  I  spent  a  great  deal  of  time  in  New  York  endeavoring  to  establish  new 
lines  of  credit  and  we  were  turned  down  by  almost  every  bank  we  appealed 
to.  One  bank,  the  Hanover,  more  than  met  our  request  and  several  others 
came  to  the  rescue  only  after  appeals  from  Mr.  Catching  and  Mr.  Philip 
Lehman.  The  latter  put  up  a  great  fight  for  us  and  finally  secured  the  funds 
that  we  required.  At  another  time,  Mr.  Lehman  bought  outright  ten  thousand 
shares  of  our  unissued  preferred  stock  in  order  to  provide  the  company  with 
needed   funds.     At    another  time,  when   Mr.  Peabody  sold   a   largo  block  of  his 
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stock  (o  Lehman  Brothers,  Mr.  Lehman  voluntarily  turned  over  to  those  of  us 
who  were  in  a  trading  agreement  with  him  one  half  the  profit  made  through 
the  sale  of  this  stock.  There  are  many  other  instances  that  I  could  enumerate 
showing  the  fine  service  we  have  had  from  Lehman  Brothers  in  the  past,  hut 
I  cannot  see  that  anything  would  he  gained  by  it  at  this  time. 

My  only  concern  is  over  the  fact  that  our  company  is  starting  out  on  new 
and  untried  paths  with  little  if  any  regard  for  old  commitments.     The  com- 
pany has  had  a  wonderful  record  for  fair  and  honorable  dealing  over  a  long 
period  of  years  and  it  is  very  disquieting  to  see  that  record  tarnished. 
Affectionately, 

Signed  by :     G.  A.  Cluett. 
Mr.  Sanford  Ci/uett, 

Troy,  New  York. 
GAC : DD 

Exhibit  No.  1816 
[Prom  the  files  of  Lehman  Brothers] 

George  Alfred  Cluett, 
WilliamsUnm,  Mass.,  May  2/f,  19S7. 
Mr.  John  Hancock, 

New  York  City. 
Dear  Mr.  Hancock  :  Thank  you  for  your  letter  of  May  19  enclosing  copy  of 
a  letter  from  you  to  Mr.  C.  R.  Palmer.     I  am  quite  in  accord  with  the  position 
you  have  taken  and  I  regret  very  much  that  Cluett  Peabody  and  Co.  has  taken 
the  action  that  it  has. 

I  enclose  for  your  confidential  information  copy  of  a  letter  I  wrote  to  Mr. 
Sanford  L.  Cluett,  setting  forth  my  own  position  in  regard  to  the  proposed  new 
financing  of  the  company.  This  letter  followed  a  telephone  conversation  in 
which  I  urged  that  Lehman  Brothers  be  given  exactly  the  same  treatment  as 
it  was  proposed  to  give  Goldman  Sachs. 

I  also  enclose  a  letter  to  me  from  Mr.  Sanford  L.  Cluett  for  your  confidential 
information  and  which  I  will  ask  you  please  to  return  to  me. 

,As  I  have  been  oxit  of  business  for  ten  years,  I  would  not  think  of  offering 
advice  or  giving  an  opinion  as  regards  the  new  financing.     My  only  concern  is 
to  have  the  company  live  up  to  its  commitments  as  it  ha"s  always  done  in  the 
past  and  to  have  it  maintain  an  unblemished  record  for  fair  dealing. 
With  my  kind  regards,  I  am, 
Sincerely  yours, 

G.  A.  Cluett. 
GAC : DD 
End :  3 


Exhibit  No.  1817 
[From  the  files  of  Goldman,  Sachs  &  Co.] 

June  30,  1938. 

In  connection  with  business  which  may  eventuate  for  the  companies  desig- 
nated on  the  attached  list  or  their  successors : 

(1)  Whenever  the  first  house  is  to  receive  more  than  fifty  percent  of  the 
management  fee,  it  shall  conduct  the  negotiations,  act  as  the  sole  representative 
of  the  underwriters,  have  full  authority  to  agree  on  terms,  have  charge. of  the 
registration  and  syndication,  and  its  name  shall  appear  ifirst  in  all  syndicate 
papers  and  advertisements.  The  first  house  shall  advise  the  second  house  of 
the  progress  of  the  business.  The  second'  hoqse  is  to  have  an  opportunity  to 
collaborate  in  matters  relating  to  registration  te  an  extent  commensurate  with 
its  responsibilities.  Subject  to  paragraph  (3),  the  second  house,  if  it  wishes, 
shall  have  an  underwriting  participation  up  to  that  of  any  other  participant, 
including  the  first  house,  and  a  proportionate  selling  group  participation,  shall 
appear  as  the  joint  syndicate  manager  in  all  papers  and  publicity  as  released 
by  the  first  house,  shall  appear  in  the  second  position  in  all  advertisements,  the 
two  names  to  be  the  only  names  appearing  on  Ihe  first  line,  except  in  unusual 
124491 — 40 — pi.  24 — —28 
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circumstances,  and  the  management  compensation  shall  be  divided  in  accordance 
with  the  percentages  indicated. 

(2)  Whenever  the  management  fee  is  to  be  equally  divided  between  the  two 
houses,  then  in  addition  to  the  above,  the  two  houses  are  to  appear  and  sign 
all  papers  as  joint  representatives  of  the  underwriters,  and  the  first  house  will 
consult  with  the  second  house  to  an  extent  consistent  with  the  best  interests 
of  the  business  in  the  judgment  of  the  first  house  and  the  first  house  will  also 
consult  with  the  second  house  as  to  the  progress  of  the  business. 

(3)  The  inclusion  of  the  second  house  in  a  particular  piece  of  business,  and 
if  included,  its  position  in  such  business,  is  subject  to  acquiescence  on  the  part 
of  the  Company  involved  and  subject  to  pre-existing  rights  of  any  other  ^ouse. 
Both  houses  are  to  use  their  best  efforts  so  that  the  basis  of  mutual  participa- 
tion may  be  as  set  forth  above.  However,  to  the  extent  that  such  arrangements 
may  not  be  acceptable  to  the  Company  involved  the  first  house  may  proceed  with 
the  particular  business  independently  of  the  second  house. 

(4)  These  arrangements  may  be  terminated  by  either  house  at  any  time  after 
January  1,  1939  upon  three  months'  written  notice  to  the  other  house. 

Signed    Goldman  Sachs  &  Co. 
By  W.  B.  S. 
Lehman  Bros. 
By  W.  J.  H. 


G.    S.    &   CO. — FIRST   HOUSE 


LEHMAN  BKOS. FIRST  HOUSE 


100%.  OF   MANAGEMENT    COMPEN-    100%    OF   MANAGEMENT    COMPEN- 
SATION SATION 


Archer  Daniels 

Brown  Shoe 

Cluett 

Continental  Can 

Endicott 

Goodrich 

Kelsey 

Kuppenheimer 

Ixmg-Bell 

Manlia I  tan  Shirt 

Munsingwear 

.National  Dairy 

Pel  Milk 

Pillsbury 

Franklin  Simon 


Brunswick 

Amalgamated  Leather 

Am.  L  &  Traction  &  Subsidiaries 

Anglo-Chilean 

Bing 

Macy 

Spear 

Underwood  Typewriter 

Yellow  Cab 

National  Enameling 


G.    S.    <S    CO.— FIRST   HOUSE 

75%.OF  MANAGEMENT  COMPENSATION 


Sears  Roebuck 
Lelin  &  Fink 


Merck 
Van  Raalte 


G.    S.    &    CO. — FIRST    HOUSE 


LEHMAN  BROS. — FIRST  HOUSE 


.50%     OF    MANAGEMENT    COMPEN-    50%     OF    MANAGEMENT    COMPEN- 
SATION SATION 


General  Foods 
General  Cigars 
May 


American  Metal 

Woolworth 

Jewel 

Gimbel 

Studebaker 

Phoenix 

Kress 
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Exhibit  No.  ISIS 

I  From   the   Registration   Statement  under   the   Securities   Act   of  1933    on    File  with   the 
Securities  and  Exchange  Commission] 

Extract  From  the  Prospectus  of  the  Cleveland  Cliffs  Iron  Company  in  Con- 
nection With  First  Mortgage1  Sinking  Fund  4-%%  Bonds  Due  November  1, 
1950,  Principal  Amount  $16,500,000  Offered  in  December  1935 

use  of  proceeds 

The  entire  net  proceeds  to  be  received  by  the  Company  from  the  sale  of  the 
Bonds  being  offered  by  this  Prospectus,  estimated  in  the  amount  of  $15,921,060, 
are  to  be  used,  together  with  $5,000,000  to  be  obtained  from  the  proceeds  of  the 
4%%  Collateral  Loans  referred  to  under  the  headings  "Additional  Information" 
and  "Capitalization"  below  $1,128,225  obtained  by  way  of  a  dividend  on  the 
shares  of  capital  stock  of  Lake  Superior  and  Ishpeming  Railroad  Company 
owned  by  The  Cleveland-Cliffs  Iron  Company  and  other  funds  obtained  from  the 
sale  of  securities  owned  by  the  Company  to  retire  the  outstanding  6%  Notes  of 
the  Company  due  January  23,  1936,  also  referred  to  below,  in  the  aggregate 
principal  amount  of  $22,116,379.44  (said  amount  having  been  reduced  from  $23,- 
966,571.59  since  September  30,  1935).  These  Notes  represent  renewals  or  re- 
placements of  bank  loans  incurred  in  1930  and  1931  and  renewed  or  replaced 
from  time  to  time  thereafter  for  periods  of  not  exceeding  one  year.  Said  Notes 
are  hold  by  the  following  creditors : 

Name  and  Address  Amount 

The  Union  Trust  Company,  Cleveland,  Ohio $5,700,188.98 

The  Cleveland  Trust  Company,  Cleveland,  Ohio _ 2, 145, 100.  00 

Central  United  National  Bank  of  Cleveland,  Cleveland,  Ohio 408,  500.  00 

Continental    Illinois    National    Bank    &    Trust    Co.    of    Chicago, 

Illinois 2.  929,  500.  00 

The  First  National  Bank  of  Chicago,  Chicago,  111 .:__•    2,  235, 440. 46 

Bankers  Trust  Company,  New  York,  N.  Y 3,  348,  000.  00 

Bank  of  the  Manhattan  Company,  New  York,  N.  Y 3,  880,  000.  00 

The  Cliffs  Corporation,  Cleveland,  Ohio 665,  000.  00 

Lake    Superior    and    Ishpeming    Railroad    Company,    Cleveland, 

Ohio • 522,  500.  00 

William  G.  Mather,  Cleveland/Ohio 281,  ]50.  00 


Exhibit  No.   1819 

[From  The  Files  o£_|Sankers  Trust  Company] 

January  30,  1935. 
Bankers  Trust'Company, 

16  Wall  Street,  New  York,  N.  Y. 

Gentlemen:  The  Cleyeland-Cliffs  Iron  ('ompany,  an  Ohio  corporation,  having 
its  principal  office  at  Cleveland,  Ohio,  is  engaged  principally  in  mining,  shipping 
and  marketing  iron  ore  from  its  iron  ore  mines  in  the  upper  peninsula  of 
Michigan  and  elsewhere  on  the  iron  ranges  of  the  Lake  Superior  district. 

The  Cliffs  Corporation,  an  Ohio  corporation,  having  its  principal  office  at 
Cleveland,  Ohio,  is  engaged  principally  in  the  business  of  holding  stocks  for 
investment  purposes  and  is  the  owner  of  all  the  common  stock  of  the  Cleve- 
land-Cliffs Iron  Company  and  large  blocks  of  stocks  of  companies  engaged  in 
the  manufacture  of  steel,  which  are  also  consumers  of  iron  ore. 

The  Cleveland-Cliffs  Iron  Company  has  outstanding  current  secured  indebted- 
ness aggregating  approximately  twenty-five  million  two  hundred  thousand  dol- 
lars ($25,200,000)  which  is  held  chiefly  by  a  group  of  eight  (8)  creditor  banks. 
All  of  said  indebtedness  is  secured  by  a  collateral  trust  indenture  (entitled 
Extension  Indenture' •).  executed  by  The  Cleveland-Cliffs  Iron  Company  to 
lhe  Union  Trust  Company,  as  Trustee,  dated  January  23,  1933  (The  Union 
Irust  Company  having  since  been  sueeeeeded  by  The  Cleveland  Trust  Com- 
pany as  Trustee)  and  supplements  to  said  indenture  and  certain  of  said 
indebtedness  ts  primarily  secured  by  other  instruments  of  pledge  referred  to 
in   said   Extension  Agreenaeft*  Indenture.       Under   a    Supplemental   Agreement 
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dated  January  23,  1935,  said  indebtedness  lias  been  extended  until  July  23, 
1935  upon  the  same  terms  and  with  the  same  force  and  effect  in  all  respects 
as  are  set  forth  in  said  original  Extension  Indenture,  with  provision  for 
a  further  extension  for  a  period  of  five  (5)  years  upon  the  terms  and  condi- 
tions set  forth  in  said  Supplemenlal  Agreement. 

The  Cleveland-Cliffs  Iron  Company  contemplates  negotiations  by  which  The 
Cliffs  Corporation  will  be  merged  or  consolidated  with  The  Cleveland-Cliffs  Iron 
Company  and  the  merged  or  consolidated  company  will  own  and  hold  all  of  the 
property,  assets  and  business  of  both  companies,  and  will  he  liable  for  the 
payment  of  all  the  debts  and  liabilities  and  the  performance  of  all  the  obliga- 
tions  of  both  companies. 

The  Cleveland-Cliffs  Iron  Company  upon  consummation  of  said  merger  or 
consolidation,  and  as  a  part  thereof,  proposes  to  create  an  issue  of  twenty-four 
million  dollars  ($24,000,000)  principal  amount  of  First  Mortgage  and  Collateral 
Trust  Fifteen- Year  Serial  Bonds  (hereinafter  sometimes  called  the  "bonds")  of 
the  kind  and  character  hereinafter  described ;  and  subject  to  the  conditions 
set  forth  below,  and  upon  your  acceptance  hereof,  hereby  constitutes  and  ap- 
points you  its  sole  agent  for  the  purpose  of  procuring  a  syndicate  or  group  of 
responsible  investors  (hereinafter  called  the  "Underwriters")  who  will,  prior 
to  the  consummation  of  said  merger  or  consolidation,  and  subject  thereto,  pur- 
chase or  agree  to  underwrite  the  sale  of  all  of  said  issue  of  bonds  at  their  princi- 
pal amount  and  accrued  interest. 

The  conditions  of  your  appointment  as  Agent  hereunder  are  as  follows: 

1.  The  merger  or  consolidation  of  The  Cleveland-Cliffs  Iron  Company  and 
The  Cliffs  Corporation  referred  to  above  shall  he  effected  under  the  laws  of  the 
State  of  Ohio  by  a  sale  of  assets  and  liquidation  or  by  merger  or  consolidation 
proceedings,  to  the  end  that  all  of  the  properties  and  assets  of  each  of  said 
corporations  shall  be  vested  in  the  resulting  or  continuing  corporation,  which 
shall  assume  and  be  liable  for  all  of  the  debts  and  obligations  of  each  of  said 
corporations,  such  sale,  merger  or  consolidation  to  be  effected  on  terms  satis- 
factory to  the  stockholders  of  each  of  said  corporations. 

2.  The  First  Mortgage  and  Collateral  Trust  Fifteen-Year  Serial  Bonds  shall 
be  of  an  authorized  principal  amount  of  twenty-four  million  dollars  ($24,000,- 
000)  ;  shall  be  dated  as  of  the  first  day  of  the  calendar  month  in  which  the 
merger  or  consolidation  above  referred  to  is  consummated ;  shall  mature  fifteen 
(15)  years  thereafter;  shall  be  payable  in  lawful  currency  of  the  United  States 
of  America;  shall  bear  interest  at  the  rate  of  five  per  cent.  (0%)  per,  annum, 
payable  in  like  currency  semi-annually;  shall  mature  serially  as  set  forth  on 
Schedule  "A"  attached  hereto  and  made  a  part  hereof;  shall  be  issued  under 
an  indenture  of  mortgage  to  Bankers  Trust  Company,  as  Trustee ;  shall  be 
redeemable  as  set- forth  on  Schedule  "B"  attached  hereto  and  made  a  part 
hereof;  shall  constitute  a  first  mortgage  lien  upon  the  physical  properties  and 
leasehold  interests  of  the  merged  or  consolidated  company  and  a  first  lien  upon 
the  securities  of  the  merged  or  consolidated  company  presently  pledged  under 
the  Extension  Indenture  and  the  securities  aeqwired  by  virtue  of  sand  merger 
or  consolidation.1  The  indenture  shall  contain  appropriate  provisions  for  the 
sale  or  other  disposition  of  physical  properties  which  are  not  essential  to  the 
regular  conduct  and  operation  of  the  company's  business  and  the  application 
of  the  proceeds  of  such  sales  either  for  replacement  purposes,  if  so  required, 
or  for  the  retirement  of  bonds.     The  indenture  will  also  contain  appropriate 

^provisions"  permitting  the  sale  of  collateral  for  use  in  meeting  serial  maturities 
J  or  otherwise  retiring  the  bonds.     The  indenture  will  also  contain  such  other 

customary  and   usual   provisions   as   shall   be   agreed  upon    between   you   and 

ourselves. 

3.  We  will,  upon  your  written  request,  cause  the  bonds:  to  be  fully  regis- 
tered under  the  Securities  Act  of  1933  and  upon  similar  request  will  make 
application  to  list  the  same  upon  the  New  York  Stock  Exchange  and  we  will 
cooperate  with  you  in  the  preparation  of  prospectuses,  sales  literature  or  such 
other  information  as  is  customarily  required  in  connection  with  the;  sale  of 
securities  and  the  qualification  of)  the  same  under  various  Blue  Sky  Laws.  It 
is  understood  between  us  that  the  question  of  fisting  the  other  securities  of 
the  merged  or  consolidated  company  upon  a  stock  exchangee  or  exchanges  will 
be  a  matter  for  further  discussion  between  us. 

4.  We  will  furnish  satisfactory  evidence  showing  that  the  merged  or  con- 
solidated company  has  a  good  and  merchantable  title  to  substantially  all  of 
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the  real  estate  owned  by  The  Cleveland  Cliffs  Iron  Company,  widen  evidence 
shall  consist  of  opinions  of  counsel  experienced  in  the  law  of  the  states  where 
such  real  estate  is  located,  based  upon  an  examination  of  abstracts  of  title 
brought  down  to  date. 

5.  All  legal  proceedings  in  connection  with  the  merger!  or  consolidation  or 
sale  of  assets  above  referred  to;  the  creation,  issuance  and  sale  of  the  bonds; 
the  execution  and  delivery  of  the  indenture  securing  the  same;  the  registra- 
tion and  qualification  of  the  bonds ;  the  validity  of  titles  to  properties  [see  4 
above]  and  all  other  proceedings  in  connection  with  the  transaction  herein 
contemplated  shall  be  subject  to  the  approval  of  your  counsel. 

6.  All  expenses  in  connection  with  the  merger  or  consolidation,  the  creation, 
issuance  and  sale  of  the  bonds,  the  execution,  delivery  and  recording  of  the 
indenture  securing  the  same,  and  the  registration  and  qualification  of  the 
bonds,  including,  without  limiting  the  foregoing,  printing,  preparation  of  securi- 
ties, stamp  taxes,  recording  fees,  qualification  expenses,  accounting  expenses, 
counsel  fees  and  all  other  expenses  in  connection  with  the  transactions  herein 
contemplated  shall  be  borne  by  the  merged  or  consolidatd  company. 

7.  You  are  to  use  your  best  efforts  to  secure  a  group  or  syndicate  of  investors 
who  will  purchase  the  entire  issue  of  said  bonds  as  above  stated,  or 
who  will  enter  into  an  underwriting  agreement  in  form  acceptable  lo  us 
for  the  purchase  of  the  entire  issue  of  said  bonds.  You  shall  not  be  liable  under 
any  conditions  for  your  failure  to  secure  the  group  or  syndicate  referred  to 
above  or  for  the  purchase  yourselves  or  for  the  underwriting  of  all  or  any 
part  of  said  bonds,  although  you  may,  if  you  so  desire,  purchase  such  amount 
of  said  bonds  as  may  be  arranged  between  you  and  the  Underwriters.  Upon 
the  purchase  by  said  group  or  syndicate  of  the  entire  issue  of  said  bonds  or 
upon  the  sale  of  said  entire  issue  of  bonds  under  said  underwriting  agreement, 
we  agree  to  pay  you  for  your  services  hereunder,  in  cash,  a  fee  of  one  per  cent. 
(1%)  of  the  entire  principal  amount  of  said  bonds.  In  the  event  for  any 
reason  the  proposed,  merger  or  consolidation  above  referred  to  shall  not  be 
brought  about  or  said  purchase  or  sale  of  such  bonds  shall  not  be  effected,  we 
will  reimburse  you  for  all  your  expenses,  including  counsel  fees,  incurred  in 
connection  with  carrying  out  this  agreement  on  your  part. 

8.  If  the  purchase  of  the  entire  issue  of  said  bonds  or  the  execution  of  said 
underwriting  agreement  as  hereinabove  provided  is  not  consummated  by  Sep- 
tember 1,  1935,  either  party  hereto  may  cancel  this  agency  agreement  and  all 
obligations  thereunder  (except  our  obligation  to  pay  your  expenses  as  in  the 
preceding  section  provided)  upon  giving  five  (5)  days'  written  notice  of  such 
intention   to  the  other. 

This  letter  is  written  in  duplicate  and,  if  agreeable  to  you,  you  will  please 
sign  the  acceptance  clause  on  both  copies  and  return  one  signed  copy  to  us. 
Yours  truly, 
Subject  to  approval  of  the  Board  of  Directors. 

The   Cleveland-Cliffs    Iron    Company 
ByE.   B.  Greene,  President. 

Accepted  and  agreed  to  this  30th  day  of  January,  193.r>. 
Bankers  Trust  Company, 
By  B.  A.  Tompkins, 

Vice  President . 


Exhibit  No.  1820 

[From  the  files  i>r  Cleveland-Cliffs  Iron  Company  I 

The  Cleveland-Cliffs  Iron  Co. 

INTER  OFFICE    IJCTTER 

Subject : 
Reference : 

Cleveland,  Ohio,  June  28,  1985. 

Brief  Summary  of  Negotiations  with  Bankers  Trust  Company,  Represented 
Throughout  by  Mr.  B.  A.  Tompkins,  and  at  Times  by  Dana  Kelly  and  Mr. 
Graham,  and  also  Lehman  BRornERs  Represented  by  Mr.  Gtjtman  and 
Mr.   Szold 

About  the  middle  of  January  both  Mr.  Keidel   and  Mr.  Ardrey  asked  the 
writer  If  he  would  be  interested  in  funding  the  bank  indebtedness  which  then 
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amounted  to  over  $25,000,000,  by  creating  a  long-time  bond  issue.  The  writer 
replied  that  he  would.  Thev  then  said  the  Analysis  Department  had  worked 
on  the  plan  having  in  mind  an  issue  of  bonds  equal  to  the  bank  loan,  of  which 
the  present  bank  creditors  would  take  the  first  $5,000,000  or  $6,000,000  and  the 
balance  of  the  issue  would  be  sold  wholesale  to  life  insurance  companies  or  in- 
vestment trusts.  They  stated  that  if  I  were  interested  I  should  see  Mr.  B.  A. 
Tompkins  Vice  President  of  the  Bankers  Trust  Company  in  charge  of  their 
Bond  Department.  _ 

The  writer  was  then  calling  on  our  bank  creditors  trying  to  find  a  common 
ground  for  a  five-year  extension  of  the  bank  loan.  He  therefore  said  that  he 
felt  that  any  negotiations  for  the  funding  should  be  undertaken  only  after  the 
five-year  extension  was  secured  from  the  banks,  if  that  were  possible,  and  said 
that  as  soon  as  the  bank  extension  had  been  granted  he  would  return  and 
discuss  the  matter  with  Mr.  Tompkins.  As  the  writer  recalls  it,  the  bankers, 
on  the  24th  of  January,  gave  the  company  a  six  months'  extension  in  which  to 
bring  about  a  merger  of  Cleveland  Cliffs  Iron  Company  and  Cliffs  Corporation, 
and  if  this  merger  were  effected  the  Cleveland  Cliffs  Iron  Company  was  to 
receive  a  five-year  extension,  the  rate  of  interest  being  5%  the  first  year,  5y2% 
the  second  year,  and  6%  thereafter,  the  interest  being  arranged  in  this  order 
to  make  it  an  added  incentive  for  the  company  to  fund  its  debt. 

A  few  days  after  the  extension  was  granted  the  writer  returned  to  New 
York  and  took  the  matter  up  with  Mr.  Tompkins  and  his  associates.  After 
several  days  of  negotiations  it  was  agreed  that  the  writer  would  return  and 
recommend  a  bond  issue  amounting  to  not  more  than  $25,000,000,  bearing  in- 
terest at  5%,  to  be  sold  at  par,  the  Bankers  Trust  Company  to  receive  1% 
commission  for  acting  as  our  agent.  The  issue  Was  to  be  serial,  maturities 
and  call  price  all  being  in  accordance  with  a  contract  dated  January  31st 
executed  by  the  writer,  subject  to  the  approval  of  the  Board  of  Directors  of 
the  Cleveland  Cliffs  Iron  Company,  and  accepted  for  the  Bankers  Trust  Com- 
pany by  Mr.  Tompkins.  At  the  time  this  contract  was  drawn  the  writer  assumed 
that  he  would  take  it  to  Cleveland  and  submit  it  to  the  Board  and  execute  it  only 
after  approval  by  the  Board.  Mr.  Tompkins  objected  to  this  procedure  and 
wanted  the  writer  to  sign  it  at  this  time.  I  explained  to  him  that  I  had  no  au- 
thority to  do  so  and  that  my  signature  would  not  be  binding  on  the  company  and 
would  only  be  a  matter  of  good  faith  on  my  part  to  exert  my  best  efforts  to 
secure  the  approval  of  the  Board.  Mr.  Tompkins  stated  this  was  entirely 
agreeable  to  him  and  wanted  it  signed  with  that  understanding.  After  some 
further  protest  the  writer  signed  the  instrument  but  wrote  in  above  his  signa- 
ture "Subject  to  the  approval  of  the  Board  of  Directors." 

A  few  days  later  the  writer  returned  to  Cleveland  and  was  very  shortly  asked 
to  join  officials  of  Republic  Steel  and  Corrigan  McKinney  in  going  to  Washington., 
On  February  7th  while  in  "Washington  we  learned  of  the  bringing  of  the  suit 
by  the  Department  of  Justice  to  enjoin  the  merger  of  Republic  and  Corrigan 
McKinney,  in  which  suit  the  Cleveland  Cliffs  Iron  Company  was  named  one  of 
the  deiendants.  Our  counsel,  Mr.  Belden,  at  once  advised  the  writer  that  until 
the  case  was  tried  we  should  have  no  negotiations  looking  toward  the  merger. 
Consequently,  the  matter  would  be  delayed  until  after  the  trial. 

After  the  announcement,  of  the  litigation,  the  writer  returned  to  New  Tork 
and  discussed  the  suit  with  Mr.  Tompkins  and  he  agreed  that  the  litigation  was 
not  vital  to  the  funding  and  would  not  interfere  with  it.  After  the  writer's 
return  to  Cleveland  he  reported  this  to  Oscar  L.  Cox,  Harris  Creech,  W.  P. 
Belden,  and  Wm.  G.  Mather. 

Judge  Raymond  rendered  his  decision  on  May  3rd  which  was  a  complete 
victory  for  the  defendants.  Shortly  after  this  Mr.  Tompkins  and  Mr.  Giitman 
both  got  in  touch  with  the  undersigned  and  desired  to  renew  discussions  regard- 
ing the  financing.  The  writer  submitted  the  matter  to  Mr.  Belden,  and  after 
consulting  with  the  steel  companies  he  advised  the  writer  that  there  was  no 
harm  in  negotiating  with  the  investment  houses  or  stockholders,  but  that  he 
wanted  no  formal  steps  to  bo  taken  in  the  matter  pending  an  effort  on  the  part 
of  the  attorneys  for  the  steel  company  to  secure  a  promise  on  the  part  of  the 
Department  of  Justice  not  to  appeal  their  case. 

During  May  the  writer  had  a  number  of  conferences  with  the  Bankers  Trust 
Company,  Lehman  Brothers,  and  Hayden  Stono  with  reference  to  this  financing, 
as  a  result  of  which  a  number  of  changes  were  made  in  the  proposed  plan  both 
as  to  changing  the  bond  to  a  sinking  fund  rather- than  a  serial  issue,  rearrang- 
ing the  call  prices,  and  considering  an  alternative  rale  of  41/2%  rather  than  a 
5%  issue  as  originally  agreed  upon,  and  other  matters  connected  with  the  issue. 
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About  the  middle  of  June  both  Mr.  Tompkins  and  Mr.  Gut  nam  showed  great 
interest  in  the  legal  status  with  reference  to  the  Republic-Corrigan  Mx:Kinney 
merger  Therefore  the  writer  made  an  appointment  with  the  Bankers  Trust 
Company  and  Lehmann  Brothers  to  meet  with  Mr.  Belden  and  himself  and 
discuss  these  matters.  At  this  meeting  the  writer  was  informed  that  the  invest- 
ment houses  had  some  doubt  in  their  minds  as  to  the  wisdom  of  bringing  out 
an  issue  for  retail  sale  to  the  public,  of  a  company  which  was  a  defendant  in  a 
suit  brought  by  the  government  notwithstanding  their  confidence  in  the  final 
outcome  of  the'  litigation.  They  stated  that  the  uninformed  investor  would  be 
puzzled  by  the  matter  and  there  would  be  increased  sales  resistance.  The  only 
other  way  to  obviate  it  would  be  to  hold  the  issue  on  their  shelves  until  the 
final  termination  of  the  litigation.  The  writer  called  their  attention  to  the  fact 
that  Tom  kins  and  he  had  discussed  this  in  February  following  the  bringing  of 
the  suit,  and  that  it  was  agreed  by  both  that  the  litigation  was  not  of  vital 
importance  to  Cleveland  Cliffs  Iron  and  that  the  funding  would  not  be  predicated 
on  the  favorable  disposal  of  the  litigation  prior  to  the  offering  of  the  bonds. 
Mr.  Tompkins  did  not  contradict  this  statement  although  he  inferred  there  might 
be  some  misunderstanding  on  his  part  with  reference  to  that.  The  writer  has 
since  made  this  statement  emphatically  before  the  Lehman  Brothers  representa- 
tives and  Mr.  Tompkins  since  the  first  time  has  never  taken  any  different  point 
of  view.  They  indicated  that  if  the  suit  stood  when  the  bonds  were  ready  to  be 
sola  that  they  would  have  to  adjust  the  price  downwards  to  meet  the  sales 
resistance.  The  writer  stated  that  this  was  not  satisfactory  and  he  did  not 
think  it  was  in  compliance  with  the  terms  of  the  informal  contract  between  Mr. 
Tompkins  and  himself.  The  writer  then  demanded  that  they  decide  whether  or 
not  the  Republic-Corrigan  McKinney  merger  was  a  sine  quo  non  of  their  carry- 
ing out  of  the  informal  contract.  Mr.  Tompkins  stated  frankly  he  did  not  want 
to  pass  on  that  but  wanted  to  wait  the  outcome.  The  writer  objected  to  this. 
Mr.  Gutman  then  suggested  that  the  merger  of  Cleveland  Cliffs  and  Cliffs  Cor- 
poration be  undertaken  based  on  the  five-year  bank  extension,  with  the  assurance 
that  they  were  glad  to  go  ahead  when  the  suit  was  favorably  disposed  of,  and 
that  the  funding  would  then  replace  the  five-year  extension.  The  writer  replied 
that  this  could  undoubtedly  have  been  accomplished  in  January  or  February, 
but  the  funding  having  been  discussed  with  the  creditor  banks  and  large  stock- 
holders, it  would  be  very  difficult  to  go  back  to  a  less  advantageous  plan  espe- 
cially to  secure  the  approval  to  the  merger  of  those  stockholders  of  Cliffs  Cor- 
poration who  had  no  Cleveland  Cliffs  Iron  preferred.  It  was  argued  that  with 
whatever  contact  we  had  with  Washington  it  might  be  easier  to  secure  their 
approval  of  a  Cleveland  Cliffs-Cliffs  Corporation  merger  based  on  a  five-year 
extension  than  on  a  Wall  Street  funding  operation. 

After  considerable  argument  the  writer  agreed  to  return  and  see  our  largest 
Cliffs  Corporation  stockholder  not  interested  in  the  preferred  stock,  namely, 
Mr.  Wachner,  Receiver  for  Continental  Shares.  The  writer  found  Mr.  Wachner 
was  away  and*  would  not  return  until  the  20th  of  June,  and  was  fortunate  in 
seeing  him  as  soon  as  he  returned  to  the  city.  Mr.  Belden  was  also  present 
at  our  conference.  The  writer  endeavored  to  secure  Mr.  Wachner's  approval 
on  behalf  of  Continental  Shares'  holding  in  Cliffs  Corporation  to  the  merger 
based  on  the  five-year  bank  extension  and  met  with  considerable  resistance. 
Continuing  to  press  the  matter  the  writer  was  surprised  to  have  Mr.  Belden 
support  Mr.  Wachner's  point  of  view.  Later  on  in  discussing  the  matter  with 
Mr.  Belden  and  expressing  surprise  at  Mr.  Belden's  attitude,  the  latter  said 
that  he  felt  that  any  further  pressure  put  on  Mr.  Wachner  to  secure  his  approval 
based  on  the  five-year  extension,  was  bound  to  be  unsuccessful  and  might  even 
pevent  our  securing  his  approval  of  the  merger  based  on  the  funding.  He  said 
that  as  he  watched  the  discussion  he  became  alarmed  and  felt  it  was  necessary 
to  indicate  to  me  not  to  make  any  further  efforts.  It  was  evident  that  Mr. 
Wachner  was  not  as  favorable  to  the  merger  under  any  circumstances  as  he 
had  been  in  our  conferences  held  a  month  or  so  previous.  .     . 

The  writer  has  had  many  conferences  with  Mr.  Belden,  Mr.  Wm.  G.  Mather, 
.and  two  or  three  of  our  bank  creditors  including  E.  E.  Brown,  O.  L.  Cox,  add 
Harris  Creech,  and  all  concurred  in  the  writer's  view  that  there  was  only 
one  thing  to.  do  and  that  was  to  return  promptly  to  New  York,  make  an  ap- 
pointment with  the  Bankers  Trust  Company  and  Lehman  Brothers  anrl  ad- 
vise them  that  a  merger  based  on  the  five-year  extension  was  out  of  the 
question,  and  that  ^t  was  necessary  for  the  Bankers  Trust  Company  and  "Teh- 
man  Brothers  to  decide  whether  they  wanted  to  take  the  issue  irresspetivo 
of  the   Republic-Corrigan   McKinney   litigation    or   whether   they   preferred   to 
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have  the  contract  lapse,  as,  if  the  present  market  conditions  changed  and  no 
effort  was  made  to  avail  ourselves  of  the  present  easy  money  and  the  market 
for  securities,  that  it  would  seem  to  indicate  negligence  on  the  part  of  the 
Cleveland  Cliffs  management  Consequently,  the  writer  made  an  appointment 
with  Mr.  Tompkins,  Mr.  Gutman  and  Mr.  Szold  and  met  with  them  on  June 
27th  in  Mr.  Tompkins'  office.  The  writer  presented  the  matter  first  to  Mr. 
Tompkins  and  again  in  the  same  terms  to  the  three  men. 

E.  B.  Greene. 

EBG  JS 


Exhibit  No.  l!S2l  appears  in  full  in  the  text,  p.  1242S. 
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(Stamped:)  Confidential. 

July  5,  193u. 

Mr.  W.  P.  BELDEN, 

Rich  ford,  Tioga  County,  Neiv  York- 

Dear  Wiujam  Patch:  I  enclose  copy  of  a  letter  just  received  from  Tommy 
Tompkins.  I  slightly  changed  your  letter  to  him  calling  his  attention  to  the 
fact  that  the  informal  contract  required  him  to  take  the  bonds  at  a  point  off  a 
5%  basis  unless  the  general  market  condition  had  meanwhile  changed.  You  will 
note  in  his  reply  that  he  has  ignored  this  portion  of  the  letter  but  he  does  con- 
cede our  point  that  we  should  have  a  voice  in  settling  the  price  if  it  is  changed. 

I  think  we  can  sum  up  the  difference  between  my  point  of  view  and  Tomp- 
kins' as  follows,  that  I  claim  the  price  is  fixed  unless  the  general  bond  market 
changes,  while  he  claims  the  price  is  fixed  unless  conditions,  say  this  suit  or 
any  other  matter  "that  pertains  to  this  company,  make  it  impossible  or  even 
difficult  for  them  to  sell  this  particular  bond  on  that  basis.  If  the  necessary 
spread  to  pay  the  offering  houses  would  put  the  price  of  the  bond  too  high  to 
sell  it  they  then  think  the  price  of  a  5%  bond  should  be  lowered  to  say  97  less 
1%,  which  would  give  them  four  points  for  profit  to  the  issuing  houses. 

I  would  suggest  that  you  give  this  matter  careful  thought,  and  also  the  fol- 
lowing situation.  At  the  Cliffs  Corporation  meeting  this  morning,  Wachmer 
and  White  being  present,  Mr.  Eaton  made  a  long  speech  on  the  financing,  ques- 
tioning me  carefully  for  maybe  half  an  hour.  The  points  he  made  were,  first, 
that  he  thought  the  price  was  too  high,  second,  he  thought  that  it  might  be 
possible  to  sell  the  issue  on  the  assets  of  Cleveland  Cliffs  Iron  alone  without  the 
Cliffs  Corporation,  and  third,  he  was  not  sure  that  Cliffs  Corporation  was  getting 
enough.  In  the  end  he  seemed  to  he  partially  convinced  that  the  deal  was  fair 
for  Cliffs  Corporation,  but  he  still  felt  that  we  should  make  an  effort  to  finance 
Cleveland  Cliffs  Iron  on  its  own.  My  observation,  which  is  concurred-  in  by 
both  Mr.  Mather  and  Mr.  Geffine,  with  whom  I  have  talked,  was  that  Eaton  was 
actuated  by  a  desire  to  hold  up  the  deal  by  influencing  Wachner  and  White 
against  it  and  then  have  us  take  steps  to  see  that  he  is  taken  care  of  in  the 
deal  with  the  understanding  that  he  withdraw  his  objections  and  possibly  help 
us  to  convince  Wachner  and  White.  In  oilier  words,  he  wants  to  put  a  monkey 
wrench  in  the  machinery  to  either  get  a  new  deal  in  which  he  would  be  a  par- 
ticipant or  to  have  one  of  the  participants  offer  him  part  of  their  share  with  the 
tacit  understanding  that  he  secure  the  approval  of  the  companies  in  which  he 
was  formerly  so  much  interested,  namely.  Continental  Shares  and  Common- 
wealth Securities.  Had  his  motive  been  entirely  sincere  I  think  he  would  have 
talked  with  Mr.  Mather  and  me  outside  of  the  directors  meeting.  I  called  him 
in  my  room  afterwards  and  asked  him  to  give  me  the  benefit  of  his  suggestions 
how  we  conld  finan  e  on  better  terms.  He  did  not  seem  to  have  any  ideas  or 
could  he  recommend  any  house  lie  knew  of  that  could  finance  us  on  better  terms. 
While  he  himself  had  no  ideas.  Burwell  remained  after  the  Cleveland  Cliffs 
Iron  meeting  this  afternoon.  He  referred  to  Cyrus'  views  expressed  at  the  morn- 
ing meeting,  asked  for  some  comparative  figures,  and  said  he  was  going  to  write 
me  and  give  me  his  views.  This  is  just  another  complication  to  a  situation  al- 
ready difficult  and  badly  mixed  up. 

It  is  my  plan  now  to  ?o  to  New  York  next  Tuesday  or  Wednesday  Twgbt.     I 
am  inclined  to  feel  you  .?•  ^uld  be  there,  at  least  one  day.  ^Maybe  I  could  go 
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down  and  get  it  started  and  send  for  you,  but  preferably  I  would  like  to  go  over 
the  matter  with  you  before  I  see  the  others. 

I  do  not  know  whether  I  have  told  you  or  not,  but  Steele  Mitchell  is  prepared 
to  recommend  something  entirely  new.  I  have  rather  kept  away  from  it  feeling 
that  each  new  move  would  bring  new  difficulties. 

I  am  more  than  ever  convinced  that  Tompkins'  idea  is  to  string  this  along, 
writing  indefinite  letters,  trying  to  get  us  up  to  August  12th  without  reaching 
any  decision.  Maybe  I  am  wrong,  but  that  is  the  idea  that  sticks  in  my  sus- 
picious mind. 

I  suggest  that  after  you  have  road  this  letter  you  call  me  up,  reversing  the 
charges,  as  I  would  like  to  get  your  views. 
Sincerely  yours, 

ERC.  JS 
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Ji;ne  13,  1935. 
Memorandum : 

Being  in  New  York  to  attend  another  directors  meeting,  I  was  given  an 
appointment  at  luncheon  by  Mr.  Tompkins.  The  meeting  was  held  in  the  private 
dining  room  on  the  top  floor  at  the  Bankers  Trust  Company  yesterday.  There 
were  present:  B.  A.  Tompkins,  Dana  Kelley,  and  Mr.  Graham  of  the  Bankers 
Trust  Company,  and  the  undersigned. 

After  preliminaries,  Mr.  Tompkins  asked  whether  I  had  received  his  letter 
and  whether  it  was  satisfactory.  I  told  him  it  was  a  very  nicely  written  letter 
but  that  it  did  not  answer  my  question  whether  or  not  they  intended  to  take  a 
firm  stand  that  the  Republic-Corrigan  McKinney  merger  was  a  condition  of  our 
refunding ;  that  it  was  my  firm  conviction  that  Mr.  Tompkins  and  I  had  specifi- 
cally discussed  this  in  February  after  the  suit  was  brought,  and  that  it  was 
agreed  by  both  of  us  at  that  time  that  the  merger  of  Republic  and  Corrigan 
was  not  a  necessary  factor  in  their  deal  and  that  they  would  proceed  with  the 
financing  independent  of  that.  However,  I  reported  then  (in  February)  that 
our  counsel  did  not  wish  us  to  take  any  steps  in  our  refunding  which  would 
either  bring  about  publicity  or  necessitate  our  reporting  or  applying  to  Washing- 
ton until  the  suit  was  concluded.  The  writer  briefly  outlined  the  events  of  the 
past  few  months,  dwelling  on  the  events  following  the  end  of  the  suit. 

Mr.  Tompkins  reported  that  at  a  meeting  at  which  representatives  of  the 
following  firms  were  present,  Bankers  Trust  Company,  Lehmann  Brothers,  Kuhn 
Loeb,  Field  Glore,  and  Hayden  Stone,  that  the  matter  was  discussed  in  detail 
and  that  they  felt  it  in  the  interests  of  both  Cleveland  Cliffs  and  their  group 
that  the  matter  should  be  delayed  with  the  idea  of  finding  out  whether  or  not 
the  government  would  appeal,  and  if  they  did  appeal,  to  delay  until  the  suit  was 
disposed  of  by  the  Supreme  Court.  He  stated  they  had  not  taken  a  firm  action 
but  had  recommended  this.  He  stated  further  he  felt  the  bonds  would  not  be  as 
valuable  with  the  suit  not  disposed  of  as  with  it  out  of  the  way. 

He  desired  the  writer  to  take  further  steps  to  ascertain  whether  the  merger 
could  not  be  effected  on  the  basis  of  the  five-year  bank  extension  and  as  soon 
as  the  suit  were  settled,  or  if  in  the  mean  time  the  investment  houses  felt  the 
matter  was  of  less  importance,  they  would  then  immediately  take  up  the  financ- 
ing. The  writer  replied  that  his  first  step  was  to  see  the  biggest  stockholder  of 
Cliffs  Corporation  as  well  as  the  biggest  interest  not  holding  a  corresponding 
investment  in  Cleveland  Cliffs  Iron,  and  that  this  was  Mr.  Wachner,  Receiver  for 
Continental  Shares,  and  that  Mr.  Wachner  would  be  away  on  a  vacation  until  the 
19th  or  20th  of  June,,  and  he  had  therefore  not  been  able  to  ascertain  Mr.  Wach- 
ner's  attitude.  He  stated  he  had  had  one  talk  with  Messrs.  White  and  Miller 
representing  Commonwealth  Securities,  and  these  people  did  not  want  to  commit 
themselves  and  were  in  favor  of  delay.  It  was  left  that  the  writer  would  see 
Mr.  Wachner  as  soon  as  he  returned  and  that  if  Mr.  Wachner  would  entertain 
the  thought  of  the  merger  based  on  the  five-year  bank  extension,  the  writer 
would  see  one  or  two  others  and  then  discuss  the  matter  again  with  Mr.  Tomp- 
kins alone  or  with  Mr.  niompkins  and  some  of  his  group. 

Mr.  Tompkins  then  went  on  to  relate  that  at.  this  meeting  a  suggestion  was 
made  that  the  four  banking  firms  should  all  come  in   on   I  ho  financing  ou   hu 
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equal  basis,  or  25%  each,  and  that  Lehmann  Bros,  be  asked  to  head  up  the 
group.  The  writer  then  informed  Mr.  Tompkins  that  the  original  deal  was  to 
sell  the  bonds  to  the  purchasers  or  underwriters  at  par,  paying  the  Bankers 
Trust  Company  1%  commission,  the  bonds  to  be  5%.  The  present  tentative 
arrangement  is  for  the  bonds  to  be  41/£%,  the  syndicate  to  buy  them  on  a  5% 
basis,  and  the  commission  of  1%  to  be  paid  in  addition.  The  writer  then  ad- 
vised Mr.  Tompkins  that  we  might  want  to  return  to  the  5%  basis  which  would 
be  less  of  a  discount  to  pay  at  this  time.  Mr.  Tompkins  advised  the  writer 
against  this  as  he  believed  that  it  would  make  it  a  little  more  difficult  to  dispose 
of  the  bonds  at  the  premium  necessary  to  interest  the  selling  group.  The  writer 
did  not  regard  the  matter  as  definitely  disposed  of. 

Mr.  Tompkins  then  went  on  to  state  that  they  had  discussed  the  matter  of  the 
1%  commission  and  had  agreed  on  this  arrangement :  that  the  Bankers  Trust 
Company  would  keep  %%  for  themselves  out  of  which  they  would  pay  White  & 
Case's  bill  up  to  the  present  time  and  also  White  &  Case  or  any  other  firm  who 
did  the  legal  work  drawing  the  issue  and  protecting  the  interests  of  the 
Bankers  Trust  Company  as  trustee  of  the  bond  issue.  He  stated  that  the  other 
Y2%  would  be  paid  to  Lehmann  Bros,  for  their  assuming  the  leadership  of  the 
purchasing  group.  He  stated  however,  that  they  had  made  an  agreement  that 
out  of  Lehmann  Bros.'  y2%  they  would  pay  whatever  legal  expenses  the  group 
required  in  the  matter,  and  the  expense,  if  any,  in  securing  engineers'  or  geolo- 
gists' reports,  any  auditing  expense  required  by  the  purchasing  group,  printing 
of  the  bonds,  etc.  He  also  stated  that  all  these  expenses  were  customarily 
levied  on  the  borrowing  company.  It  is  the  writer's  impression  that  at  the  close 
of  the  meeting  he  expressed  the  feel'ng  that  Kuhn  Loeb  and  possibly  Field  Glore 
would  regard  the  Republic-Corrigan  merger  as  very  essential  as  they  put  more 
importance  on  it  than  the  others  in  the  Cleveland  Cliffs  Iron  picture. 

As  stated  above,  it  was  left  that  the  writer  would  test  out  the  feeling  of 
cerain  Cliffs  Corporation  stockholders  with  the  idea  of  ascertaining  whether 
the  company  should  endeavor  at  the  earliest  opportunity  to  effect  the  merger 
based  on  the  five-year  bank  extension. 


E.  B.  Gbeene. 


EBG  JS 


"ExmitiT  No.  1824"  appears  in  full  In  (he  text,  p.  124H2 


Exhibit  No.  1825 

[From  the  files  of  Bankers  Trust  Company] 

Cable  address :  Whitecase,  N.  Y. 

Paris  :  3,  Place  Vendome 
Cable  address  :  Whitca,  Paris 

White  &  Case, 
l't  Wall  Street,  Nqiv  YorJc,  January  SO,  1035. 
GJ/WS 

Re  The  Cleveland-Cliffs  Iron  Company. 
Bankers  Trust  Company, 

16  Wall  Street,  New  YorJc  City. 
.    Attention  of  Mr.  B.  A.  Tompkins,  Vice  President. 
Gentlemen  :  Enclosed  herewith  are  several  final  copies  of  the  proposed  letter 
of  appointment  of  Bankers  Trust  Company  as  Agent  for  the  Cleveland-Cliffs 
Iron  Company  in  the  matter  of  financing  the  proposed  merger  of  the  Company 
and  The  Cliffs  Corporation. 

We  have  examined  the  enclosed  letter  of  appointment  on  your  behalf  and 
write  to  advise  you  that,  in  our  opinion,  the  same  is  in  satisfactory  form  and 
sufficient  for  the  purposes  indicated. 
Very  truly  yours, 

White  &  Case. 
Enclosures. 
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Exhibit  No.  1826 

[From  the  riles  of  Bankers  Trust  Company] 

VVm.  G.  Mather,  Chairman  of  Board  V.  P.  Geffine,  Vice  Pres.  &  Secy. 

R.  B.  Greene,  President  C.  G.  IIeer.  Treasurer 

A.  C.  Brown,  Vice  President  K.  H.  Jaynes,  Ass't  Secretary 

B.  L.  Mather,  Vice  President 

The  Cleveland-Cuffs  Iron  Co. 

Offices  14th  Floor  Union  Trust  Building 

Cleveland,  Ohio,  February  1,  1935. 

Personal 

Mr.  B.  A.  Tompkins, 

V.  P.,  Bankers  Trust  Company, 

New  York  City 

Dear  Tommy:  On  my  roundabout  trip  back  to  Cleveland  I  had  a  chance  to 
read  and  study  the  informal  contract  which  you  executed  and  which  the  writer 
executed,  subject  to  the  approval  of  the  Board  of  Directors. 

We  both  understand  that  this  is  an  appointment  of  the  Bankers  Trust  Com- 
pany as  agent  to  buy  or  underwrite  a  first  mortgage  and  collateral  issue  of 
bonds,  the  obligor  being  the  corporation  to  be  created  by  merger  or  sale  of  the 
Cleveland-Cliffs  Iron  Company  and  the  Cliffs  Corporation.  It  is  obvious  that 
since  the  corporation  which  is  to  issue  these  bonds  may  be  a  new  corporation 
formed  through  the  merger  of  the  Cleveland-Cliffs  Iron  Company  and  Cliffs 
Corporation,  it  can  not  make  a  firm  commitment  until  that  merger  is  consum- 
mated. It  is  eminently  fair  therefore,  that  the  Bankers  Trust  Company  at  this 
time  should  not  be  required  to  make  a  firm  commitment  either.  However, 
before  the  stockholders  meetings  of  the  Cliffs  Corporation  and  Cleveland- 
Cliffs  Iron  Company  are  held,  at  which  the  stockholders  of  these  companies 
will  be  asked  to  ratify  the  merger  and  to  authorize  the  bond  issue,  a  firm  com- 
mitment should  be  in  the  hands  of  the  Cleveland-Cliffs  Iron  Company.  It  is 
the  writer's  understanding  that  this  situation  is  fully  understood  by  you  and 
that  you,  in  fact,  have  advised  the  writer  that  such  a  commitment  will  be 
made  as  soon  as  the  purchasing  group  is  formed  by  you. 

The  writer  feels  that  the  Cleveland-Cliffs  Iron  Company  and  the  Bankers 
Trust  Company  should  keep  each  other  fully  informed  as  to  the  progress  in 
this  matter.  It  is  the  writer's  intention  to  submit  the  matter  to  the  Board 
of  Directors  in  the  course  of  a  few  days,  after  which  he  will  come  to  New 
York  and  hopes  to  be  advised  by  you  that  you  have  been  succe  - jf ul  in  forming 
your  syndicate.  Thereafter  the  officers  of  this  company  and  their  counsel  will 
prepare  the  necessary  papers  in  connection  with  the  merger  and  by  personal 
interview  endeavor  to  secure  the  approval  and  support  of  the  larger  interests 
in  both  companies  to  our  plan. 

Would  you  kindly  indicate  whether  or  not  this  program  meets  with  you  ap- 
proval, as  well  as  confirm  the  writer's  understanding  as  to  the  commitment. 
Very  truly  yours, 

E.  B.  Greene,  President. 

EBG  JB 


Exhibit  No.  1827 

[From   the  files   of  Bankers  Trust   Company.     Letter  from  B.   A.   Tompkins  to  Edward 

Greene] 

February  4,  1935. 
Mr.  Edward  Greene, 

Cleveland-Cliffs  Iron  Co.,  Cleveland,  Ohio. 

Dear  Ed:  I  have  just  had  your  letter  of  the  first.     I  think  that  it  fairly 

sets  forth  our  understanding,   with  this  exception.     Under  the  law   Bankers 

Trust  Company  is  prohibited  from  underwiting.     We  can,  however,  act  as  your 

agent  on  a  commission  basis  to  find  underwriters  for  the  i.-.sue.    Having  done  so 
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we  are  privileged  to  "purchase  for  investment"  such  amount  of  bonds  as  agreed 
upon  between  ourselves  and  the  underwriters. 

I  could  do  nothing  in  the  way  of  securing  additional  underwriters  until  the 
Hayden  Stone  matter  (covered  in  my  letter  to  you  of  the  2nd)  was  cleared 
up.  T  can  now  proceed  and  there  is  plenty  of  time  between  now  and  your 
stockholders  meeting.  I  realize,  of  course,  that  a  company  still  unformed  can- 
not make  a  commitment.  You  and  I,  however,  have  the  facts  before  us  and 
have  a  gentlemen's  agreement  to  try  to  get  (be  job  done.  I  think  yon  are  in 
a  position  now  to  talk  to  the  larger  interests  in  both  companies  and  advise 
them  of  your  agreement  with  us. 

I  expect:  to  go  south  on  Tuesday  night:  for  a  week  or  so.     Tn  the  meantime  you 
can  get  you)-  Board  together  and  ratify  the  agreement.     I'll  be  only  a  night's 
trip  from  New  York  and  can  be  here  any  morning. 
As  ever  yours, 


BAT."B 


Exhibit  No.   1828 

[From  I  In1  files  of  Bankers  Trust  Company] 

Wm.  ft.  Mather,  Chairman  of  Board  V.  P.  Gkvfinh,  Vice  Pres.  <E  Sivy. 

K.  B.  Greene,  President  C.  G.  Uker,  Treasurer 

A.  C.  Brown,  Vice  President.  15.  F[.  Jaynes,  Ass't  Secretary 
S.  L.  Mather.  Vice  President 

The  Cleveland-Cliffs  Ikon  Co. 
Offices  14th  Floor  Union  Trust  Building 

Cleveland,  Ohio,  May  25,  1035. 

Mr.  B.  A.  Tompkins, 

V.  P.,  Bankers  Trust  Company, 

New  York  City. 

Dear  Tommy:  I  was  very  glad  that  at  the* beginning  of  our  conference  on 
Wednesday  Mr.  Gutman  and  you  frankly  discussed  the  relationship  which  the 
writer  personally  and  the  Cleveland  Cliffs  Iron  Company  bear  to  the  Bankers 
Trust  Company  regarding  our  refinancing.  I  had  it  in  my  mind  to  bring  up 
the  matter  and  had  I  done  so  I  would  have  brought  out  the  two  points  that 
you  expressed  so  well: 

First,  that  the  informal  contract  appoints  the  Bankers  Trust  Company  the 
agent  of  the  Cleveland  Cliffs  Iron  Company  to  secure  the  refinancing  of  our 
present  bank  obligations  of  $24,000,000  at  such  rate  of  interest  and  terms  as 
favorable  as  possible  to  the  Cleveland  Cliffs  Iron  Company,  and  at  the  same 
time  to  provide  an  issue  of  bonds  which  it  is  possible  to  dispose  of  under  present 
market  conditions ; 

Second,  that  the  Bankers  Trust  Company  are  willing  to  include  as  equal 
partners  in  the  deal,  two  or  three  firms  whose  participation  would  be  of  advan- 
tage to  the  Cleveland  Cliffs  Iron  Company  to  have  tied  into  our  picture. 

I  think  these  two  statements  entirely  cover  the  situation.  The  writer  lias 
referred  to  the  contract  as  informal.  I  am  doing  this  inasmuch  as  when  I 
signed  it  in  your  office  on  January  30th  I  explained  that  I  had  not  been  author- 
ized by  either  the  Board  of  Directors  or  the  Executive  Committee  to  execute 
such  a  contract  and  consequently  it  was  only  a  matter  of  good  faith  on  my 
part.  With  this  understanding  the  writer  executed  the  contract,  writing  in 
above  his  signature  "subject  to  the  approval  of  the  Board  of  Directors".  I 
am  not  comimenting  on  this  as  a  matter  of  particular  importance,  as  in  reality 
I  am  more  influenced  by  my  long  friendship  for  the  Bankers  Trust  Company 
and  my  friendship  for  you,  Louie  Keidel,  and  Alex  Ardrey.  Personally,  I  am 
very  glad  to  do  business  with  you  and  your  company  and  feel  confident  that 
you  will  exert  your  best  influence  to  secure  the  best  deal  possible  for  the 
Cleveland  Cliffs  Iron  Company  under  present  conditions. 

I  was  sorry  not  to  see  you  Friday  but  found  it  necessary  to  return  as  the 
Dow  people  desired  to  close  up  the  contract  involving  our  chen.ical  plant.  I  am 
enclosing  clipping  from  the  morning  Plain  Dealer  which  covers  that  point.  It 
is  my  plan  to  return  to  New  York,  probably  leaving  here  next  week  although 
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Decoration  Day  rather  breaks  ui>  mailers.     Please  advise  lue  whether  you  will 
be  in  your  office  the  29th  or  31st. 
Sincerely  yours, 

E.  B.  Greene,  President. 
EBG    JS 


Exhibit  No.  1829 

[From  the  flies  of  Bankers  Trust  Company] 

May  28,  1935. 
Mr.  Edward  B.  Greene, 

President,  tlie  Cleveland-Cliffs  Iron  Co., 

Cleveland,  Ohio. 

Dear  Ed:  Thank  you  for  your  letter  of  the  25th.  As  I  told  you  in  today's 
telephone  conversation  I  think  that  you  are  justified  in  slating  to  the  various 
stockholders  with  whom  the  matter  must  be  discussed,  that  you  believe  a  plan 
along  the  general  lines  worked  out  when  you  were  here  can  be  accomplished. 
That  plan  involved  a  first  mortgage  and  collateral  trust  bond  to  run  for  fifteen 
years,  to  carry  a  sinking  fund  that  would  retire  a  million  par  value  of  bonds 
annually,  to  carry  a  coupon  of  4y2%  and  to  be  issued  under  an  indenture  to 
Bankers  Trust  Company  which  would  carry  the  usual  protective  provisions. 
While  we  estimated  that  the  cost  to  the  company  on  an  amortized  yield  basis 
would  be  approximately  5%,  that  would  vary  somewhat  depending  on  the  prices, 
and  the  rate,  at  which  the  sinking  fund  operated  from  year  to  year. 

You  would  have  to  make  it  clear,  of  course,  that  the  program  may  have  to 
be  vanjd  to  meet  conditions  existing  at  the  time  when  the  issue  is  ready  for 
sale.  All  you  can  do  is  present  the  general  outline  of  your  plan  with  the 
understanding  that  you  are  authorized  to  make  such  changes  in  it  as  market 
conditions  at  the  time  might  require. 

There  can  be  no  misunderstanding  between  us  as  to  the  spirit  of  the  contract 
under  which  we  were  appointed  as  the  agent  of  your  company  to  secure  the 
refunding  of  the  bank  debt.  I  am  a  little  concerned  as  to  just  how  to  handle 
the  commission  of  1%  which  under  the  contract  we  are  to  receive  for  our 
services.  Under  the  law  we  cannot  become  a  partner  in  an  underwriting  and 
I  will  therefore  have  to  make  it  clear  to  the  houses  which  eventually  constitute 
the  underwriting  group  that  we  are  acting  in  an. agency  capacity  for  a  com- 
mission. It  is  especially  important  because  I  think  it  is  quite  clear  to  both 
of  us  that  the  interest  of  the  company  would  best  be  served  if  one  major  group 
can  be  formed  to  handle  not  only  this  job  but  the  sale  of  any  of  the  portfolio 
securities.  This  should  apply  whether  the  securities  are  sold  in  advance  of  the 
bond  issue  or  after  their  deposit  as  collateral  thereunder.  The  underwriting 
group  as  now  contemplated  would  be  fully  capable  of  handling  the  entire  situa- 
tion and  I  expect  to  direct  my  efforts  towards  (a)  establishing  a  group  made 
up  of  houses  which  in  one  way  or  another  have  had  some  contact  with  this 
situation  and  (b)  securing  an  agreement  from  that  group  to  hold  itself  available 
for  any  financial  operation  which  the  company  may  subsequently  undertake.  I 
am  satisfied  that  that  is  the  sound  and  sensible  way  to  do  the  business.. 

T  will  look  forward  to  seeing  you  either  on  Monday  or  Tuesday.     I  hope  that 
the  intervening  holiday  will  have  fixed  up  your  cold.     Rest  in  the  country  is 
about  the  best  cure. 
As  ever  yours, 

BAT.  B 


Exhibit  No.  1830 

[From  the  files  of  Bankers  Trust  Company] 

February  2,  1935. 
Mr.  Edward  Greene, 

Cleveland  Cliffs  Iron  Co.,  Cleveland,  Ohio. 
My  dear  Ed:  This  is  just,  to  put  you  up  to  date  on, the  matter  of  the  purchase 
of  Mr.  Mather's  stock  by  Messrs.  Hayden  Stone  et  als  and  our  hope  that  we 
would  be  given  an  opportunity  to  participate  in  that  purchase. 

You  will  recall  that  when  you  told  me  that  Hayden  Stone  &  To.  had  been  in 
negotiation  on  that  matter  and   asked  what  my   point   of   view    would  be   with 
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reference  to  ceding  that  firm  an  interest  in  the  bond  financing,  I  told  you  that 
we  would  be  very  happy  to  offer  them  an  interest.  I  believe  that  you  advised 
Mr.  Hayden  of  our  attitude  on  that  point.  At  that  time  I  suggested  that  I 
thought  it  would  be  very  gracious,  and  helpful  to  the  whole  situation,  if  in 
return  for  our  offering  them  an  interest  in  the  bond  business  they  offered  us 
an  opportunity  to  join  them  in  their  purchase  of  the  stock.  It  was  your 
feeling  that  that  would  make  a  happy  party  all  around  and  you  expressed  that 
feeling  to  Mr.  Mitchell. 

You  will  recall  the  conversation  which  you  and  I  had  with  Messrs.  Mather 
and  Belden  just  before  they  were  leaving  for  their  final  talk  with  Mr.  Mitchell. 
1  pointed  out  to  Mr.  Mather  that  I  was  unwilling  to  have  my  request  for  a 
participation  in  the  stock  purchase  in  any  way  interfere  with  his  selling  his 
stock.  I  merely  pointed  out  that  I  thought  it  would  be  in  the  interest  of  all 
parties  concerned  if  Hayden  Stone  &  Co.  through  Mr.  Mitchell  offered  us  an 
opportunity  to  share  in  the  purchase. 

Mr.  Mather  and  Mr.  Belden  came  back  to  my  office  late  that  afternoon 
and  advised  me  that  Mr.  Mitchell  had  stated  that  the  two  transactions  were 
separate  and  distinct,  that  he  was  prepared  to  purchase  the  full  200,000  shares 
and  that  any  participation  which  Hayden  Stone  &  Co.  might  be  offered  in  the 
bond  issue  was  a  separate  matter.  I  thereupon  told  Mr.  Mather  and  Mr.  Belden 
what  I  had  already  said  to  you,  namely  that  that  attitude  on  the  part  of 
Messrs.  Hayden  Stone  &  Co.  relieved  me  from  any  possible  obligation  to  offer 
them  an  interest  in  the  bond  purchase.  I  said  that  I  would  immediately  tele- 
phone Mr.  Mitchell  and  advise  him  of  that  fact. 

When  I  tel°phoned  Mr.  Mitchell  had  left  for  the  day,  but  the  following 
afternoon  he  called  at  my  office.  He  said  that  Mr.  Mather  and  Mr.  Belden  had 
misunderstood  him,  that  he  agreed  that  it  would  be  nice  to  have  us  interested 
in  the  stock  purchase  and  that  he  was  prepared  to  discuss  that  and  asked 
my  views  as  to  what  would  be  fair.  I  suggested  that  if  he  offered  us  an 
opportunity  to  take  a  25%  interest  in  his  purchase  we  would  reciprocate  by 
offering  his  firm  a  25%  interest  in  the  bond  account.  He  then  asked  if  his 
firm  would  come  into  the  bond  account  on  original  terms  and  I  said,  of  course, 
that  they  would.  He  then  said  that  he  felt  that  we  should  pay  his  firm  a  profit 
in  the  stock  matter,  that  is  if  we  took  a  25%  interest  it  should  be  at  a  stepped-up 
price.  I  said  that  that  was  all  right  if  he  wanted  it  that  way  and  that  we  could 
put  his  firm's  participation  in  the  bond  account  on  the  same  basis;  that  I 
thought  it  would  be  better,  however,  if  we  acted  as  partners  in  the  matter,  we 
to  come  int.*  the  stock  at  his  cost  and  he  to  come  into  the  bonds  at  our  cost. 
He  said  that  ho  would  think  it  over  and  let  me  know. 

Today  he  telephoned  me  that  he  had  discussed  the  matter  with  his  partners 
and  they  had  decided  to  offer  us  no  participation  in  the  stock  purchase.  I 
said  that  I  was  sorry  but  that  T  would  have  to  accept  that  and  that  of  course 
he  Understood  that  I  had  no  obligation  to  offer  his  firm  an  interest  in  the 
bond  matter.     He  confirmed  that  that  was  his  understanding. 

I  regret  that  Mr.   Mitchell  and  his  associates  reached  that  decision,  but   I 
could  do  nothing  but  accept  it.     I  thought,  however,  that  I  should  immediately 
write  you  and  tell  you  the  story. 
Sincerely  yours, 


BAT.TS 


ExHiftiT  No.  1S31 

[From  1  lie  filos  of  Bankers  Trust  Company] 

Junk  6,  1935. 
Mr.  Edward  B.  Greene, 

President,  Cleveland  Cliffs  Iron  Company, 

Cleveland,  Ohio. 
Dear  Ed:  As  agreed  I  called  a  meeting  today  at  which  were  present  mem- 
bers of  the  firms  of  Lehman  Brothers,  Field  Glore,  Kuhn  Loeb  &  Company  and 
Hayden  Stone  &  Company.     We  discussed  the  whole  situation  at  some  length 
and  reached  the  following  general  conclusions: 

1.  The  Republic-Corrigan  merger  is  of  great  importance  not  only  to  the  busi- 
ness of  Cleveland  Cliff",  but  to  the  sale  of  its  securities. 

2.  With  the  accomplishment  of  both  the  Cleveland  Cliffs  and  Cliffs  Corpo- 
ral ion  merger,  and  the  Republic-Corrigan  merger,  a  refunding  bond  issue  of 
Cleveland  Cliffs  would  he  wHl  received. 
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3.  With  your  own  merger  accomplished,  hut  with  the  Republic-Corrigan  mat- 
ter still  in  the  courts  the  difficulty  of  the  problem  would  he  greatly  increased. 
A  refunding  issue  could  he  sold  but  the  group  would  feel  obliged  to  consider 
the  matter  with  great  care  before  attempting  an  offering  to  the  public. 

"4.  There  is  a  chance  that  within  the  next  ten  days  you  will  have  had  definite 
word  as  to  the  Government's  intention  in  the  Repuhlic  matter.  If  you  are 
officially  advised  by  the  Government  that  it  will  not  appeal,  the  problem  is 
greatly  simplified  and  we  can  all  proceed  with  much  more  assurance. 

5.  If  the  Government  elects  to  appeal  you  could  proceed  with  your  own 
merger  and  the  group  would  take  under  consideration  its  ability  to  sell  a  re- 
funding issue,  and  would  advise  you  at  that  time  as  to  the  terms  and  conditions 
under  which  it  believed  such  an  issue  could  he  marketed. 

I  think  that  the  above  represents  the  composite  view  of  the  meeting.  There 
was  some  discussion  as  to  the  desirability  of  selling  a  split  issue  as  against  a 
straight  mortgage  and  collateral  trust  issue.  It  is  my  understanding  that  you 
and  your  associates  prefer  the  latter  but  I  think  that  you  should  not  close 
your  mind  to  the  former  in  case  after  further  deliberation  it  seems  to  have 
advantages  from  the  company's  standpoint. 

When  you  come  down  next  week  I  will  be  interested  to  hear  of  what  further 
progress  you  have  made  with  the  stockholders  with  whom  you  have  been  dis- 
cussing the  situation.     In  the  interim,  with  best  personal  wishes,  believe  me 
Sincerely  yours, 

BAT.B. 


Exhibit  No.  1832 
[From  the  files  of  Bankers  Trust  Company] 

KUHN,    LoEB    &   CO. 

William  and  Tine  Streets 

New  York,  July  .'»,    Hi.'::,. 

Dkajk  Tommy,  This  is  to  acknowledge  your  memorandum  of  July  eighth 
which  is  in  accordance  with  my  understanding  except  as  concerns  (lie  matter  of 
counsel.  I  am  trying  to  get  you  on  the  telephone  to  say  that  in  order  to  avoid 
any  possible  embarrrassinent  to  us  in  connection  with  our  Republic-Corrigan 
negotiations,  we  should  prefer  either  to  have  Cravath,  deGersdorff,  Swaiue  & 
Wood  act  as  counsel  for  the  bankers  in  the  Cliffs  transaction,  or  if  Lehman 
Brothers  have  already  spoken  to  Sullivan  and  Cromwell,  then  in  that  event  to 
have  Cravaths  act  as  co-counsel.  The  experience  of  the  Cravath  firm  in  the 
Cleveland  steel  and  ore  situations  seems  to  me  to  especially  lit  (hem  for  this 
assignment. 

As  you  may  recall  I  made  a  memorandum  at  our  last  meeting  in  your  office 
of  my  understanding  of  the  agreement  which  we  bad  reached  and  read  il  to 
the  group.  It  is  now  a  part  of  my  office  record  and  I  am  enclosing  a  copy  of 
it  herewith. 

Faithfully  yours, 


B.  A.  Tompkins,  Esq.. 

Bunkers  Trust  Company,  16  Wall  Hired, 

New  York,  N.  Y. 
LLS  :MG. 
encl. 


Lewis  L.  Strauss. 


Exhibit  No.  18?>3 

[From  the  files  of  Bankers  Trust  Company] 

MEMORANDUM 


Tbe  following  memorandum  of  conclusions  reached  at  meeting  in  the  office 
of  Mr.  B.  A.  Tompkins  of  Bankers  Trust  Company  on  June  28,  1035  jotted 
down  by  me  at  the  time  and  read  to  those  present,  being  Messrs.  B    A    Tomp- 
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kins,  Robert  Lehman,  Monroe  Gutman,  Russell  Forgan,  John  Foundry,  Richard 
Morris,  Lewis  L.  Strauss. 

"A  group  is  formed  to  do  financing  for  a  company  proposed  to  be  organized 
by  the  consolidation  of  Cliffs  Corporation  and  Cleveland  Cliffs  Company,  to 
consist  of  Messrs.  Lehman  Brothers,  Field,  Glore  &  Co.,  Hayden,  Stone  &  Co.,  and 
Kuhn,  Loeb  &  Co.,  each  party  to  the  group  to  have  an  equal  interest  of  25% ;  if 
any  other  parties  are  admitted  to  the  business  they  are  to  receive  participa- 
tions made  up  pro-rata  from  the  shares  of  the  participants  and  are  to  be  ad- 
mitted only  upon  general  concurrence.  Lehman  Brothers  are  to  manage  the 
initial  business;  subsequent  leadership  is  to  rotate;  Kuhn,  Loeb  &  Co.  to  be 
silent  members  of  the  group,  that  is  to  say  their  name  is  to  appear  where 
legally  required  in  the  Registration  Statement  and  in  the  body  of  the  Prospectus 
(not  the  front  page  of  the  Prospectus  or  advertising)  and  on  the  last  line  in 
each  instance  arid  in  no  other  documents  without  their  consent. 

"Lehman  Brothers  and  the  Bankers  Trust  Company  are  to  receive  under  the 
agreement  with  Mr.  Green,  y2%  each  from  the  Company — not  to  be  a  cost  to 
the  business — but  Lehman  Brothers'  %%  may  be  in  the  nature  of  a  manage- 
ment fee  if  legally  necessary  to  so  arrange  it.  No  precedent  of  management 
fee  is  to  be  applicable  to  subsequent  business. 

The  stock  collateral  when,  as  and  if  liquidated  is  to  be  handled  by  the  group 
as  a  whole." 

L.  L.  S. 


Exhibit  No.    IS:J4 
[From  Hie  files  of  Baukers  Trust  Company] 

June  28,  1985. 
Mr.  Edwaeo  Greene, 

President,  Cleveland  Cliffs  Iron  Coyipany, 

Cleveland,  Ohio. 

Deab  Ed  :  This  is  in  confirmation  of  our  telephone  conversation  today. 

We  have  succeeded  in  forming  an  underwriting  group  to  handle  the  Cleve- 
land Cliffs  financing.  It  consists  of  the  following  firms :  Messrs!  Lehman 
Brothers,  Field,  Glore  &  Company,  Kuhn  Loeb  &  Company  and  Hayden  Stone  & 
Company.  The  interests  in  the  account  will  be  equally  divided.  Messrs.  Leh- 
man Brothel's  will  act  as  syndicate  manager.  Kuhn,  Loeb  &  Company  will  not 
appear  in  the  prospectus  or  in  any  public  advertising  but  will  appear  in  the 
registration  statement. 

This  group  stands  ready  to  handle  not  only  the  refunding  problem  which  is 
immediately  before  us  but  any  future  financing  that  the  company  may  do  in- 
cluding the  sale  of  any  of  its  portfolio  assets. 

They  are  willing  to  sell  an  issue  of  fifteen  year  refunding  bonds  regardless 
of  the  fact  that  the  Republic-Co rrigan  merger  is  still  an  unsettled  matter. 
They  will  handle  either  a  bond  with  a  5%  coupon  or  a  4V2%  coupon,  and  will 
charge  for  their  services  the  usual  spread  that  is  involved  in  issues  of  this 
character,  and  will  sell  the  bonds  to  the  public  at  the  best  price  which  in  their 
opinion  can  be  obtained  at  the  time  that  the  issue  is  ready  to  go  to  the  market. 
As  I  have  made  clear  to  you  on  several  occasions  and  as  I  repeated  in  our 
telephone  conversation,  the  group  cannot  at  this  date  tell  you  definitely  the 
price  which  can  ultimately  be  secured  for  bonds  which  may  not  be  ready  for 
sale  until  some  months  hence.  You  can  depend  upon  it,  however,  that  for 
whatever  type  of  issue  it  is  finally  decided  to  sell  the  public  price  will  be  fair 
to  your  company  and  the  syndicate  spread  equally  fair.  The  net  price  to  your 
company  would  be  the  public  price  less  the  syndicate  spread,  less  1%  commis- 
sion payable  to  Bankers  Trust  Company. 

It  seems  to  me  that  this  puts  you  in  a  position  to  say  to  the  various  parties 
in  interest  that  you  have  an  agreement  from  a  strong  and  responsible  group 
to  do  your  refunding  on  a  long  term  basis,  the  exact  net  to  the  company1  to  be 
letermined  at  the  time  of  offering  and  to  be  based  not  only  on  the  type  of 
issue  which  is  eventually  determined  upon  but  on  market  conditions  at  that 
time. 

I  am  particularly  pleased  with  this  arrangement  because  it  means  that  you 
hax*e  back  of  your  financing  a  group  that  has  important  affiliations  in  the  steel 
industry  and  that  is  capable  of  doing  not  only  this  immediate  job  but  whatever 
additional  job*k  may  later  need  to  be  done. 
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If  there  is  any  part  of  this  letter  which  is  not  entirely  clear  to  you  please 
let  me  know.     If  on  the  other  hand  it  meets  your  wishes  and  fully  sets  forth 
your  understandings  of  our  agreement  please  initial   and  return   to  me  the 
enclosed  carbon  copy. 
Sincerely  yours, 

B.  A.  T. 
BAT.B 

Exhibit  No.   1835 
[From  the  files  of  Bankers  Trust  Company] 

Wm   G.  Mather,  Chairman  of  Board  V.  P.  Geffine,  Vice  Pres.  &  Secy. 

E.  B.  Greene,  President  £.  G.  Hebr,  Treasurer 

A.  C.  Brown,  Vice  President  «.  H.  Jaynes,  Ass't  Secretary 
S.  L.  Mather,  Vice  President 

The  Cleveland-Cliffs  Ieon  Co., 

Offices  14th  Floor  Union  Trust  Building 

Mr.  B.  A.  Tompkins,  Cleveland,  Ohio,  July  2,  1985. 

V.  P.,  Bankers  Trust  Company, 

New  York  City. 

Deab  Tommy:  Your  letter  of  the  28th  ult.  is  received.  You  have  formed  a 
strong  underwriting  group  of  firms  with  which  I  am  sure  our  company  would 
be  glad  to  be  associated. 

I  note  also  that  this  group  is  willing  to  buy  the  issue  of  fifteen-year  sinking 
fund  bonds  regardless  of  the  fact  that  the  Republic-Corrigan  McKinney  merger 
may  be  still  unsettled  at  the  time  the  bonds  are  offered.  This  also  is  satis- 
factory. 

I  aim  disappointed  however,  in  the  last  paragraph  on  the  first  page  in  which 
you  state  the  terms  upon  which  the  bonds  will  be  handled.  Your  statement  is, 
of  course,  a  wide  departure  from  our  contract,  but  even  considering  it  as  an 
offer  to  substitute  a  new  plan,  it  is  not  satisfactory.  Under  our  present  under- 
standing, the  price  of  the  bonds  is  set  at  par  for  a  5%  bond,  less  1%  commis- 
sion, but  with  the  usual  clause  fchat  if  market  conditions  change  to  a  marked 
degree,  the  price  is  to  be  adjusted  to  a  figure  which  is  satisfactory  to  both 
parties.  According  to  your  letter  of  June  28th  you  reserve  the  right  to  buy 
the  bonds  at  the  best  price  which  in  the  opinion  of  the  group  can  be  obtained 
at  the  time  the  issue  is  ready  to  go  to  the  market.  In  other  words,  this  would 
give  us  no  part  in  determining  the  price  at  which  the  bonds  are  to  be  bought. 
If  we  are  to  depart  from  the  contract  provision  that  you  are  to  take  the  bonds 
at  par  less  1%  commission,  it  seems  to  me  our  arrangement  should  at  least 
provide  that  the  price  at  which  the  bonds  will  be  bought  will  be  mutually  satis- 
factory. 

Also  the  sentence  in  which  you  say  that  we  can  depend  upon  it  that  the 
public  price  will  be  fair  to  our  company  "and  the  syndicate  spread  equally 
fair"  is  open  to  the  further  objection  that  this  clause  apparently  reserves  to  the 
group  the  sole  right  to  determine  what  is  fair  in  respect  to  these  matters  and 
would  give  us  no  voice  in  agreeing  upon  the  syndicate  spread.  I  think  in  respect 
to  both  of  these  vital  matters,  if  they  are  to  be  left  open  to  be  determined  in 
the  future,  it  must  be  at  prices  and  upon  terms  which  are  mutually  satisfactory 
to  the  parties. 

I  appreciate,  as  stated  in  your  letter,  that  an  arrangement  with  this  group 
gives  us  the  benefit  of  a  connection  with  banking  houses  that  have  important 
affiliations  with  the  steel  industry  and  that  this  would  be  useful  and  valuable 
to  our  company,  and  we  would  like  to  have  the  arrangement  made  in  such 
manner  that  it  would  be  acceptable.  I  am  sure  you  will  appreciate  the  impor- 
tance of  the  two  points  to  which  I  have  called  your  attention.  Perhaps  the 
statement  of  them  in  the  manner  expressed  in  your  letter  was  unintentional 
and  what  you  really  have  in  mind  is  that  the  price  at  which  the  bonds  will 
he  sold  and  the  amount  of  the  syndicate  spread  are  matters  to  be  mutually 
.igreed  upon  at  the  time  when  the  honds  are  offered  for  sale. 

I  should  like  to  hear  from  you  as  to  both  of  these  matters  at  your  early 
convenience. 

Sincerely  yours,  E.  B.Gbeene, 

President. 

EBG.JS 

124491 — 40— pt.  24 29 
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"Exhibit  No.  1836"  appears  in  full  in  the  text,  p.  12457. 


Exhibit  No.  1837 

I. From  the  files  of  Bankers  Trust  Company] 

Cleveland-Cliffs  Iron  Company 

A  meeting  was  held  this  morning  at  the  offices  of  Lehman  Brothers  attended 
by  Messrs.  Greene  and  Geffine  (C.  C.  I.)  Gutman  and  Szold  (Lehman  Brothers), 
Morris  (Hayden  Stone)  Forgan  anu  Fennelly  (Field,  Glore),  Brown  (Kuhn 
Loeb)  and  the  undersigned. 

Mr.  Greene  reported  that  the  management  had  decided  to  abandon  the  Cliffs' 
merger  plan,  at  least  for  the  time  being,  due  to  Wachner's  decision  to  oppose 
the  merger,  even  on  an  amended  basis.  The  management  had  offered  to  change 
the  original  terms  so  that  the  new  preferred  would  be  convertible  at  2V>  instead 
of  2  shares  of  common  and  Cliffs  would  receive  35%  rather  than  30%  of  the 
common,  or  31%  as  against  28%  assuming  conversion.  Mr.  Greene  proposes  to 
go  ahead  with  the  Cleveland  Cliffs'  financing  on  the  basis  of  no  merger  with 
Cliffs  Corp.     He  submitted  a  memorandum  outlining  the  Company's  proposal. 

Mr.  Greene  stated  that  Mr.  Tompkins  had  generously  released  him  from  the 
contract  which  he  had  with  Bankers  Trust  Company,  explaining  that  he  was 
no  longer  under  any  legal  obligation  to  deal  through  Bankers  Trust  Company 
or  with  the  group,  nor  was  he  liable  to  us  for  any  fee.  However,  he  stated 
that  he  wished  to  deal  with  the  group  as  it  was  set  up  by  Mr.  Tompkins  and 
said  that  he  would  not  have  any  conversation  with  any  other  group  unless  a 
definite  deadlock  develops  in  the  present  negotiations.  Mr.  Greene  wants  to 
receive  early  next  week  if  possible,  an  expression  of  opinion  from  the  group 
as  to  the  feasibility  of  a  deal  along  the  lines  he  proposes.  In  the  meantime. 
Mr.  Gutman  suggested  that  the  group  go  ahead  in  the  matter  of  investigating 
the  legal  and  technical  requirements  involved  in  the  registration,  prospectus, 
etc.,  and  instigate  such  appraisals  as  may  be  necessary.  The  group  agreed  to 
this  and  another  meeting  to  discuss  procedure,  etc.,  was  held  this  afternoon  in 
which  Messrs.  Palmedo  of  Lehman  and  Seligman  of  Sullivan  &  Cromwell 
joined ;  Messrs.  Morris,  Brown,  Forgan  and  Fennelly  did  not  attend. 

A  meeting  of  the  group  was  called  for  Friday  morning  at  10 :  30  to  discuss 
Mr.  Greene's  proposal. 

I  informed  Mr.  Tompkins  of  the  morning  meeting  by  phone. 

Dana  Kellet, 
Analysis  Department. 

August  28,  1935 

DK :  AM 


Exhibit  No.  1838 

[Letter  from  Lehman  Brothers  to  Investment  Banking  Section,  Monopoly  Study,  Securities 
and  Exchange  Commission] 

Lehman  Brothers, 
One  William  Street,  New  York.  January  5th,  10.!,0. 
Mr.  Peter  R.  Nehemkis,  Jr., 

Special  Counsel,  Investment  Banking  Section,  Monopoly  Study, 
Securities  and  Exchange  Commission.,   Washington,  D.   C. 
Dear  Mr.  Nehemkis  :  As  requested,  we  are  pleased  to  enclose  herewith  the 
stipulation  concerning  six  documents  which  Messrs.  Altman  and  Fields  of  yonr 
staff  obtained  from  our  files  some  time  ago.     We  appreciate  your  courtesy  in 
permitting  these  documents  to  be  identified  in  this  manner. 
Very  t  uly  yours, 

Lehman  Brothers. 
EG:S 
End. 
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STIPULATION 

It  is  hereby  stipulated  am!  agreed  that  the  documents  listed  below  are  true 
copies  of  original  communications  or  carbon  copies  in  the  files  of  Lehman  Broth- 
ers, and  that  they  were  prepared,  received,  or  sent,  as  the  case  may  be,  bv 
Lehman  Brothers. 

1.  Letter  from  Lehman  Brothers  to  Hayden,  Stone  &  Co.,  dated,  October 
28    1935 

2  Letter  from  Lehman  Brothers  to  Field,  Glore  &  Co.,  dated  October  28, 
1935. 

3.  Letter  from  Lehman  Brothers  to  Kuhn,  Loeb  &  Co.,  dated  October  28, 
1935. 

4.  Memorandum  to  Douglas  Dimond  by  M.  C.  Gutman,  dated  December  2, 
1935.  (Referring  to  request  by  B.  A.  Tompkins  to  include  C.  D.  Barney  & 
Company  in  Cleveland  Cliffs  syndicate.) 

5.  Letter  from  Kuhn,  Loeb  &  Co.  to  Lehman  Brothers,  dated  November  22. 
1935. 

6.  Memorandum  to  I.  Sack  by  M.  C.  Gutman,  dated  August  24,  1936. 

Lehman  Bros. 
Lehman   Brothers 


Exhibit  No.  1839 

[From  the  flies  of  Lehman  Brothers.     Letter  from  Lehman  Brothers  to 
Hayden  Stone  &  Co.] 

Lehman  Bbothees, 
One  WilUam  Street,  New  York,  October  28th,  1985. 
Hayden,  Stone  &  Co., 

25  Broad  Street,  New  York  City. 
Gentlemen:  We  desire  to  confirm  our  understanding  with  you  with  respect 
to  the  proposed  Cleveland  Cliffs  Iron  Company  financing  as  follows: 
The  participants  in  the  business  and  their  interests  are  as  follows: 

Lehman  Brothers .. 25% 

Field,  Glore  &  Co 25% 

Hayden,  Stone  &  Co »._  25% 

Kuhn,  Loeb  &  Co 25% 

Lehman  Brothers  shall  manage  the  business  and  as  compensation  therefor, 
shall  receive  from  the  participants  pro  rata  (including  themselves)  an  amount 
equal  to  one-fourth  of  1%  of  the  principal  amount  of  the  Bonds.  In  the  case 
of  any  future  Cleveland-Cliffs  financing  by  this  group  the  management  and  the 
order  of  names  will  be  rotated  among  the  above-named  participants.  No  com- 
pensation shall  be  "paid  for  the  management  in  the  case  of  any  such  future 
financing. 

In  accordance  with  the  request  of  Kuhn,  Loeb  &  Co.  their  name  will  not  appear 
in  the  advertisements,  the  cover  of  the  prospectus  or  selling  group  letters  in 
this  business.  In  the  case  of  any  subsequent  financing  their  name  will  not 
appear  in  such  documents  if  they  so  desire. 

It  is  understood  that  additional  participants  may  be  admitted  into  the  busi- 
ness by  agreement  of  the  four  participants  above  named,  in  which  event  the 
participations  hereinabove  set  forth  will  be  reduced  proportionately. 

Expenses  will  be  borne  by  the  participants  in  accordance  with  their  respective 
participations  including  therein  such  portion  of  the  fee  of  Messrs.  Sullivan  & 
Cromwell,  as  couns  1  to  the  participants,  as  shall  not  be  paid  by  the  Company 
and  also  the  fee  of  Messrs.  Cravath,  deGersdorff,  Swaine  &  Wood  who  will  be 
associated  with  them. 

Please  confirm  your  understanding  of  the  above  by  signing  the  enclosed  dupli- 
cate at  the  foot  hereof. 
Yours  very  truly, 

Confirmed:  Hayden,  Stone  &  Co. 
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Exhibit  No.  1840 

[From  the  files  of  Lehman  Brothers] 

Lehman  Brothers, 
One  William  Street,  New  York,  October  28th,  19S5. 
Field,  Globe  &  Co., 

88  Wall  Street,  New  York  City. 
Gentlemen:  We  desire  to  confirm  our  understanding  with  you  with  respect 
to  the  proposed  Cleveland  Cliffs  Iron  Company  financing  as  follows : 
The  participants  in  the  business  and  their  interests  are  as  follows: 

Lehman  Brothers 25% 

Field,  Glore  &  Co 25% 

Hayden,  Stone  &  Co 25% 

Kuhn,  Loeb  &  Co 25% 

Lehman  Brothers  shall  manage  the  business  and  as  compensation  therefor, 
shall  receive  from  the  participants  pro  rata  (including  themselves)  an  amount 
equal  to  one-fourth  of  1%  of  the  principal  amount  of  the  Bonds.  In  the  case 
of  any  future  Cleveland-Cliffs  financing  by  this  group  the  management  and  the 
order  of  names  will  be  rotated  among  the  above-named  participants.  No  com- 
pensation shall  be  paid  for  the  management  in  the  case  of  any  such  future 
financing. 

In  accordance  with  the  request  of  Kuhn,  Loeb  &  Co.  their  name  will  not 
appear  in  the  advertisements,  the  cover  of  the  prospectus  or  selling  group  let- 
ters in  this  business.  In  the  case  of  any  subsequent  financing  their  name  will 
not  appear  in  such  documents  if  they  so  desire. 

It  is  understood  that  additional  participants  may  be  admitted  into  the  busi- 
ness by  agreement  of  the  four  participants  above  named,  in  which  event  the 
participations  hereinabove  set  forth  will  be  reduced  proportionately. 

Expenses  will  be  borne  by  the  participants  in  accordance  with  their  respective 
participations  including  therein  such  portion  of  the  fee  of  Messrs.  Sullivan*  & 
Cromwell,  as  counsel  to  the  participants,  as  shall  not  be  paid  by  the  Company 
and  also  the  fee  of  Messrs.  Cravath,  deGersdorff,  Swaine  &  Wood  who  will  be 
associated  with  them. 

Please  confirm  your  understanding  of  the   above  by  -signing  the  enclosed 
duplicate  at  the  foot  hereof. 
Yours  very  truly, 


Confirmed  :  Field  Glore*  &  Co. 

This  understanding  is  confirmed  on  the  assumption  that  the  Lehman  man- 
agement fee  is  to  be  deducted  from  a  gross  spread  of  3%  points. 

Field  Glore  &  Co. 


Exhibit  No.  1841 

[From  the  files  of  Lehman  Brothers] 

Lehman  Bbotheks, 
One  William  Street,  New  York,  October  28th,  19S5. 
Kuhn,  Loeb  &  Co., 

52  William  Street,  New  York  City. 
Gentlemen:  We  desire  to  confirm  our  understanding  with  you  with  respect  to 
the  proposed  Cleveland  Cliffs  Iron  Company  financing  as  follows : 
The  participants  in  the  business  and  their  interests  are  as  follows : 

Lehman  Brothers 25% 

Field,  Glore  &  Co 25% 

Hayden,  Stone  &  Co 25% 

Kuhn,  Loeb  &  Co 25% 

Lehman  Brothers  shall  manage  the  usiness  and  as  compensation  thereto: 
shall  receive  from  the  participants  pro  *ata  (including  themselves)  an  amoun 
equal  to  one-fourth  of  1%  of  the  principal  amount  of  the  Bonds.    In  the  cas 
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of  any  future  Cleveland-Cliffs  financing  by  this  group  the  management  and  the 
order  of  names  will  be  rotated  among  the  above-named  participants.  No  com- 
pensation shall  be  paid  for  the  management  in  the  case  of  any  such  future 
financing. 

In  accordance  with  the  request  of  Kuhn,  Loeb  &  Co.  their  name  will  not 
appear  in  the  advertisements,  the  cover  of  the  prospectus  or  selling  group  letters 
in  this  business.  In  the  case  of  any  subsequent  financing  their  name  will  not 
appear  in  such  documents  if  they  so  desire. 

It  is  understood  that  additional  participants  may  be  admitted  into  the  busi- 
ness by  agreement  of  the  four  participants  above  named,  in  which  event  the 
participations  hereinabove  set  forth  will  be  reduced  proportionately. 

Expenses  will  be  borne  by  the  participants  in  accordance  with  their  respective 
participations  including  therein  such  portion  of  the  fee  of  Messrs.  Sullivan  & 
Cromwell,  as  counsel  to  the  participants,  as  shall  not  be  paid  by  the  Company 
and  also  the  fee  of  Messrs.  Cravath,  deGersdorff,  Swaine  &  Wood  who  will  be 
associated  with  them. 

Please  confirm  your  understanding  of  the  above  by  signing  the  enclosed  dupli- 
cate at  the  foot  hereof. 
Yours  very  truly, 

Confirmed  :  Kuhn,  Loeb  &  Co. 


Exhibit  No.  1842 

[From  the  files  of  Lehman  Brothers] 

Lehman  Bbothebs 

FOR  INTER-OFFICE  USE 

Memorandum 

Date  Dec.  2,  1935. 
To  Douglas  Dimond 

As  you  know,  Bankers  Trust  had  a  great  deal  to  do  with  the  Cleveland-Cliffs 
business. 

Mr.  Tompkins  called  up  especially  to  request  a  position  for  C.  D.  Barney  & 
Co.  I  told  him  there  was  no  originating  position  possible  at  this  time  but  he 
requested  that  we  try  to  take  care  of  them  as  well  as  we  can  in  the  Selling 
Group. 

M.  C.  Gtjtman. 


Exhibit  No.  1843 

[From  the  registration  statement  on  file  with  the  Securities  and  Exchange  Commission — 
Cleveland  Cliffs  Iron  Co.,  $16,500,000  1st  Mtge.  4%%,  of  1950.     Filed  in  1935] 

Extract  From  Loan  Agreement  Between  Cleveland  Cliffs  Iron  Company, 
Bankers  Trust  Company,  Cleveland  Trust  Company  and  The  First 
National  Bank  of  Chicago  With  Reference  to  Loan  of  $5,000,000  to  Sup- 
plement the  Above  Bond  Issue 

This  Agreement,  made  the  13th  day  of  December,  1935,  between  Cleveland-Cliffs 
lion  Company,  an  Ohio  corporation,  hereinafter  called  the  "Company,"  and 
Bankers  Trust  Company,  a  New  York  corporation,  The  Cleveland  Trust  Com- 
pany, an  Ohio  corporation,  and  The  First  National  Bank  of  Chicago,  a 
national  banking  association,  herein  sometimes  called  "the  Banks." 

Whereas,  the  Company  has  agreed  to  borrow,  and  the  other  parties  hereto' 
have  agreed  severally  to  lend  to  the  Company  contemporaneously  with  the 
execution  hereof  the  following  amounts  upon  the  following  terms,  as  to  rate 
and  maturity: 

Bankers  Trust  Company $2,000,000 

First  National  Bank  of  Chicago 2,000,000 

The  Cleveland  Trust  Company,  Cleveland 1,000,000 
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the  loans  by  each  Bank  to  mature : 

Five  percent   (5%)    June  1,  1936,   or  before  that  date  at  the  Company's 

option. 
Five  percent    (5%)    June  1,  1937,  or  before  that  date  at  the   Company's 

option. 
Five  percent   (5%)   June  1,  1938,  or  before  that  date  at  the  Company's 

option. 
Five  percent   (5%)    June  1,  1939,  or  before  that  date  at  the  Company's 

option. 
Five  percent   (5%)    June  3,  1940,  or  before  that  date  at  the  Company's 

option. 
Balance  December  2,  1940,  or  before  that  date  at  the  Company's  option. 

each  maturity  due  to  each  Bank  to  be  represented  by  a  note  of  the  Company 
bearing  interest  at  the  rate  of  4%%  per  annum,  in  the  form  annexed,  marked 
"A" ;  and 

Whebeas,  said  loans  by  the  Banks  are  agreed  to  be  secured  by  the  hypothe- 
cation with  each  of  the  Banks  separately  of  that  proportion  of  the  following 
described  securities  which  the  loan  of  each  Bank  bears  to  the  sum  of  $5,000,000. 

COIXATERAL 

460,667  shares  of  Common  Stock,  without  par  value,  of  Republic  Steel  Corpora- 
tion. 

135,987  shares  of  Common  Stock,  without  par  value,  of  The  Otis  Steel  Company. 

20,190  shares  of  7%  Cumulative  Prior  ^reference  Stock,  $100  par  value,  of  The 
Otis  Steel  Company. 

1,839  shares  of  the  Preferred  Stock,  $100  par  value,  of  Wheeling  Steel  Corpora- 
tion. 

2,620  shares  of  Common  Stock,  without  par  value  of  AVheelins  Steel  Corporation. 


Exhibit  No.   1S44- 

[From    the  files   of    Bankers  Trust   Company.     Letter   from   B.   A.   Tompkins   to 
Edward  B.  Greene] 

December  18,  1935. 
Mr.  Edwaeb  B.  Gbeene, 

President,  The  Cleveland  Cliffs  Iron  Co., 
llith  Floor  Union  Trust  Building, 

Cleveland,  Ohio. 

Deab  Ed:  Thank  you  for  your  check  for  $25,000  and  for  all  the  nice  things 
you  said  in  your  note  of  December  16th.  I  think  that  your  Board  and  the 
stockholders  of  your  company  should  be  saying  equally  nice  things  about  your 
handling  of  the  situation  on  their  behalf. 

I  talked  to  Charlie  Hayden,  Dick  Morris  and  Steele  Mitchell  today  regarding 
a  sub-participation  in  the  bank  loan.  I  told  them  that  our  own  banking  depart- 
ment was  loathe  to  approach  the  other  banks  on  the  matter  and  that  I  thought, 
that  if  a  sub-participation  were  made  it  might  prove  considerably  embarrassing 
for  you  in  your  relations  with  the  Continental  and  the  Bank  of  Manhattau. 
Looking  back  over  the  matter  the  loan  probably  should  have  been  set  up  on  a 
basis  which  would  have  included  both  the  Continental  and  the  Manhattan  and 
allowed  for  a  participation  by  the  Equitable.  But  It  was  closed  on  the  other 
basis.  While  I  think  Hayden  Stone  &  Co.  have  been  most  helpful  in  the  situa- 
tion and  while  I  think  their  request  is  a  reasonable  one,  I,  nevertheless,  feel 
that  the  banks  who  have  carried  the  loan  for  a  great  many  years  should  not  now 
be  asked  to  sub-participate  and  1  further  believe  that  the  Manhattan  and  the 
Continental  might  have  a  very  just  grievance  if  that  were  done. 

I  am  leaving  for  the  South  tomorrow  for  a  little  rest  and  I  hope  thar  you 
will  be  able  to  get  away  for  the  holidays.     A  good  Christmas  to  you  and  all  the 
luck  in  the  world  in  the  year  ahead. 
Sincerely  yours, 

BAT/VLS 
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Exhibit  No.  1845 
[From  tho  files  of  Luhman  Brothers  1 
KUHN,    LOEB    &    CO. 

William  and  Pine  Streets 

New   York,  November  22,    19S5. 
Messrs.  Lehman  Brothers, 
1  William  Street, 

New  York,  N.  Y. 
Dear  Sirs  :  We  have  your  letter  of  the  21st  instant  with  the  enclosed  check 
for  $218.75,   representing  our  interest  in  the  net  commissions  earned  on  the 
sale  of  10,000  shares  of  Republic  Steel  Corporation  Common  Stock  for  account 
of  Cleveland  Cliffs  Iron  Company. 
Thanking  you,  believe  us 
Very  truly  yours, 

p.  p.  Eton,  Loeb  &  Co. 
H.  E.  Stripp,  P.  M.  Stewart. 
PMS:J 


Exhibit  No.  1846 
[From  the  files  of  Lehman  Brothers] 

August  24th,  1936. 
(Handwritten:)   Return  to  Miss  Rainer. 
Memorandum  to  Mr.  I.  Sack: 

I  notice,  while  I  was  away,  that  we  sold  a  block  of  Republic  Iron  &  Steel  for 
Bankers  Trust  Company.  This  really  was  for  Cleveland-Cliffs  Iron  Company, 
and  as  per  our  agreement  with  our  partners  in  Cleveland-Cliffs,  they  should 
share  in  the  net  commissions  as  they  did  in  previous  sales  made. 

If  this  has  not  already  been  done,  will  you  please  see  that  it  is  taken  care  of. 

M.  C.  Gutman. 
(Hand  written)  : 

7/31  Paid  H.  S.  &  Co 437.  50 

F.  G.  &  Co 437.  50 

K.   L.   &  Co ^ 437.50 

%   cash  net 2,000  shs.    Rep.    Steel   Corp. 


Exhibit  No.  1847-1 

[From  the  files  of  the  Securities  and  Exchange  Commission] 

Extract  l-A-10  of  Registration  Statement  of  Cleveland  Cliffs  Iron  Company 
in  connection  with  First  Mortgage  Sinking  Fund  4%%  Bonds  due  November  1, 
1950,  principal  amount  $16,500,000. 

Agreement  Between  the  Cleveland-Cliffs  Iron  Company  and  Principal  Under- 
writers with  Regard  to  the  Sale  of  20,000  Shares  of  Common  Stock 
Without  Par  Value  of  Republic  Steel  Corporation 

Messrs.  Kubu,  Loeb  &  Co.,  October  31,  1935. 

Field,  Glore  &  Co., 
Hayden,  Stone  &  Co., 
Lehman  Brothers. 
Dear  Sirs  :  The  undersigned,  The  Cleveland-Cliffs  Iron  Company,  an  Ohio 
corporation,  hereby  confirms  the  agreement  with  you  as  follows : 

Subject  to  the  terms  and  conditions  hereinafter  set  forth,  the  Company  will 
sell  to  you  severally  and  you  severally  will  purchase  from  the  Company  and 
pay  for  an  aggregate  of  20,000  shares  of  common  stock  without  par  value  of 
Republic  Steel  Corporation,  owned  by  the  Company,   at  the  price  of  $17   per 
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share.    The  number  of  shares  to  be  sold  to  and  purchased  by  you  respectively 

are: 

Kuhn,  Loeb  &  Co 5,000  shares 

Field,  Glore  &  Co 5,000  shares 

Hayden,  Stone  &  Co 5,000  shares 

Lehman  Brothers 5, 000  shares 

Delivery  of  and  payment  in  New  York  funds  for  the  shares  will  be  made  at 
the  office  of  Hayden  Stone  &  Co.,  25  Broad  Street,  New  York,  N.  Y.,  at  ten 
o'clock  A.  M.,  Monday,  November  4,  1935.  The  stock  certificates  will  be  in 
negotiable  form  good  for  delivery  under  the  rules  of  the  New  York  Stock  Ex- 
change and  all  necessary  stock  transfer  stamps  will  be  affixed  and  cancelled. 

The  obligation  of  the  Company  to  sell  the  shares  of  stock  and-  your  obliga- 
tion to  purchase  the  same  shall  be  subject  to  the  delivery  to  the  Company  and 
to  you  of  the  opinion  of  Messrs.  Belden,  Young  &  Veach  of  Cleveland,  Ohio, 
as  to  the  validity  of  the  stock  and  as  to  the  power  of  the  Company  to  make 
such  sale. 

If  the  above  is  in  accordance  with  your  understanding  please  sign  the  ac- 
ceptance clause  on  the  enclosed  duplicate  at  the  foot  hereof. 
Yours  very  truly, 

The  Cleveland-Cuffs  Ieon  Company, 
By  E.  B.  Gkeene,  President. 
Attest : 

E.  H.  Jaynes,  Secretary. 

Accepted  and  agreed  to  this  1st  day  of  November,  1935. , 
Kuhn,  Loeb  &  Co. 
Field,  Glore  &  Co. 
Hayden,  Stone  &  Co. 
Lehman  Bros. 


Exhibit  No.  1847-2 

[Prom  the  files  of  the  Securities  and  Exchange  Commission] 

Extract  l-A-12  of  Registration  Statement  of  Cleveland  Cliffs  Iron  Company 
in  Connection  with  First  Mortgage  Sinking  Fund  4-%%  Bonds  due  November 
1,  1950,  principal  amount  $16,500,000. 

Agreement  Between  McKinney  Steel  Holding  Company  and  Principal  Un- 
derwriters With  Regard  t6  the  Sale  of  $5,500,000  Principal  Amount  of 
Republic  Steel  Corporation  Purchase  Money  First  Mortgage  Converttbtjc 
5y2%  Bonds 'Due  November  1,  1954. 

October  31,  19;i5. 
Messrs.  Kuhn,  Loeb  &  Co. 
Field,  Glore  &  Co. 
Hayden,   Stone  &   Co. 
Lehman  Brothers. 
Dear  Sirs:  The  undersigned,  McKinney  Steel  Holding  Company,  a  Delaware 
corporation,  hereby  confirms  its  agreement  with  you  as  follows: 

Subject  to  the  terms  and  conditions  hereinafter  set  forth,  the  Company  will 
sell  to  you  severally,  and  you  severally  will  purchase  from  the  Company  and 
pay  for,  $5,500,000  principal  amount  of  Republic  Steel  Corporation  Purchase 
Money  First  Mortgage  Convertible  5-Vi%  Bonds  due  November  1,  1954,  owned 
by  the  Company,  at  the  price  of  104%  of  the  principal  amount  thereof  and 
accrued  interest  to  date  of  delivery.  The  amounts  of  said  bonds  to  be  sold  to 
and  purchased  by  you  respectively  are : 

Kuhn,  Loeb  &  Co $1,375,000 

Field,  Glore  &  Co $1,375,000 

Hayden,   Stone  &  Co $1,375,000 

Lehman  Brothers $1,  375,  000 

Delivery  of  and  payment  in  New  York  funds  for  the  bonds  will  be  made 
ai  the  office  of  Kuhn,  Loeb  &  Co.,  52  William  Street,  New  York,  N.  Y.,  at  ten 
o'clock  A.  M.,  November  18,  1935. 
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Definitive  coupon  bonds  in  the  denomination  of  $1,000  each  are  to  be  delivered. 
The  Company  will  pay  all  transfer  taxes  in  connection  with  this  sale. 

The  obligation  of  the  Company  to  sell  the  bonds  and  your  obligation  to 
purchase  the  same  shall  be  subject 

(a)  to  the  Company's  securing  corporate  power  by  amendment  of  its 
Certificate  of  Incorporation  to  make  such  sale, 

(b)  to  the  delivery  to  the  Company  and  to  you  of  the  opinion  of  Messrs. 
Squire,  Sanders  &  Dempsey  and  Messrs.  Belden,  Young  &  Veach,  Cleveland, 
Ohio,  as  to  the  corporate  proceedings  of  the  Company  in  connection  with 
the  sale  of  such  bonds,  and  the  opinion  of  Messrs.  Belden,  Young  &  Veach 
as  to  the  validity  of  the  bonds  and  of  the  mortgage  under  which  the  same 
are  issued  in  accordance  with  their  terms, 

(c)  to  the  approval  of  your  counsel  of  the  corporate  proceedings  of  the 
Company  in  connection  with  the  sale  of  such  bonds. 

Said  bonds  have  been  registered  under  the  Securities  Exchange  Act  of  1934 
and  are  listed  on  the  New  York  Stock  Exchange  subject  to  satisfying  the 
requirements  of  such  Exchange  as  to  distribution. 

Please  confirm  your  agreement  with  this  Company  in  accordance  with  the 
foregoing. 

Yours  very  truly, 

fMcKiNNEY  Steel  Holding  Company, 
By  Oscab  L.  Cox,  President. 
Attest : 

E.  H.  Jaynes,  Asst.  Secretary. 

Accepted  and  agreed  to  this  1st  day  of  November,  1935. 
Kuhn,  Loeb  &  Co. 
Field,  Globe  &  Co. 
Hayden,  Stone  &  Co. 
Lehman  Bros. 


Exhibit  No.  1847-3 

[From  the  files  of  the  Securities  a  id  Exchange  Commission] 

Extract  l-A-14  of  Registration  Statement  of  Cleveland  Cliffs  Iron  Company 
in  connection  with  First  Mortgage  Sinking  Fund  4%%  Bonds  due  November 
1,  1950,  principal  amount  $16,500,000. 

Agreement  Between  MoKinney  Steel  Holding  Company  and  Principal  Under- 
writers With  Regard  to  the  Sale  of  10,000  Shares  op  6%  Cumulative  Con- 
vertible Priob  Preference  Sebies  A  Stock  of  Republic  Steel  Cobpobatton 

October  31,  1935. 
Messrs.  Kuhn,  Loeb  &  Company, 
Field,  Glore  &  Company,  . 
Hayden,  Stone  &  Company, 
Lehman  Brothers. 

Dear  Sirs:  The  undersigned,  McKinney  Steel  Holding  Company,  a  Delaware 
corporation,  hereby  confirms  its  agreement  with  you  as  follows : 

Subject  to  the  terms  and  conditions  hereinafter  set  forth,  the  Company  will 
sell  to  you  severally,  and  you  severally  will  purchase  from  the  Company  and 
pay  for  an  aggregate  of  10,000  shares  of  6%  Cumulative  Convertible  Prior 
Preference  Series  A  Stock  of  Republic  Steel  Corporation,  owned  by  the  Com- 
pany at  the  price  of  eighty-two  per  cent  of  the  par  value  thereof.  The  number 
of  shares  to  be  sold  to  and  purchased  by  you  respectively  are : 

Kuhn,  Loeb  &  Co 2, 500  shares 

Field,  Glore  &  Co_i. 2,  500  shares 

Hayden,  Stone  &  Co 2,  500  shares 

Lehman  Brothers 2,  500  shares 

Delivery  of  and  payment  in  New  York  funds  for  the  shares  will  be  made  at 
the  office  of  Field,  Glore  &  Company,  40  Wall  Street,  New  York,  N.  Y.,  at 
10  o'clock  A.  M.,  Monday,  November  4,  1935.  The  stock  certificates  will  be  in 
negotiable  form  good  for  delivery  under  the  rules  of  the  New  York  Stock  Ex- 
change and  all  necessary  stock  transfer  stamps  will  be  affixed  and  cancelled. 
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The  obligation  of  the  Company  to  sell  the  shares  of  stock  and  your  obligation 
to  purchase  the  same  shall  be  subject  to  the  delivery  to  the  Company  and  to 
you  of  the  opinion  of  Messrs.  Squire,  Sanders  &  Dempsey  and  Messrs,  Belden, 
Young  &  Teach,  of  Cleveland,  Ohio,  as  to  the  power  of  the  Company  to  make 
such  sale,  and  the  opinion  of  Messrs.  Belden,  Young  &  Veach  as  to  the  validity 
of  the  stock. 

If  the  above  is  in  accordance  with  your  understanding  please  sign  the  accept- 
ance elauae  on  the  enclosed  duplicate  at  the  foot  hereof. 
Yours  very  truly, 

McKinney  Stehl  Holding  Company, 
By  Oscar  L.  Cox,  President. 
Attest : 
B,  H.  Jaynes,  Asst.  Secretary. 
Accepted  and  Agreed  to  this  1st  day  of  November,  1935. 
Ktjhn,  Loeb  &  Co. 
Field,  Glore  &  Co. 
Hatden,  Stone  &  Co. 
Lehman  Bros. 


Exhibit  No.  1848 

[From    the    files    of   Kuhn,    Loeb   &   Co.     Letter    from    Kuhn,    Loeb   &   Co.    to   Guaranty 

Company  of  New  York] 

Mat  22,  1930. 

(Stamped:)  Kuhn,  Loeb  &  Co.     May  26,  1930.    Filing  Department.     Official 

J.  R.  Swan,  Esq., 

President,  Guaranty  Company  of  New  York, 

31  Nassau  Street,  New  York,  N.  Y. 

Dear  Sir:  This  is  to  confirm  the  agreement  between  us  respecting  future 
financing  by  the  American  Smelting  and  Refining  Company. 

In  the  event  of  financing  under  the  First  Mortgage  of  the  Company,  we  are 
to  be  interested  to  the  extent  of  33%%,  and  yourselves  and  associates  to  the 
extent  of  66%%.  In  the  case  of  such  financing,  the  business  is  to  be  directed 
from  our  office  and  the  negotiations  will  be  carried  on  by  us. 

In  the  case  of  financing  other  than  upder  the  First  Mortgage,  we  are  to  be 
interested  on  original  terms  in  the  same  amount  as  yourselves,  which  you  have 
advised  us  is  22%  in  the  purchase  of  the  Second  Preferred  Stock  now  bejng 
made,  and  will  be  21%  in  case  the  Irving  Trust  Company  should  hereafter 
be  included  in  any  transaction.  All  such  business  will  be  directed  from  your 
office  and  negotiated  by  you. 

In  circulars,  advertisements,  syndicate  letters,  etc.,  our  name  will  appear 
first  or  at  the  left  of  your  name,  the  two  names  comprising  the  first  line  of 
signatures. 

Please  confirm  that  the  foregoing  is  in  accordance  with  your  understanding. 
Yours  very  truly,  . , 

MC 

Stamped  also  as  "Seen  by"  and  initialed. 


Exhibit  No.  1849 

fFrom  the  files  of  Kuhn,  Loeb  &  Co.] 

J.    11.    Swan,    President  Cable    address :    "Fidelibnnd,"   New    York 

Guaranty  Company  of  New  York, 
31  Nassau  Street,  New  York,  May  26,  1930. 
Kuhn,  Loeb  &  Co.     May  29,  1930.     Filing  Department. 
Received,  May  27,  1930.     Filed  June  3,  1930. 
Kuhn,  Loeb  &  Co., 

William  and  Pine  Streets,  New  York,  N.  Y. 
Gentlemen  :  We  are  in  receipt  of  your  letter  of  May  22,  in  which  you  outline 
the  agreement  between  us  respecting  future  financing  by  the  American  Smelting 
&  Refining  Company,  all  of  which  is  in  accordance  with  our  understanding. 
Very  truly  yours, 

J.  R.   Swan,  President. 
.TRS  :  FPS :  DM. 
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Exhibit  No.  1850 
[From  the  files  of  Knhn,  Loeb  &  Co.| 
Frank  P.  Shepard,  Vice  President 

Guaranty  Company  op  New  York 

31  Nassau   Street 

Cable  Address,  "Fidelibond" 

Re:    $17,500,000    American   Smelting    and  Refining    Company   6%    Cumulative 
Second  Preferred  Stock 

New  York,  May  21,  19S0. 
Kuhn,  Loeb  &  Co., 

52  William  Street,  New  York,  N.  Y. 

Gentlemen  :  We  and  our  associates  have  purchased  175,000  shares  of  $100.00 
par  value  6%  Cumulative  Second  Preferred  Stock  of  American  Smelting  and 
Refining  Company  at  the  price  of  $100.00  per  share  flat.  We  hereby  confirm 
that  you  have  an  interest  of  22%  on  original  terms  in  the  purchase  of  said 
Preferred  Stock. 

We  and  our  associates  are  forming  a  Banking  and  a  Selling  Group,  of  which 
we  will  be  managers  and  in  which  we  may  participate,  the  former  group  to 
underwrite  the  sale  of  said  Preferred  Stock  to  the  public  at  $105.00  per  share 
flat.  The  gross  compensation  of  members  of  the  Purchase  Group  for  their 
services  will  be  75  cents  per  share.  Advice  concerning  your  participation  and 
compensation  in  the  Banking  and  Selling  Groups  will  be  sent  you  in  due  course. 

It  is  to  be  borne  in  mind  that  the  Irving  Trust  Company,  which  is  not  as- 
sociated in  this  particular  financing,  is  a  member  of  our  Group  and  in  case 
any  business  should  arise  in  the  future  in  which  they  would  wish  to  participate, 
our  interests  would  accordingly  be  reduced  in  order  to  include  them.  We  hare 
arrived  at  percentages  for  this  contingency  as  quoted  below : 


Kuhn,  Loeb  &  Co 21% 

Guaranty  Company  of  N.  Y__      21% 

Bankers  Company  of  N.  Y 16*4% 

Chase  Securities  Corporation 16*4% 


Central  Hanover  Bank  and  Trust 

Company 8V2% 

New  York  Trust  Company 8x/£% 

Irving  Trust  Company 8%% 


If  the  foregoing  is  in  accordance  with  your  understanding,  will  you  kindly 
so  indicate  by  signing  the  enclosed  duplicate  herewith  and  return  the  same 
to  us. 

Very  truly  yours, 

Guaranty  Company  of  New  York, 
By  Frank  P.  Shepard,  Vice  President. 

Guaranty  Company  of  New  York,  > 

SI  Nassau  Street,  New  York,  N.  Y. 
Gentlemen  :  We  hereby  confirm  that  the  foregoing  is  in  accordance  with  our 
understanding. 

Very  truly  yours, 

Kuhn,  Loeb  &  Co. 
By  G.  W.  B. 
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[From  the  files  of  Kuhn,  Loeb  &  Co.] 

copy  for  kuhn  loeb  &  company 

May  21,  1930. 
Mr.  F.  H.  Brownell, 

Chairman  of  the  Board, 

120  Broadway,  New  York,  N.   Y. 
Dear  Mr.  Brownell:  We  are  enclosing  prospectus  of  the  Second  Preferred 
Slock  of  the  American  Smelting  &  Refining  Company  which  we  propose  to  offer 
and  advertise  tomorrow  at  a  price  of  103. 
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You  will  notice  that  we  have  associated  with  us  In  this  business  Messrs. 
Kuhn,  Loeb  &  Company  with  whom,  I  think,  we  have  come  to  a  satisfactory 
understanding  as  to  our  respective  positions  in  American  Smelting  &  Refining 
Company  business. 

We  will  do  everything  in  our  power  to  make  this  issue  a  successful  one  and 
one  which  will  redound  to  the  credit  of  your  Company,  and  assure  you  that  it  is 
a  privilege  to  us  to  be  associated  with  this  business. 

Very  truly  yours, 

J.  R.  Swan,  President. 
JRS :  arf .  

Exhibit  No.  1852-1 
[From  the  files  of  Lehman  Brothers] 

Office  of  the  President. 

Indianapolis  Powee  &  Light  Company, 

Indianapolis,  Indiana,  July  19,  1987. 
Lehman  Beothees, 

One  William  Street,  New  York,  N.  Y. 
(Attention:  Mr.  Robert  Lehman.) 
Deab  Sibs:  At  a  meeting  of  the  Finance  Committee  of  Indianapolis  Power 
&  Light  Company  held  in  New  York  on  July  15,  1937,  it  was  decided  that  your 
firm  should  head  the  syndicate  which  is  proposed  for  the  purpose  of  refunding 
the  Indianapolis  Power  &  Light  Company's  present  issue  of  first  mortgage 
bonds. 

Please  consider  this  as  your  authority  to  act  as  our  sole  agent  in  this  matter. 
Very  truly  yours, 

H.  T.  Pbitchaed, 
(H.  T.  Pritchard) 

President. 
HTP:h. 


Exhibit  No.  1852-2 

[From  the  files  of  Lehman  Brothers] 

Simpson  Thacheb  &  Babtlett, 
120  Broadway,  New  York,  July  21,  1937. 
Robeet  Lehman,  Esq., 

Messrs.  Lehman  Brothers,  1  William  Street, 

New  York,  N.  Y. 
Deab  Mb.  Lehman  :  I  return  herewith  the  letter  which  you  have  received 
from  the  President  of   Indianapolis   Power  &  Light   Company   regarding   the 
contemplated  financing  by  that  Company,  together  with  your  proposed  reply. 
I  beg  to  advise  you  that  both  letters  have  our  approval  as  to  form. 
Very  truly  yours, 

O.  C.  Johnston. 
(Enc.) 

Exhibit  No.  1852-3 

[From   the  files  of  Lehman  Brothers — Letter  from   Robert  Lehman  to  H.  T.  Pritchard] 

July  21,  1937. 
H.  T.  Pbitchaed,  Esq., 

Indianapolis  Power  &  Light  Company, 

Indianapolis,  Indiana. 
Deab  Me.  Pbitchaed  :  I  beg  to  confirm  receipt  of  your  kind  letter  of  July 
19th  informing  me  that  it  was  decided  at  the  meeting  of  the  Finance  Committee 
of  your  company  that  my  firm  should  head  the  syndicate  for  the  proposed 
financing  of  the  Indianapolis  Power  &  Light  Company's  present  issue  of  first 
mortgage  bonds 
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is  gratifying  to  have  this  opportunity  to  serve  you  and  your  company  and 
T  ~  :nt  to  assure  you  that  this  matter  will  have  our  most  active  and  conscien- 
tious attention. 
With  kind  regards,  I  remain 
Very  truly  yours, 

rl.smc. 


Exhibit  No.  1853 

[From  the  flies  of  Glore,  Forgan  &  Co.     Letter  from  John  F.  Fennelly  to 
J.  Russell  Forgan] 

May  24,  1938. 

Mr.  J.  Rtjsseix  Forgan, 

New  York  Office. 

Dear  Russ  :  Referring  to  our  telephone  conversation  this  morning  regarding 
the  Indianapolis  Power  &  Light  situation,  I  have  talked  the  whole  matter  over 
with  Charlie  and  give  you  herewith  the  following  summary  of  his  views. 

Some  weeks  ago  when  Mr.  Adams  first  approached  us  with  regard  to  helping 
him  work  out  the  reorganization  of  Utilities  Power  &  Light,  he  told  us  that  he 
would  like  to  have  us  head  up  the  financing  of  Indianapolis  Power  &  Light. 
We  immediately  told  him  of  our  commitment  to  Lehman  Brothers  and  that  we 
had  already  accepted  a  position  in  Lehman's  group,  subject  to  that  position 
being  satisfactory  to  us.  He  then  told  us  that  he  had  no  intention  of  having 
Lehman  head  up  the  business,  particularly  since  he  felt  it  desirable  to  have  the 
business  managed  in  the  middle  west.  He  even  told  us  he  had  discussed  this 
matter  with  the  SEC  in  Washington.  We  advised  Mr.  Adams  that  we  were 
unwilling  to  do  anything  about  this  until  or  unless  the  whole  matter  had  been 
straightened  out  with  Lehman  Brothers,  which  so  far  has  not  been  accom- 
plished. 

More  recently,  Mr.  Adams  asked,  us  if  we  could  work  out  a  satisfactory 
arrangement  with  Lehman  Brothers,  and  advised  us  that  if  we  could  do  so  he 
was  prepared  to  proceed  immediately  with  the  Indianapolis  financing.  We 
have  told  Mr.  Adams  that  we  felt  it  was  entirely  possible  for  us  to  work  out 
such  an  arrangement  and  would  proceed  to  do  so  at  once.  Our  ideas,  as  you 
know,  of  a  satisfactory  arrangement  are  a  joint  managership  account  which 
we  should  head  in  the  West  and  which  Lehman  should  head  in  the  East. 
Pending  the  reaching  of  such  an  agreement,  we  find  ourselves  in  the  awkward 
position  of  being  unable  to  talk  with  Mr.  Adams  about  this  financing,  and  at 
the  same  time  realizing  that  practically  everybody  in  the  investment  business 
is  shooting  at  him  about  it,  in  fact  we  have  good  reason  to  believe  that  other 
members  of  the  Lehman  account  are  working  independently  and  actively  for 
the  business.  Our  sincere  feeling  about  this  matter  Is  that  if  Lehman  Brothers 
are  willing  to  agree  to  a  joint  managership  as  outlined  above,  we  can  be  very 
helpful  in  convincing  Mr.  Adams  as  to  the  desirability  of  proceeding  at  once 
with  the  business.  If  this  is  not  done,  we  feel  that  Mr.  Adams  is  likely  to  let 
the  whole  matter  drift,  at  least  until  next  fall,  by  which  time  he  may  have 
missed  the  opportunity  to  do  the  job  under  present  favorable  market  conditions. 
If  Lehman  Brothers  can  not  see  their  way  clear  to  such  an  arrangement,  we 
shall  feel  obliged  to  withdraw  from  their  account.  If  we  do  so  withdraw,  we 
will  agree  with  them  that  we  will  do  nothing  about  this  business,  either  inde- 
pendently or  in  conjunction  with  others,  for  some  reasonable  length  of  time. 
Our  idea  of  a  reasonable  length  of  time  would  be  from  now  until  next  fall, 
during  which  time  Lehman  Brothers  would  have  a  free  hand  as  far  as  we  are 
concerned,  to  proceed  with  their  present  negotiations. 

If  you  so  desire,  I  see  no  reason  why  you  should  not  show  this  letter  to  any 
of  the  partners  of  Lehman  Brothers. 
Very  sincerely  yours, 


JFF :  me 

P.  S. — Since  writing  the  above,  I  have  discussed  the  matter  further  with 
Charlie  and  we  have  both  agreed  it  would  be  dangerous  to  show  this  letter 
to  Lehman  Brothers.  He  agrees,  however  that  the  letter  states  his  position 
exactly  and  that  all  of  the  matter  contained  herein  can  be  used  in  discussing 
the  matter  with  them;  he  is  even  willing  to  have  you  agree  to  a  joint  map- 
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agership  arrangement  for  ail  future  Utilities  Power  &  Light  financing  if  you 
think  it  desirable.  He  feels  it  is  most  important  that  Lehman  give  us  an 
immediate  answer  on  this  matter  because  he  has  just  had  another  call  from 
Adams  asking  about  the  situation  and  telling  him  that  the  finance  committee 
of  the  Company  in  Indianapolis  is  anxious  to  proceed  at  once  and  that  pres- 
sure Is  being  put  on  him  from  all  directions. 

If  the  above  is  not  entirely  clear  to  you,  I  suggest  you  call  me  on  the  phone 
tomorrow  morning  as  soon  as  you  have  read  this  letter. 

J.  F.  F. 


Exhibit  No.  1854-1 
[From  the  files  of  Lehman  Brothers] 

JUKH  26,  1930. 
Memorandum  to  partners: 
Re:  Indianapolis  Power  &  Light  Financing  and  future  financing  of  subsidiary 

companies  of  Utilities  Power  &  Light  Co. 

I  met  today  with  Sidney  Weinberg  and  Howard  Sachs,  of  Goldman,  Sachs  & 
Company,  Harry  Addlnsell  and  George  Woods,  of  the  First  Boston  Corporation. 

We  made  the  following  agreement  on  Indianapolis  Power  &  Light  financing: 

Lehman  Brothers  is  to  head  the  business,  handle  the  details  in  our  office 
and  negotiate  the  deal  in  behalf  of  themselves,  Goldman,  Sachs  &  Company 
and  The  First  Boston  Corporation- 

In  the  advertising  the  three  firms  are  to  appear  on  the  same  line  in  the 
following  order: 

Lehman  Brothers    Goldman,  Sachs  &  Co.    The  First  Boston  Corp. 

The  management  compensation  is  •  to  be  divided  as  follows ;  40%  to 
Lehman  Brothers,  40%  to  Goldman,  Sachs  &  Company,  and  20%  to  The 
First  Boston  Corporation.  All  three  firms  are  to  have  equal  percentages 
in  the  underwriting. 

We  made  a  similar  arrangement  on  Utilities  Power  &  Light  Company  and  its 
subsidiaries,  i.  e.  management  compensation  to  be  divided  into  40%  to  Lehman 
Brothers,  40%  to  Goldman,  Sachs  &  Company,  and  20%  to  The  First  Boston 
Corporation. 

The  question  of  handling  the  details  of  the  business  in  future  Utilities  Power 
&  Light  Company  deals  was  not  determined  today  and  the  arrangement  was  to 
be  subject  to  the  approval  of  the  principal  by  Floyd  Odium. 

Joseph  A.  Thomas. 


Exhibit  No.  1854-2 

[From  the  files  of  Lehman  Brothers] 

Junh  26,  1939. 
Mr.  Gkobge  D.  Woods, 

The  First  Boston  Corp.,  100  Broadway, 

New  York,  N  Y. 

Dear  George:  For  the  sake  of  reducing  to  writing  our  agreement  of  today  1 
am  setting  down  below  my  understanding  of  it 

With  reference  to  the  financing  or  re-financing  of  the  Indianapolis  Power  & 
Light  Company,  Lehman  Brothers,  Goldman  Sachs  &  Company  and  The  First 
Boston  Corporation  are  to  have  equal  percentages  in  the  underwriting.  The 
management  compensation  is  to  be  divided — 40%  to  Lehman  Brothers,  40%  to 
Goldman,  Sachs  &  Company,  and  20%  to  The  First  Boston  Corporation. 

Lehman  Brothers  is  to  handle  the  details  of  the  business  in  their  office  on 
behalf  of  the  three  firms. 

In  the  advertising  the  three  firms  are  to  appear  on  the  same  line  in  the 
following  order : 

LEHMAN  BROTHERS  GOLDMAN,  SACHS  &  COMPANY  THE  FIRST 
BOSTON  CORPORATION. 

The  same  arrangement,  with  the  exception  of  the  handling  of  the  business 
and  the  order  of  appearance,  which  I  do  not  believe  we  discussed,  is  to  carry 
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through,  subject  to  Floyd  Odium's  approval,  on  future  financing  for  Utility, 
Power  &  Light  Company  and  its  subsidiaries. 

I  would  appreciate  your  calling  me  so  that  I  may  be  entirely  clear  as  to 
our  mutual  understanding  of  the  arrangement  made. 

We  are  delighted  at  the  amicable  way  in  which  the  situation  worked  out  and 
look  forward  to  a  most  pleasant  and  profitable  relationship  with  you. 
Sincerely  yours, 

Joseph  A.  Thomas. 
JAT :  Ad  J. 

Exhibit  No.  1854-3 

[From  the  files  of  Lehman  Brothers] 

June  26,  1939. 
Mr.  Sidney  Weinberg, 

Goldman  Sachs  d  Company,  SO  Pine  Street, 

New  York,  N.  Y. 
Dear  Sidney:  For  the  sake  of  reducing  to  writing  our  agreement  of  today, 
I  am  setting  down  below  my  understanding  of  It. 

With  reference  to  the  financing  or  refinancing  of  Indianapolis  Power  &  Light 
Company,  Lehman  Brothers,  Goldman  Sachs  &  Company  and  the  First  Boston 
Corporation  are  to  have  equal  percentages  in  the  underwriting.  The  manage- 
ment compensation  is  to  be  divided — 40%  to  Lehman  Brothers,  40%  to  Goldman 
Sachs  &  Company,  and  20%  to  the  First  Boston  Corporation. 

Lehman  Brothers  is  to  handle  the  details  of  the  business  in  their  office  on 
behalf  of  the  three  firms. 

In  the  advertising  the  three  firms  are  to  appear  on  the  same  line  in  the 
following  order: 

LEHMAN  BROTHERS  GOLDMAN,  SACHS  &  COMPANY  THE  FIRST 
BOSTON  CORPORATION. 

The  same  arrangement,  with  the  exception  of  the  handling  of  the  business 
and  the  order  of  appearance,  which  I  do  not  believe  we  discussed,  is  to  carry 
through,  subject  to  Floyd  Odium's  approval,  on  future  financing  for  Utilities 
Power  &  Light  Company  and  its  subsidiaries. 

I  would  appreciate^  your  calling  me  so  that  I  may  be  entirely  clear  as  to 
our  mutual  understanding  of  the  arrangement  made. 

We' are  delighted  at  the  amicable  way  in  which  the  situation  worked  out  and 
look  forward  to  a  most  pleasant  and  profitable  relationship  with  you. 
Sincerely  yours, 

Joseph  A.  Thomas. 
JAT :  AdJ. 


Exhibit  No.  1855-1 

[From  the  files  of  Lehman  Brothers] 

eighth  floor 

One  Exchange  Place 

jersey  city,  n.  j. 

Jut.y  11,  1938. 
Mr.  Robebt  Lehman, 

Lehman  Bros.,  One  William  Street,  New  York  City. 

Deab  Bobby  :  The  fact  that  we  own  over  60%  of  the  debts  of  Utilities  Power 
&  Light  Corporation,  in  77  B  proceedings,  I  suppose  in  fact  as  well  as  by  past 
indications  gives  us  no  voice  in  the  affairs  of  that  company  or  its  subsidiaries. 

But  in  fairness  to  myself,  as  well  as  to  those  who  are  likely  to  be  interested 
in  the  future  of  the  estate,  I  wish  to  point  out  that  a  number  of  leading  houses, 
including  Goldman,  Sachs  &  Co.,  First  of  Boston,  Dillon,  Read  and  Lazard,  had 
approached  me  prior  to  the  summer  of  1937  with  respect  to  Indianapolis  financ- 
ing, and  that  I  had  told  them  all  that  I  had  no  control  over  the  situation,  didn't 
believe  the  financing  was  imminent  and  I  assumed  that  the  first  question  the 
Indianapolis  Board  would  have  to  pass  on  would  be  whether  any  house  or  houses 
had  any  preferential  rights  to  negotiate. 
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Also  I  must  say  in  fairness  to  myself  that  Goldman,  Sachs  and  clients  own  a 
substantial  block  of  securities  of  Utilities  Power  &  Light  Company;  that  the 
same  is  true  of  clients  of  White,  Weld  &  Co. ;  and  that  Paul  Shields  is  Chairman 
of  the  Preferred  Stock  Protective  Committee  and  as  such  has  been  giving  his 
time  to  the  affairs  of  Utilities  Power  &  Light  Company,  and  has  been  helpful 
also  in  matters  pertaining  to  the  industry  as  a  whole.  The  same  should  be  said 
with  emphasis  for  Sidney  Weinberg. 

Paul  Shields  has  made  it  emphatically  evident  to  me  that  he  considers  that  his 
firm  merits  far  better  treatment  than  has  been  accorded  it  in  the  Underwriting 
Group.  I  don't  know  anything  about  the  Group  or  about  how  interests  are 
divided,  having  just  returned  from  Europe,  but  I  do  want  to  say  a  word  in 
behalf  of  Shields  &  Co.  supported  by  the  above  recitation  of  facts. 

I  also  want  to  say  that,  not  only  because  of  help  given  in  many  ways  in  the 
past,  relationship  between  Sidney  Weinberg  and  General  Wood,  one  of  the  Atlas 
Directors,  and  also  because  of  personal  desires,  I  strongly  hope  and  ask  that 
Goldman  Sachs  be  given  full  measure  of  satisfaction. 

I  am  told  by  my  office  and  have  also  been  made  aware  of  it  by  cables  and 
telephone  calls  to  Europe  from  a  number  of  people  that  many  houses  think  we 
have  or  should  have  something  to  do  with  this  situation  and  have  treated  them 
shabbily  in  favor  of  Lehman  Bros.  They  apparently  find  it  hard  to  believe  what 
I  tell  them  about  the  business. 
Sincerely, 

Floyd  Odlxjm. 


Exhibit  No.  1855-2  ■ 

[From  the  files  of  Lehman  Bro there] 

July  1$  1938. 
Mr.  Floyd  B.  Odlttm, 

Eighth  Floor,  1  Exchange  Place, 

Jersey  City,  New  Jersey. 

Deab  Ms.  Odlttm  :  Your  letter  with  reference  to  the  Indianapolis  financing, 
addressed  to  Mr.  Robert  Lehman,  was  delivered  to  me  in  the  absence  of  Mr. 
Lehman.  I  am  taking  the  privilege  of  answering  inasmuch  as  I  have  been  in 
active  charge  of  this  matter  for  Lehman  Brothers.  I  am  distressed  that  the 
handling  of  this  business  has  caused  you  embarrassment.  A  careful  review  of 
all  of  the  history  and  circumstances  surrounding  this  transaction  convinced 
me  that  our  conduct  with  reference  to  this  financing  would  not  only  meet  with 
your  approval  but  would  deserve  your  commendation. 

Our  attention  was  called  to  the  possibility  of  refinancing  Indianapolis  before 
Atlas  were  large  owners  of  the  debt  of  Utilities  Power  &  Light.  Before  attempt- 
ing to  secure  this  business,  we  considered  carefully  the  question  of  -discussing 
it  with  you.  We  were  informed  and  discovered  that  charges  had  been  made  in 
Court  and  through  the  newspapers  that  Atlas  was  attempting  to  dominate  the 
affairs  of  Utilities  Power  &  Light  and  its  subsidiaries.  We  found  also  that 
these  charges  were  untrue  and  that  you  had  stated  in  open  Court  and  in  Court 
proceedings  that  you  not  only  did  not  wish  to  dominate  the  affairs  of  Utilities 
Power  &  Light  and  its  subsidiaries,  but  that  you  had  actively  refrained  from 
having  anything  to  do  with  the  management  or  the  affairs  of  this  company. 
This  was  particularly  impressed  upon  me  in  Washington  last  Friday  when 
counsel  for  Atlas  denied  before  the  S.  E.  C.  that  Atlas  was  represented  on 
the  boards  of  Utilities  Power  &  Light  or  any  of  its  subsidiaries.  In  view  of 
that  situation,  we  decided  it  was  only  fair  not  to  embarrass  you  or  to  injure  the 
record  of  the  Atlas  Corp.  in  the  serious  Court  proceedings  pending  by  discussing 
the  matter  of  financing  with  you.  We  did  this  even  though  all  of  us  were 
desirous  of  asking  your  help  in  view  of  the  close  relationship  and  friendship 
existing  between  us. 

We,  therefore,  went  about  the  matter  in  a  direct  and  independent  way.  We 
went  to  Indiana  and  approached  the  officers  of  the  company.  The  officers  had 
a  meeting  of  the  Board  and  appointed  a  committee  to  consider  financing.  This 
committee  made  a  thorough  investigation  of  the  entire  matter.  It  interviewed 
banks,  Insurance  companies  and  other  investment  banking  houses,  and  after 
such  thorough  investigation  the  Board  of  Directors  of  Indianapolis  Power  & 
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Light  requested  Lehman  Brothers  to  advise  the  company  and  to  form  a  syndi- 
cate to  re-finance  the  outstanding  5%  bonds  at  an  opportune  time.  The  minutes 
of  the  company  bear  this  out 

When  we  found  the  time  opportune,  we  so  advised  the  company.  After  full 
negotiations  with  the  company,  its  officers,  its  directors  and  the  Trustee  of 
Utilities  Power  &  Light,  we  were  instructed  to  proceed.  And  we  have  pro- 
ceeded expeditiously. 

Other  banking  houses  had  a  similar  opportunity  to  compete  for  this  business. 
In  view  of  all  the  facts,  it  comes  as  a  surprise  to  us  that  after  twelve  months 
or  more  of  negotiation,  suddenly  at  this  time  when  the  syndicate  has  been 
formed  and  the  registration  about  to  become  effective,  complaints  should  be 
imposed  upon  you.  We  have  endeavored  to  take  care  of  generously  in  the 
syndicate  the  investment  bankers  whom  you  mention  as  your  friends. 

How  anyone  can  possibly  blame  you  is  beyond  our  understanding,  particularly 
since  you  have  so  carefully  made  the  record  clear  as  to  your  position  with 
reference  to  the  affairs  of  Utilities  Power  &  Light  and  its  subsidiaries.  Believe 
me,  we  have  done  everything  in  our  power  to  relieve  you  of  any  possible  em- 
barrassment. And  furthermore,  we  sincerely  believe  that  our  record  in  this 
matter  sustains  your  insistently  stated  position  that  you  never  have  interfered 
even  slightly  with  the  business  and  affairs  of  the  Utilities  Power  &  Light 
Company  or  its  subsidiaries. 
Faithfully  yours, 

Joseph  A.  Thomas. 

JAT/r. 


Exhibit  No.  i 855-3 
[From  the  flies  of  Lehman  Brothers] 

Atlas  Corporation, 
One  Exchange  Place, 
Jersey  City,  N.  J.,  Juht  IS,  1938. 
Mr.  Joseph  A.  Thomas, 

g/o  Lehman  Brothers,  1  William  Street,  New  York  City. 
Dear  Mb.  Thomas:  I  have  just  received  your  letter  of  July  13th  in  answer 
to  mine  about  Indianapolis  financing. 

What  you  say  records  the  facts  as  I  understand  them,  but  it's  pretty  difficult 
for  the  other  houses  who  themselves  thought  it  proper  to  discuss  the  situation 
with  us,  to  understand  that  you  went  forward  in  the  way  you  did  without 
discussing  the  program  with  us.  You  know  we  have  a  very  heavy  investment 
in  U.  P.  &  L.  and  apart  from  any  question  of  management  or  control  are 
naturally  very  interested  in  its  affairs.  Some  of  these  other  houses  have  invest- 
ments alongside  ours  or  are  interested  in  the  Company  in  different  ways. 

If  all  these  houses  are  now  satisfied  with  the  generous  treatment  they  have 
received,  then  the  immediate  embarrassment  is  solved  for  me.  I  know  of  none 
as  of  today  that  express  to  me  dissatisfaction  except  Shields  &  Company.  Paul 
Shields,  as  Chairman  of  the  Preferred  Stock  Committee  of  U.  P.  &  L.  has  given 
his  time  generously  and  I  am  told  has  even  advanced  substantial  expense  money 
to  the  Committee.  It  should  earn  for  him  special  consideration.  I-  do  hope 
you  will  find  a  way  to  accord  it  to  him. 
Sincerely, 

F.  B.  Odlum. 
(Pencil  notation:)  This  has  been  noted  by  Mr.  Gutman. 


Exhibit  No.  1855-4 
[From  the  files  of  Lehman  Brothers] 

Atlas  Corporation, 
One  Exchange  Place, 
Jersey  City,  N.  J.,  July  18,  19S8. 
Mr.  Joseph  A.  Thomas, 

o/o  Lehman  Brothers,  1  William  Street,  New  York  City. 
Dear  Mr.  Thomas:  When  I  was  in  Washington  last  Thursday  I  had  trans- 
mitted to  me  a  telegram  from  Paul  Shields  which  made  it  perfectly  evident 
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that  he  is  still  very  dissatisfied  with   his  treatment  in  connection   with    Uip 
Indianapolis  financing. 

I  do  hope  that  you  can  get  this  matter  straightened  out  with  reasonable 
satisfaction. 

Sincerely, 

F.  B.  Odlum. 


Exhibit  No.  185G 
[From  the  files  of  Glore,  Forgan  &  Co.] 


October  20,  1932. 


Transcription  of  Mr.  Igleh  art's  Telephone  Conversation — re  New  York 

State  G.  &  E. 

1  have  talked  with  the  partners  here  in  New  York  and  some  of  them  in  Chicago 
and  I  want  to  go  over  once  again  exactly  what  took  place.  On  Friday  afternoon 
at  about  3:  30  he  came  in  the  office  (Mr.  Hopson)  and  he  went  into  Mr.  Durell's 
office,  and  he  said  he  had  a  chance  to  sell  $5,000,000  New  York  Electric  &  Gas 
bonds.  Durell  said  to  him,  "Do  you  mean  to  some  insurance  company  or  invest- 
ment trust?"  and  Hopson  said,  "No,  I  mean  to  some  bankers",  and  he  would 
give  us  no  idea  who  the  bankers  were.  Durell  said  "You  are  talking  to  the 
wrong  man.  Wait  until  I  get  Iglehart  in  here".  And  I  came  in  and  he  said  he 
had  a  chance  to  sell  them  to  bankers,  and  did  we  want  to  make  a  commitment. 
Marshall  came  in  while  the  conversation  was  going  on  and  he  heard  him  say 
that  he  had  a  chance  to  sell  $5,000,000  bonds,  and  in  a  perfectly  offhand  casual 
way  he  said  "For  Heaven's  sake  go  ahead  and  sell  them",  which  was  the  logical 
thing  to  say,  if  you  ever  had  any  dealings  with  Hopson.  Now  that  gave  Hopson 
his  release.  There  is  no  question  in  our  minds  about  that.  I  said  to  Mr. 
Hopson  "I  don't  think  you  can  come  into  this  office  Friday  afternoon  and  expect 
us  to  come  to  a  decision,  and  I  think  the  least  you  can  do,  as  long  as  we  have 
always  done  this  business,  is  to  give  us  until  Monday  afternoon".  He  said  he 
was  sorry  that  he  couldn't  do  this,  as  the  bankers  wanted  to  go  to  work  on  it 
right  away.  I  said  the  bankers  would  wait  until  Monday.  He  said  he  was 
sorry;  they  wanced  to  do  it  immediately.  I  said  "I  think  you  ought  to  wait  until 
Monday  and  I  will  call  you  Monday  afternoon.  I  didn't  wait  until  Monday 
afternoon:  I  called  him  at  a  quarter  of  eleven- Monday  morning.  He  said  he 
had  already  committed  himself. 

Now  we  feel  that  if  that  was  the  case  a  good  many  conversations  must  have 
gone  on  beforehand-  We  honestly  feel — I  am  going  to  be  perfectly  frank  with 
you — that  your  having  been  a  member  of  the  group  with  us,  it  is  a  most  unusual 
procedure  and  we  think,  frankly,  a  very  unethical  one.  That  is  honestly  the 
way  we  feel  about  it. 

Yes,  well  I  think  that  you  could  have  found  that  all  out  had  you  come  to  us 
and  said  "He  is  discussing  it  with  us". 

He  said  that  you  were  ready  to  make  a  commitment.  Well — that  is  what 
he  said.  Marshall  would  never  have  made  the  statement  he  did  had  he  not 
put  it  that  way. 

I  don't  think~we  wish  to  discuss  it  with  him  one  iota.  And  I  would  like  to 
explain  how  Sullivan  and  Cromwell  got  their  clearance.  They  called  us  early 
Monday  morning  and  said  they  understood  that  somebody  else  was  going  to 
be  the  bankers  for  the  New  York  State  Gas  &  Electric.  I  said  "I  think  there  is 
something  in  that."  They  said  "Is  it  all  right  for  us  to  go  ahead".  T  said.  "T 
am  sorry,  I  can't  tell  you.  I  will  let  you  know  the  moment  I  can".  I  called 
Hopson  at  a  quarter  of  eleven  and  asked  him  to  come  around  here.  He  said 
he  was  sorry,  he  couldn't,  that  he  had  already  committed  himself.  There  was 
no  reason  why  we  should  keep  Sullivan  &  Cromwell  from  having  some  law 
business,  so  they  were  released,  and  those  were  the  conditions  under  which  they 
were  released. 

I  think  that  if  your  house  had  been,  say,  E.  H.  Rollins  &  Son,  and  had  not  been 
a  member  of  this  group,  and  you  had  done  this  business,  I  think  that  would 
have  been   one  thins*'.     P>ut   I   think  when   you  were  partners  of  ours  in  the 
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business — to  say  nothing  to  us  about  the  conversations — I  think  the  least  thing 
you  could  do  was  to  tell  him  to  take  all  his  conversations  to  us,  and  that  If  we 
were  not  interested,  you  roicjht  be  interested  in  the  business. 

That  was  perfectly  true  last  July.    When,  since  then,  did  he  tell  you  that? 

In  August  we  asked  hfin  if  he  was  ready  to  talk  about  New  York  State  Gas  & 
Electric.  He  said  he  would  not  discuss  it  at  that  time.  That  was  the  last 
conversation  we  had  with  him. 

Before  you  did  anything  with  him  it  would  have  been  very  much  nicer  had 
you  come  to  us.  I  mean,  before  you  had  any  dealings  with  him,  I  think  that, 
as  long  as  we  had  been  the  bankers  for  that  business  ever  since  it  was  originated, 
I  think  if  you  had  come  to  us  and  said  "Hopson  wants  to  talk  about  it  Are  you 
not  interested?"  I  think  that  is  the  way  we  would  have  done  the  business. 
Well,  you  see  the  way  he  severed  banking  relations. 

Yes,  but  N.  W.  Harris  is  one  thing,  and  Harris  Trust  &  Savings  are  another. 

Well,  if  you  can  tell  us  any  bankers  that  were  doing  anything  in -the  month 
of  July  in  the  way  of  underwriting.  Well,  I  don't  know  who  were.  Well,  no- 
body else  would  have  ventured  it  that  I  know  of. 

I  think  your  method  of  checking  may  have  been  fine,  in  your  eyes.  I  think 
the  check  would  have  been  very  much  better  had  you  come  to  your  partners 
and  asked  them  about  it.  I  think  that  would  be  the  real  way  to  check.  That 
is  my  feeling  and  the  feeling  of  the  partners  here.-^-as  long  as  we  were  partners 
in  the  business  and  had  asked  you  into  the  business  originally.  I  think  that  is 
an  obligation. 

I  don't  expect  you  to;  but  that  is  the  way  we  do  feel. 

I  would  go  in  to  see  Forrest  in  Chicago.  Yes,  he  is  posted  thoroughly.  He 
knows  all  the  details  of  it. 

Well  of  course  the  way  he  freed  himself  was  a  perfectly  ridiculous  way.  You 
would  have  done  exactly  what  we  did  under  similar  circumstances,  I  think. 
And  I  do  think  that  you  should  have  gotten  in  touch  with  us,  as  long  as  we  had 
originally  invited  you  into  the  business  and  it  was  our  business  and  always 
had  been  our  business.  How  he  can  expect  to  come  in  late  Friday  afternoon 
and  have  us  give  him  an  answer  in  fifteen  minutes. 


Exhibit  No.  1857-1 

[Letter    from.  Arthur   H.    Dean.    Sullivan   &   Cromwell,   to   Investment   Banking   Section 
Monopoly  Study,  Securities  &  Exchange  Commission] 

Cable  address :  "Ijadycourt,"  New  York 

Suixivan  &  Cromwell, 
48  Wall  Street,  ~New  York,  January  5,  1940. 

Re :  New  York  State  Electric  and  Gas  Company. 

Mr.  Peter  R.  Nehemkis,  Jr., 

Special  Counsel,  Investment  Banking  Section, 

Monopoly  Study,  Securities  and  Exchange  Commission, 

Washington,  D.  C. 

Dear  Mr.  Nehemkis:  It  is  my  understanding  that  you  vrUil  to  introduce  into 
the  Record  of  the  Proceedings  before  the  Temporary  National  Economic  Com- 
mittee copies  of  the  following  documents  taken  from  the  files  of  The  First 
Boston  Corporation,  all  of  which  relate  to  the  proposed  financing  by  New  York 
State  Electric  and  Gas  Company : 

(a)  Memorandum  signed  by  George  D.  Woods,  dated  January  25,  1937,  relat- 
ing to  a  conversation  he  had  had  with  Fred  S.  Burroughs,  Vice  President  of 
Associated  Gas  &  Electric  Company ; 

_  (b)  Letter  from  Monroe  C.  Gutman  of  the  firm  of  Lehman  Brothers,  dated 
January  25,  1937,  addressed  to  George  D.  Woods  of  The  First  Boston  Corporation 
to  which  was  attached  a  memorandum  of  the  same  date  outlining  Mr.  Gutman's 
understanding  of  certain  conversations  he  had  had  with  Mr.  Woods; 
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(c)  Letter  from  George  D.  Woods  of  The  First  Boston  Corporation  to  Monroe 
C.  Gutman  of  Lehman  Brothers,  dated  January  29,  1937  commenting  on  Mr. 
Gutman's  letter  and  memorandum  of  January  25,  1937. 

Both  Mr.  Woods  and  his  secretary  are  at  present,  absent  from  the  City.  As 
counsel  for  The  First  Boston  Corporation  I  hereby  advise  you  that  I  am  familiar 
with  the  documents  above  referred  to  and  I  am  authorized  on  behalf  of  The 
First  Boston  Corporation  to  advise  you  that  there  will  be  no  objection  to  your 
introduction  of  such  documents  into  the  Record. 

I  will  be  present  in  Washington  on  Monday  and  if  you  deem  it  necessary  I 
will  be  glad  to  sign  a  stipulation  to  this  effect. 
Very  truly  yours, 

Arthur  H.  Dean. 


Exhibit  No.  1857-2 

[From  the  flies  of  The  First  Boston  Corporation.     Memorandum  by  George  D.  Woods] 

Memorandum  he:  New  York  State  Electric  and  Gas  Company 

About  a  week  ago  Mr.  Burroughs  discussed  the  situation  with  respect  to  this 
Company's  financing  with  me  at  some  length.  Briefly,  the  Company  has  sold 
through  an  independent  group  of  dealers  approximately  $13,000,000  of  First 
Mortgage  4%  Bonds  and  has  made  delivery  in  the  form  of  interim  receipts. 
The  Chase  Bank,  as  Trustee  under  the  First  Mortgage,  has  thus  far  been  un- 
willing to  authenticate  the  bonds  because  of  inability  of  the  Company  to  furnish 
the  Bank  with  an  opinion  of  independent  counsel  as  to  the  validity  of  the  lien. 
The  interim  receipts  call  for  delivery  not  later  than  January  31st  of  either  the 
actual  bonds  or  the  return  of  the  cash. 

In  addition,  Mr.  Burroughs  states  there  is  approximately  $30,000,000  worth  of 
profitable  refunding  still  to  be  done  in  the  picture  and  approximately  $6,000,000 
of  new  money  is  needed  immediately  for  the  construction  of  a  new  generating 
station  and  certain  transmission  lines.  Mr.  Burroughs  estimates  that  over  the 
next  eighteen  months  an  additional  $15,000,000  will  be  required  to  take  care 
of  the  necessary  construction  program. 

Mr.  Burroughs  then  stated  that  he  had  been  having  discussions  with  the 
Arm  of  Lehman  Brothers  relative  to  the  broad  problems  of  the  Associated  system 
and  the  specific  problem  of  New  York  State  Electric  and  Gas  Company.  He  said 
that  Lehman  had  evidenced  a  great  deal  of  interest  and  had  expressed  a  desire 
to  be  helpful.  Specifically,  he  stated  that  they  were  desirous  of  joining  New 
York  State  Electric  and  Gas  underwriting  group,  and  as  a  member  of  the  group 
having  an  opportunity  of  conferring  with  Sullivan  &  Cromwell  with  respect  to 
its  problems. 

I  advised  Mr.  Burroughs  that  we  and  Glore,  Forgan  and  Company  were  joint 
managers  of  the  group  and  stated  that  this  arrangement  could  not  be  disturbed 
but  that  I  would  be  glad  to  discuss  with  Glore,  Forgan  and  Company  the  ques- 
tion of  including  Lehman  in  the  group  in  third  position  with  no  participation  in 
the  management  and  with  an  amount  of  bonds  not  greater  than  the  participa- 
tion of  Glore,  Forgan  or  ourselves.  This  was  agreeable  to  Mr.  Burroughs  and 
subsequently  proved  agreeable  to  Mr.  Freeman  of  Glore,  Forgan  and  Company. 

Mr.  Gutman  of  Lehman  Brothers  telephoned  to  me  last  Friday  and  we  con- 
firmed this  arrangement.  I  undertook  to  release  Sullivan  &  Cromwell  as  the 
group's  counsel  to  talk  to  Mr.  Gutman  and  I  have  since  done  so. 

Mr.  Gutman  brought  up  the  question  of  the  participation  of  his  firm  in  all 
financing  of  Associated  operating  subsidiaries  and  asked  whether  there  were 
other  similar  joint  account  arrangements  and  whether  we  would  be  willing  to 
discuss  his  firm  participating  as  joint  manager  in  other  accounts.  I  stated  that 
so  far  as  I  knew  New  York  State  Electric  and  Gas  Company  was  the  only  situa- 
tion, where  we  were  the  head  of  the  business,  which,  had  a  joint  account  arrange- 
ment and  I  said  that  depending  on  the  situation  as  it  might  exist  at  the  time 
and  on  the  wishes  of  the  Company,  there  would  be  no  reason  why  we  should  not 
discuss  a  joint  management  arrangement. 

G.  D.  W. 

1-25-37. 
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Exhibit  No.  1857-3 

[From  the  flies  of  The  First  Boston  Corporation  J 

Chicago  Office.  231  South  La  Salle  Street 

Lehman  Brothers, 
One  William  Street,  New  York,  January  25th,  1937. 
The  First  Boston  Corporation, 

100  Broadway,  New  York,  N.  Y. 

Attention,  Mr.  George  D.  Woods. 

My  Dear  Mr.  Woods:  I  beg  to  attach  hereto  a  memorandum  which  I  have 
prepared,  which  embodies  very  briefly  our  understanding  in  connection  with 
New  York  State  Electric  &  Gas  Corporation  financing  and  other  financing  of 
Associated  Gas  &  Electric. 
Very  truly  yours, 

Monroe  C.  Gutman. 

MCG.MCH 

Encl. 


Exhibit  No.  1857-4 
[From  the  files  of  The  First  Boston  Corporation] 

January  25th,  1937. 

Memorandum  Regarding  Relationship  of  The  First  Boston  Corp.  and  Lehman 
Brothers  in  Connection  With  Associated  Gas  &  Electric  Financing 

With  respect  to  all  future  financing  for  Associated  Gas  &  Electric  or  its  sub- 
sidiaries, the  two  firms  are  to  manage  such  financing  jointly  as  leaders,  (details 
of  the  handling  of  the  business  to  be  worked  out  later)  due  recognition  to  be 
given  in  such  financing  to  the  obligations  of  The  First  Boston  Corp.  to  old 
participants  in  the  Chase-Harris  Forbes  groups  in  a  manner  satisfactory  to 
both  firms. 

In  connection  with  New  York  State  Electric  &  Gas  Corporation  financing, 
The  First  Boston  Corp.  apd  Glore,  Forgan  &  Co.  are  to  be  managers;  Lehman 
Brothers  are  to  be  offered  an  equal  participation  in  amount  with  the  above 
two  firms,  Lehman  Brothers'  name  to  appear  in  third  place. 


Exhibit  No.  1857-5 
[From  the  files  of  The  First  Boston  Corporation] 

The  First  Boston  Corporation, 
New  York,  N.  Y.,  January  29, 1981. 
Pencil  notation :  Future  Financing.     N.  Y.  State  El.  &  Gas  Corp. 

Lehman  Brothers, 

1  William  Street,  New  York,  N.  Y. 
(Attention:  Mr.  Monroe  C.  Gutman.) 

Dear  Sirs  :  This  will  acknowledge  your  letter  of  January  25th  and  the  enclosure 
all  in  connection  with  our  several  telephone  conservations  relative  to  Associated 
Gas  &  Electric  Company  matters. 

The  arrangement  stated  in  the  last  paragraph  of  your  memorandum  is  in 
accordance  with  my  understanding  and  I  have  confirmed  it  with  Glore,  Forgan  & 
Company. 

However,  with  respect  to  the  first  paragraph  I  feel  that  the  record  should 
clearly  indicate  that  we  are  not  discussing  all  future  financing  of  Associated 
Gas  &  Electric  Company  and  its  subsidiaries  but  only  that  financing  with  respect 
to  which  Harris,  Forbes  &  Company  and/or  Chase  Harris  Forbes  Corporation 
have  previously  enjoyed  the  position  of  leadership.  I  would  also  like  to  add 
that  it  is  my  understanding  that  in  such  cases  we  will  discuss  the  question  of 
joint  leadership  in  the  light  of  circumstances  and  conditions  existing  at  the  time 
and  provided  at  the  time  the  Company  requests,  that  existing  syndicate  manage- 
ment arrangements  be  augmented  along  the  lines* of  your  memorandum. 
Very  truly  yours, 

: *--  Vise  President. 

George  D.  Woods. 

nuns. 


12776  CONCENTRATION  OF  ECONOMIC  POWER 

Exhibit  No.  1858 

LFrom  the  flies  of  Kutan,  Loeb  &  Co.     Memorandum  by  John  M.  Schiff] 

Memorandum  Regarding  Armstrong  Cork  Company 

Yesterday  Mr.  M.  L.  Freeman  discussed  with  me  the  possibility  of  doing  some 
financing  for  the  Armstrong  Cork  Company,  with  which  he  has  a  connection.  I 
told  him  that  I  would  discuss  it  here  in  the  office,  and  asked  him  to  return  today. 

Having  checked  up  on  the  Company  and  found  that  the  original  financing  had 
been  done  by  the  Guaranty  Company,  I  explained  to  Mr.  Freeman  that  the 
Guaranty  Company's  successor  was  E.  B.- Smith  &  Co.  and  that  naturally  we  din 
not  want  to  poach  on  their  preserves.  However,  he  told  me  that  in  1932  the 
Company  had  wanted  to  borrow  $2,000,000  from  the  Guaranty  Trust  Company, 
with  whom  they  have  an  account,  and  that  the  Bank  was  not  willing  to  loan 
them  more  than  $500,000  at  that  time.  The  Armstrong  Cork  Company  was  very 
distressed  at  this  and  later  raised  the  money  through  Pittsburgh  banks  and 
therefore  at  present  are  not  desirous  of  doing  business  with  the  Guaranty  Com- 
pany or  their  successors.  Likewise,  Lehman  Bros,  had  approached  the  Arm- 
strong Cork  Company  with  the  idea  of  buying  a  block  of  stock  from  them,  either 
existing  stock  in  the  hands  of  present  holders  if  they  did  not  need  new  money 
or,  if  they  needed  new  money,  treasury  stock.  However,  this  did  not  appeal  to 
the  Company. 

Mr.  Freeman  explained  that  the  Company  needs  from  five  to  ten  million  dollars 
foi-  improvement  to  their  plants  and  would  like  to  issue  a  preferred  stock.  He 
realizes,  however,  that, probably  a  preferred  stock  would  not  be  feasible  at 
this  time  and  suggested  four  or  five  year  notes  convertible  into  stock.  I  told 
him  that  provided  he  explained  in  detail  to  the  company_that  they  were  coming  to 
us  of  their  own  free  will,  we  should  be  pleased  to  have  a  talk  with  them  if  he 
would  bring  in  one  of  their  senior  officers  the  next  time  he  was  in  New  York, 
which  he  agreed  to  do. 

J.  M.  S. 

Julv  C7,  1934. 

Exhibit  No.  1859 

[Prom  the  files  of  Kuhn,  Loeb  &  Co.     Memorandum  by  Jerome  J.  Hanauer] 

November  18, 1927. 
Confidential. 
Re :  The  Youngstown  Sheet  &  Tube  Co. 

Mr.  Seward  Prosser,  late  in  the  afternoon  of  November  17th,  telephoned  to  ine 
asking  whether  he  could  come  around  to  see  me  and  a  few  minutes  afterwards 
he  caine  in.  Mr.  Prosser  stated  that  he  understood  we  were  negotiating  for  the 
Youngstown  refunding,  and  that  he,  realizing  our  usucl  practices,  and  our  friend- 
ship for  his  company,,  felt  we  were  negotiating  under  a  misapprehension  of 
the  Bankers  Trust  Company's  position ;  that  the  Youngstown  Company  and  Mr. 
Campbell,  the  President,  were  the  closest  friends  ot  the  Bankers  Trust  Com- 
pany, that  Mr.  Samuel  Mather  was  a  director  of  the  Trust  Company  and  It  would 
be  a  great- blow  for  the  Trust  Company  if  they  should  lose  this  business.  Mr. 
Prosser  stated  that  somejnonths  ago  Mr.  Campbell  told  him  that  he  felt  that 
he  could  get  at  least  99  for  his  new  bonds'  and  he  then  had  told  Mr.  Campbell 
that  if  he  could  get  such  a  price  from  bankers  of  high  rank  he,  Mr.  Prbsser, 
would  have  to  advise  him  to  accept  such  an  offer.  Since  then,  however,  condi- 
tions in  the  bond  market  had  improved  and  even  now  the  company  was  only 
getting  98;  that  he,  Mr.  Prosser,  wished  us  to  realise  that  the  whole  question 
between  Mr.  Campbell  and  himself  had  beenJofle  of  price.  Mr.  Prosser  seemed  to 
know  everything  about  the  transaction  including  such  facts  as  that  the  Advisory 
Committee  had  been  to  New  York  negotiating  it  and  that  it  had  been  originally 
suggested  to  us  by  an  intermediary  who  knew  someone  in  our  office.  In  reply  I 
told  Mr.  Prosser  that  this  matter  had  been  suggested  to  us  originally  many 
months  ago  by  an  intermediary  and  we  had  at  first  ridiculed  the  suggestion, 
paying  to  the  intermediary  that  the  Bankers  Trust  Company  was  the  banker  of 
the  Youngstown  Company.  The  Intermediary  insisted  that  this  was  not  so  and 
that  Mr.  Campbell  would  like  to  do  the  business  with  us.  We  declioed  to  discuss 
the  matter  any  further  with  the  intermediary  and  stated  that  we  could  only 
cwffrkier  the  matter  if  these  things  were  stated  to  us  direct  by  Mr.  Campbell. 
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Mr.  Campbell  did  gome  in  to  see  tis  about  three  weeks  ago,  together  with  Mr. 
Morris,  the  Vice  President  of  the  Company.  The  very  first  thing  I  said  to  Mr. 
Campbell  was,  "How  about  your  relations  with  the  Bankers  Trust  Company? 
Aren't  they  your  bankers?  They  are  very  good  friends  of  ours  and  it  is  our 
principle  not  to  interfere  with  the  established  relations  of  our  good  friends. 
We  would  of  course  be  pleased  to  make  a  connection  with  the  Youngstown  Com- 
pany ;  that  we  had  felt  that  way  ever  since  we  had  had  negotiations  some  years 
ago  for  a  merger  of  the  Independent  Steel  Company  and  that  if  he  wanted  us  In  the 
picture  we  would  be  glad  to  do  the  business  with  the  Bankers  Trust  Company." 
Mr.  Campbell  replied  that  he  had  no  commitment  of  any  kind  to  the  Bankers 
Trust  Company  and  that  he  had  told  Mr.  Prosser  some  time  ago  that  he  intended 
to  make  this  transaction  with  others.  I  had  not  asked  Mr.  Campbell  for  his 
reasons  for  this  but  it  developed  In  the  ensuing  course  of  the  conversation  that 
an  element  in  it  appeared  to  be  Mr.  Campbell's  desire  to  make  a  transaction 
which  would  fit  in  with  the  possible  later  merger  with  the  Inland  Company. 
The  question  of  price  came  up  at  this  first  conference  and  I  replied  that  it  was 
not  possible  to  mention  any  price  until  we  knew  the  character  of  the  security 
the  company  was  willing  to  make ;  that  we  could  help  them  make  a  bond  which 
would  sell  very  high  or  we  could  sell  a  debenture  or  anything  in  between,  and  I 
particularly  stressed  the  point  that  we  would  not  enter  into  competition  with 
others  for  the  bonds.  This  first  negotiation  had  been  followed  by  several  weeks 
of  intense  work  (Mr.  Prosser  here  said  that  they  also  had  been  working  on  it 
for  some  time)  and  that  now  we  had  made  a  transaction  subject  to  the  approval 
of  the  Board  and  that  we  were  committed  and  could  not  withdraw  even  if  we 
desired  to.  Mr.  Prosser  was  entirely  familiar  with  the  fact  that  the  Board 
meeting  was  to  take  place  this  Friday  morning.  I  further  stated  to  Mr.  Prosser 
that  what  Mr.  Campbell  had  said  to  us  was  confirmed  by  the  fact  that  we  had 
only  recently  heard  that  their  group  had  been  dissolved  and  that  one  of  their 
members  had  independently  tried  to  get  the  business  or  to  get  in  with  whoever 
would  get  the  business.  (Mr.  Prosser  here  said  that  this  was  not  correct,  that 
their  group  was  intact  and  had  had  recent  meetings.)  I  further  told  Mr. 
Prosser  that  we  had  discussed  among  the  partners  the  question  of  whether  we 
could  not,  in  some  way,  offer  them  a  share  in  the  business,  but  Mr.  Prosser 
immediately  said  that  while  that  was  very  nice  of  us  he  could  not  consider  that. 

Mr.  Schiff  came  in  to  the  room  at  about  this  time  and  most  of  what  was  said 
above  was  repeated  on  both  sides — Mr.  Prosser  emphasizing  what  a  blow  it  would 
be  to  his  Trust  Company  to  lose  this  business  and  Mr.  Schiff  emphasizing  how 
we  had  made  every  effort  to  be  sure  that  we  were  not  competing  with  them. 
I  stated  that  while  we  never  competed  for  business,  we  of  course  could  not  take 
the  position  that  if  a  corporation  came  to  us  and  told  us  they  were  free  that  we 
would  not  deal  with  them.  Mr.  Prosser  then  stated  that  he  now  understood  our 
position  and  wished  to  say  that  he  felt  that  they  had  no  grievance  against  us; 
that  what  Mr.  Campbell  had  said  was  exactly  correct,  but  that  Mr.  Campbell 
had  evidently  remained  under  the  impression  that  they  would  not  pay  higher 
now  than  they  had  suggested  many  months  ago  and  that  he  felt  that  if  he  sold 
under  99  he  should  have  come  back  to  them.  Mr.  Schiff  said  to  Mr.  Prosser  just 
before  he  left,  "Think  the  matter  over  over-night  and  perhaps  you  can  make 
some  suggestion  tomorrow  which  will  be  satisfactory  all  around." 

Immediately  after  the  conference  I  repeated  the  substance  of  it  to  Mr.  Morris, 
the  Vice  President  of  the  Youngstown  Company,  who  was  at  the  time  still  in  our 
office.  He  assured  me  that  outside  of  any  conversations  Mr.  Campbell  may  have 
had  with  Mr.  Prosser  they  had  had  no  negotiations  and  certainly  that  no  work 
had  been  done  in  endeavoring  to  work  out  a  plan  or  a  mortgage.  This  morning, 
after  consultation  among  the  partners,  I  telephoned  to  Mr.  Morris  that  while 
we  would,  of  course,  prefer  to  do  the  business  alone,  we  did  not  wish  to  do  any- 
thing to  embarras  Mr.  Campbell  in  any  way  and  if  Mr.  Campbell  desired  us  to 
do  so  we  would  be  willing  to  offer  one-half  of  the  business  to  the  Bankers  Trust 
Company.  Mr.  Morris,  without  leaving  the  telephone,  said  that  he  had  repeated 
to  Mr.  Campbell  the  substance  of  what  I  had  told  him  about  Mr.  Prosser's  visit, 
and  that  Mr.  Campbell  was  very  much  incensed  about  Mr.  Prosser's  coming  to 
see  us  with  any  such  statement  and  that  the  only  way  Mr.  Prosser  knew  about  .the 
price  was  that  Mr.  Campbell  had  yesterday  telephoned  to  Mr.  Prosser  informing 
him  that  he  had  closed  with  us  at  98,  possibly  speaking  to  him  about  the 
Trusteeship. 

._ • u Ui  __,— .  J.   J*   Jo.. 

JJH/MC. 

11/18/27. 
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On  the  morning  of  Monday,  November  21st,  I  called  on  Mr.  Prosser  together 
with  Mr.  Morris.  It  was  first  arranged  that  the  Bankers  Trust  Company  would 
accept  Trusteeship  of  the  new  mortgage  and  then  Mr.  Morris  left  and  I  told  Mr. 
Prosser  that  we  were  going  ahead  with  the  offer  promptly  and  offered  to  him, 
for  his  group,  a  one-half  interest  in  name,  subject  to  the  usual  management  charge, 
or  a  one-third  silent  interest.  He  immediately  replied  that  he  did  not  see  how 
he  could  accept  but  he  appreciated  our  offer,  and  that  he  would  consult  the 
group  and  let  us  have  an  answer  promptly.  Shortly  thereafter  he  telephoned 
to  me  asking  me  for  the  prices  at  which  we  expected  to  syndicate  and  sell  the 
bonds,  which  I  gave  him  and  a  little  later  he  telephoned  again  to  say  that  it 
had  been  decided  that  they  could  not  participate  as  a  group. 

After  fcfeis  M*r  MoEldowncy  el  ^fee  Union  Truot  el  Fittoburgh  telephoned  *e 

tyft t   vBcH  ir   ^rc  Wvnro  TttftrrC    Rifri  tttc   9&H1C   wuGf  no  WC   BflCI    m&O^    .itAP.    JTFODGCr   iOP 

a  £10,000,000  participation  m  *fee  buaincoa  they  would  like  te  teke  ifc  aed  we 
later  m  the  day  arranged  with  k4ea  te  give  k4ea  ft  participation  el  87,500,000. 

ttt,  „..„ —  „«.„,1  *_  thr  vntifiTinl   Pity  f'nmnnnr  i'~\  f  r     Pi  n  ■  -  i  -i  i   T^"*  »U-T.  ^«-^;„;^„<.„ 

11^   BQhhOB  LLU    v^    ULIKj    ZTO  11U11U1    \-^*  vj    TTwinpwn^    I  .111  .    U  n  V  T3J     1  UUl    L11U  1     Uul  llliUUl'U 

silently  ie.  rcoponoc  te  which  invitation  -Mfr  Hugh  Baker  later  telephoned  *e 
George  Bovcniacr  that  they  le&  that  under  %ke  oircumotancc3  they  could  set 
aoocpt  %he  participation  aed  they  greatly  regretted  that  they  h&d  fce  give  «©  the 
opportunity  el  making  a  eiee  profit.     ^W-e  offered  a  participation  &tee  *e  %hj 

didn't  #eei  fc&a*  they  oould  ge  along.  -We  offered  the  Continental  aed  Com 
mcroial  Cer  el  Chicago  a  participation  through  their  New  York  rcprcocntativc 

Oil  t  vfiGjr  ft  13Q  con  I'Du c  tt1£V  tJOuiQ  DOi  uCOCpt  ttt 

J.  J.  H. 

11/23/27. 

Note. — Portion  set  in  line  type  crossed  out  on  original. 


Re :  Youngstown.  Friday,  November  18th. 

At  about  5 :  00  o'clock  P.  M.  today  Mr.  James  A  Campbell  called  me  on  the 
telephone  and  said  about  as  follows : 

"In  reference  to  the  message  through  Mr.  Morris,  I  want  to  tell  you  exactly 
what  happened  with  the  Bankers  Trust  Company.  They  came  to  us  first  several 
months  ago  and  said  that  there  was  a  good  opportunity  for  us  to  sell  a  o°/c  bond 
to  refund  our  other  indebtedness  and  bid  94V2.  This  did  not  interest  me.  A 
couple  of  months  later  they  came  again  ana  said  that  the  bond  market  was 
better  and  that  they  could  pay  95*4  and  then  a  month  or  so  afterwards  bid  95%. 
Then  I  got  sore  and  read  the  riot  act  to  them  and  I  hoped  that  they  would  re- 
spond. That  they  did  not  do.  This  man  Freeman  had  been  in  and  said  he 
thought  he  could  get  99  or  par  from  responsible  people ;  but  we  paid  no  attention 
to  him ;  then  when  the  Bankers  Trust  Company  did  not  respond,  we  listened  to 
Freeman.  Then  again,  talked  with  Tilney  and  again  read  the  riot  act  Several 
weeks  elapsed  and  we  heard  nothing  from  them  and  I  felt  that  they  had  had 
every  opportunity.  We  then  went  in  to  see  you  and  you  told  us  you  wanted 
us  to  fix  the  type  of  bond  first  and  from  then  we  felt  hitched  to  you  until  the 
matter  had  been  decided.  Last  Tuesday  afternoon,  after  the  meeting  of  the 
Advisory  Committee  with  you,  I  ran  into  Seward  Prosser  and  told  him  the 
whole  story  except  price.  He  only  said  he  was  disappointed.  I  told  him  we 
hoped  to  make  him  Trustee.  I  also  told  him  that  you  had  suggested  taking 
them  along  in  the  business,  to  which  he  replied  that  if  it  was  good  for  part  it 
was  good  for  all.  Then  yesterday,  after  we  had  decided  the  matter  among 
ourselves  and  notified  you  that  we  would  sell  you  50- Year  Bonds,  he  insisted 
that  we  give  him  the  bonds  at  the  same  price.  I  refused  saying  my  word  is 
better  than  my  bond.  I  called  up  Dalton  who  agreed  with  me  and  who  called 
up  Prosser  and  told  him  so.  A  Vice  President  of  the  Guaranty  Trust  Company 
said  that  we  (Youngstown)  did  not  know  how  to  sell  bonds,  that  we  should  have 
offered  the  bonds  at  97%  or  98  but  I  felt  that  they  should  have  done  the  best 
they  could  for  us  and  not  try  to  buy  them  as  cheaply  as  they  could.  I  would 
rather  resign  than  break  my  word.  There  was  no  question  with  the  Board  of 
Directors,  it  was  unanimous. 

About  their  participating,  that  is  up  to  you.  They  had  their  day  in  court 
We  would  of  course  be  pleased  if  you  did  so,  as  we  are  not  angry  with  them.  They 
ure  good  friends  and  there  are  a  lot  of  influential  people  connected  with  the 
Company — Morgans  and  others — but  that  matter  is  entirely  up  to  you." 

J.  J.  H. 

J JH :  MC. 
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Exhibit  No.  1860 

[From  the  flies  of  Smith,  Barney  &  Co.     Diary  entries  by  J.  N.  L.  (J.  N.  Land)  J.  W.  C. 
(J.  W.  Cntler).    K.  W.  (Karl  Welsheit)  and  E.  W.  (R.  Weis)] 

Armstrong  Cork  Company 

Guaranty  Company  headed  note  financing  done  for  this  Company  several  years 
ago.    JRS  and  CSC  to  make  trip  to  Lancaster.    JNL— 10/22/34. 

Discussed  with  J.  R.  S.  feasibility  of  using  excess  cash  to  redeem  the  debentures 
and  refunding  balance  with  short  term  notes  but  it  was  felt  we  would  not  be 
warranted  in  making  the  suggestion  to  the  company.    KW — 11/14/34. 

Mr.  Suter  and  Mr.  Powlison  of  this  Company  met  with  JWC,  BW  and  KW  at 
this  office  12/5/34  and  told  us  they  had  been  thinking  about  some  sort  of  refund- 
ing operation  in  connection  with  their  outstanding  debentures.  We  are  to  give 
them  our  ideas  as  to  what  we  think  could  be  done  on  various  serial  and  longer 
term  note  issues.    KW— 12/7/34. 

Discussed  Armstrong  Cork  with  Passmore  12/10/34.  He  was  very  strong  in  his 
opinion  that  company  should  not  put  out  bonds  maturing  serially.  Said  that  if 
Company  should  put  out  such  bonds  and  then  come  to  him  for  a  bank  loan,  the 
serial  maturities  would  loom  very  large  in  his  mind  as  an  adverse  factor.  The 
only  way  we  can  see  that  the  Co.  could  save  money  by  refunding  would  be  to 
put  out  one,  two,  three  and  four  year  serial  notes.  Even  on  this  basis  the  savings 
for  the  four  years  would  apparently  not  be  greater  than  $50,000  to  $75,000  total, 
after  paying  expenses  and  paying  us  one  point  for  handling  the  business. 
JNL— 12/12/34. 

Mr.  Prentis  and  Mr.  Suter  had  lunch  with  JWC  and  myself  yesterday.  We  told 
Mr.  Prentis  and  Mr.  Suter: 

1.  that  a  short  serial  issue  could  be  placed  privately  on  a  basis  which  would 

show  the  Company  a  moderate  amount  of  interest  savings  but  we  could 
not  advise  their  doing  this  because  it  would  place  on  them  a  heavy 
burden  of  fixed  serial  maturities ; 

2.  that  we  did  not  believe  it  would  be  possible  to  place  privately  a  ten  or 

fifteen  year  issue  in  the  amount  of  $10,000,000  or  $12,000,000; 

3.  that  we  considered  it  impossible  to  pub  put  a  ten  or  fifteen  year  issue  at  a 

price  which  would  save  the  Company  money-for-the  next  five  and  one- 
half  years; 

4.  that  a  ten  or  fifteen  year  debenture  issue  convertible  into  common  stock 

on  a  scale  beginning  at  30  could  be  successfully  marketed,  if  registered, 
at  slightly  over  a  4%%  basis  and  that  our  compensation  for  handling 
such  an  issue  should  probably  be  nearer  four  points  than  three  points, 
exclusive  of  legal  expenses ;  and 

5.  that  we  hardly  thought  the  time  had  arrived  when  a  preferred  stock  issue 

could  be  placed  successfully. 

Mr.  Prentis  made  it  clear  that  he  was  not  in  favor  of  putting  out  short-term 
serial  maturities  and  the  only  thing  he  might  consider  would  be  to  put  out  a  ten  or 
fifteen  year  bond  issue  or  preferred  stock  issue  provided  this  could  be  done  on  a 
basis  which  would  either  save  money  or  at  least  not  lose  much  money  and  pro- 
vided further  t!  at  the  issue  could  be  made  without  having  to  comply  with  present 
very  burdensome  registration  requirements.  We  told  Mr.  Prentis  that  we  were 
hopeful  that  registration  requirements  for  new  issues  would  be  greatly  simplified 
in  the  near  future.  It  was  agreed  that  both  the  Company  and  we  would  con- 
tinue to  keep  their  problem  in  mind  and  particularly  make  a  point  of  giving  fresh 
consideration  to  it  if  and  when  registration  requirements  are  made  less  burden- 
some. Mr.  Prentis  invited  JWC  and  myself  to  visit  them  at  Lancaster  and  we 
are  planning  to  do  this  some  time  in  January.    JNL — 12/21/34. 

Lewis  Strauss  of  KL  told  JRS  and  myself  3/14/35  that  they  had  this  business, 
and  he  asked  if  we  would  be  interested  in  joining  them.  We  explained  that  this 
was  an  old  account  of  ours  and  we  believed  it  was  still  ours,  but  it  was  kind  of 
him  to  think  of  us  and  we  would  like  to  consider  the  situation.  I  subsequently 
talked  to  Roy  Passmore  at  the  Bank,  who  said  that  he  had  been  in  conversation 
with  officers  of  the  Company  within  the  last  thirty  days  and  felt  very  sure  that 
thc-e  was  nothing  in  KL's  contention,  and  that  the  Company  would  not  do  any- 
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thing  without  discussing  the  matter  with  them  at  the  Trust  Co.  first,  and  that  he 
could  not  believe  they  would  accept  any  other  offer  without  giving  us  a  chance. 
I  suggested  it  might  be  well  for  us  to  take  a  day  and  run  down  to  Lancaster  to 
see  the  plant,  and  he  thought  this  would  do  no  harm.    JWC — 3/19/35. 

JRS  and  I  talked  to  Strauss  of  KL&Co.  and  told  him  that  we  believed  Arm- 
strong to  be  our  business  and  that  when  something  could  be  done  they  would  look 
to  us.  Strauss  said  if  that  were  so  KL  would  not  compete,  and  that  he  would  so 
inform  the  Armstrong  people.  If  they  really  wish  to  make  a  change  and  clear 
with  us,  KL  will  then  be  willing  to  talk  to  them.  We  indicated  that  if  and  when 
the  business  would  be  done  we  would  have  a  place  for  them.    JWC! — 3/20/35. 

Talked  with  Mr.  Suter  at  Lancaster  re  going  down  to  see  the  plant.  Said  in 
answer  to  his  inquiry  we  did  not  feel  he  had  a  definite  program  to  offer  but  would 
be  glad  to  continue  our  discussions  of  several  months  ago.  Both  Mr.  Suter  and 
Mr.  Prentis  were  going  to  be  away  after  their  meeting  Monday  and  Tuesday  of 
next  week,  and  therefore,  Suter  suggested  coming  down  the  following  week. 
Meanwhile  he  said  he  would  as  Mr.  Powlison,  who  is  in  the  New  York  office,  to 
come  in  and  see  us  tomorrow.    JWC — 3/21/35. 

Heard  again  from  Suter  and  have  made  appointment  to  see  him  in  Lancaster 
Wednesday  morning  April  3rd.    JWC— 3/29/35. 

Tried  to  get  RC  Jr  or  CSC  to  make  trip  with  me  but  impossible  on  account  pre- 
vious engagements,  so  JNL  and  I  plan  to  go  and  meet  Mr.  Suter  as  arranged. 
JWC— 4/2/35. 

JWC  and  JNL  called  on  Co's  officials  in  Lancaster  4/3/35.  Discussed  refunding 
with  4%  debs,  or  pfd.  See  letter  in  Buying  Dept.  file  dated  4/4/35  for  outline  of 
plans  discussed.  Suter  said  Co.  had  not  done  any  shopping  around.  Said  further 
there  was  difference  of  opinion  in  their  own  organization  as  to  whether  they 
should  do  refunding.  Requested  us  to  furnish  computations  on  both  4%  debts, 
and  pfd.  and  said  they  would  have  further  discussions  as  to  whether  they  should 
do  refunding  and  if  so  whether  they  should  do  it  with  debs,  or  pfd.  Their  audited 
figures  for  12/31/34  will  not  be  available  mUch  before  June  1  due  to  length  of  time 
required  to  get  statement:  from  foreign  subs.    JNL — 4/6/35. 

JWC  called  Suter  today.  Suter  said  he  had  been  so  busy  since  getting  back  last 
Thursday  that  he  had  not  had  a  chance  to  study  our  calculations.  He  said  also 
that  he  might  be  in  New  York  Thursday  or  Friday  of  this  week.    JNL— 4/23/35. 

Lewis  Strauss  called  JRS,  *aid  Suter  had  been  in  to  see  him  when  he  was  in 
New  York  the  end  of  last  week  and  that  he  had  told  Suter  of  his  conversation  with 
us.  Suter  had  also  been  to  the  Guaranty  and  talked  with  Passmore,  who  said 
that  he  felt  sure  if  they  were  considering  immediate  action  Suter  would  have 
spoken  to  him  about  it.    JWC — 5/1/35. 

Suter  and  Powlison  came  in  today  and  J.  W.  C.  and  J.  N.  L.  talked  with  them. 
We  said  if  an  attractive  conversion  privilege  were  given  we  thought  15  year  4s 
could  be  sold  around  par.  A  week  ago  a  conversion  price  of  32%  would  have  been 
attractive ;  because  of  a  recent  break  in  market  such  price  would  not  now  be  par- 
ticularly attractive,  but  by  the  time  business  could  be  done  it  might  very  well  again 
become  attractive.  We  said  we  thought  a  non-convertible  15  year  4  might  be  sale- 
able around  96%  to  the  public  under  today's  conditions.  In  referring  to  spread 
we  mentioned  three  points.  Suter  not  inclined  personally  toward  preferred  stock 
but  asked  our  ideas  because  he  said  Prentis  had  been  interested  in  preferred.  We 
said  we  thought  a  5%  preferred  carrying  a  conversion  at  a  price  10  po.nts  or  so 
above  the  market  would  be  saleable  around  99  to  100.  Spread  on  such  t  n  issue 
we  thought  would  have  to  be  4  points.  Prentis  has  been  abroad  for  several  n^onths 
and  will  not  be  back  until  June  13.  Suter  indicated  they  would  probably  awa^  his 
return  before  reaching  a  decision  even  though  this  should  result  in  their  not  bt'ng 
able  to  file  by  June  30.    JNL— 6/3/35. 

Reported  to  L.  Strauss  6/10  our  last  conversation  with  Suter,  etc.  Strauss  said 
he  had  not  seen  him  recently  and  believed  he  had  reported  to  us  each  and  every 
time  the  Company  had  said  anything  to  them.    JWC— -6/13/35. 

We  headed  group  which  offered  publicly  $9,000,000  15- Year  4%  Debs.  Our  par- 
ticipation in  underwriting  40%,  $3,600,000 ;  others  in  group  included  Kidder  Pea- 
body  &  Co.  $1,800,000:  Lazard  Freres  &  Co.  Inc..  $1,800,000:  Kuhn  Loeb  &  Co. 
$1,800,000  (non-appearing).    BW— 7/24/35. 
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Exhibit  No.  1861 

[From  the  flies  of  Smith,  Barney  &  Co.] 

Outline  of  Guaranty  Companp  of  New  York's  relationship  to  public  financing 
of  The  American  Rolling  Mill  Company 


Offering 
Date 


Jan.  5, 1923 

Jan.  8, 1923 

Jan.  9, 1928 

Oct.  20, 1£30 


Julv   21,1933 


Issue 


$7,000,000  Fifteen- Year 
S.  F.  6%  Gold  Notes 
due  Jan.  1,  ,1938  (this 
issue  was  called  for 
payment  July  1,1928.) 

$7,000,000  Cum.  7% 
Pref.  Stk.  (this  Issue 
was  called  for  pay- 
ment April  1,  1928). 

$25,000,000  5%  S.  F, 
Gold  Debentures  due 
1948.1 

$15,000,500  Three-Year 
m%  Gold  Notes  du» 
Nov.  1,  1933  (this 
issue  was  refinanced 

Erlncipallv  by  giving 
olders  new  6%  Con- 
vertible   Notes    due 


$13,992,000  5%  Convert- 
ible Notes  due  Nov. 
1, 1938. 


Order  of  Appearance  in  Advertising  and  Interests 
on  Original  Terms 


Guaranty  Co.  30%;  Kidder  Peabody  (who  appar- 
ently brought  the  business  to  Guaranty  Co.  but 
reserved  the  right  to  handle  the  books,  which 
they  did  on  this  and  the  next*  piece  of  business 
listed  hereon)  33>,S%;  W.  E.  Hutton  &  Co.  30%; 
Marshall  Field,  Glows  Ward  &  6o.  6%%. 

Guaranty  Co.  30%:  Kidder  Peabody  (who  handled 
the  books)  33H%;  W.  E.  Hutton  4  Co.  30%; 
Marshall  Field,  Glore  Ward  &  Co.  6H%. 

Harris  Forbes  ?%;  W.  E.  Hutton  &  Co.  ?%;  Guar- 
anty Co.  10%;  Kidder  Peabody  ?%;  Union  Trust 
of  Pittsburgh  ?%;  Field  Glore  &  Co.  ?%.. 

Guaranty  Co.  30%;  Chase  Securities  Corp.  20%; 
National  City  Co.  10%;  W.  E.  Hutton  &  Co. 
30%;  Union  Trust  of  Pittsburgh  5%;  Mellon  Na- 
tional (non-appearing)  5%;  Kidder  Peabody; 
Field  Glore  &  Co.  Latter  two  appeared  because 
they  elected  to  do  so,  but  neither  had  f^ny  inter- 
est in  purchase  group  because  Chase,  National 
City  and  the  two  Pittsburgh  banks  had  been 
included  since  Guaranty  Co.  had  previously 
headed  the  business  an.d  therefore  purchase 
group  in  this  piece  of  business  was  filled. 

Pursuant  to  the  terms  of  a  Plan  and  Deposit 
Agreement  dated  July  21, 1933,  these  Notes  were 
offered  in  exchange,  par  for  pat,  for  the  Com- 
pany's 4^%  Gold  Notes  du$  November  1, 1933, 
which  were  outstanding  in  the  amount  of 
$18,992,000  as  of  July  21,  1933  and  which  could 
not  be  refunded  in  the  usual  manner  nor  paid 
at  maturity.  The  Company  paid  no  commis- 
sions or  other  remuneration  to  bankers  or  dealers 
to  solicit  deposits,  but  in  May,  June,  and  July 
1933  various  methods  for  meeting  the  Nov.  1, 
1933  maturity  were  discussed  with  Guaranty 
Co.,  which  in  turn  had  several  conversations 
with  Chase  Harris  Forbes,  National  City  Com- 
pany, W.  E.  Hutton  &  Co.  and  Union  Trust 
of  Pittsburgh.  Guaranty  Co.  did  a  consider- 
able amount  of  work  in  connection  with  investi- 
gating the  Company,  determining  terms  of 
Plan,  and  preparing  necessary  papers  (such  as 
indenture,  etc.)  called  for  by  the  Plan. 


Gross 
Sprend 


4V*pts. 


5H  Pts.  (?) 


4pts. 


1.75  pts. 


None. 


W  W. 
February  4, 1935. 

»  Harrw  Forbes  apparently  got  this  piece  of  business  because  they  had  a  director  on  the  Board  and  had  the 
assistance  of  the  National  Bank  of  Commerce  in  New  York  (which  was  the  original  trustee) .  Union  Trust 
of  Pittsburgh  was  included  because  of  its  interest  in  Columbia  Steel  Co.  which  had  been  recently  pur- 
chased by  Arnerican  Rolling  Mills.  Guaranty  Co.  was  originally  offered  an  appearing  position,  with  a  6% 
interest  in  banking  group,  but  no  position  in  origination.  After  J.  R.  S.  talked  to  Harris  Forbes,  tney 
gave  Guaranty  Co.  10%  In  origination;  6%  in  banking  group  and  4%  in  selling  group.  Harris  Forbes  also 
agreed  to  take  oare  of  Kidder  Peabody  and  Field,  Glore  &  Co.  separately,  which  took  care  of  Guaranty 
Co.'s  obligation  to  them. 


Exhibit  No.  1862-1 
[From  the  files  of  Smith,  Barney  &  Co.] 


Memorandum  for  Mr.  J.  W.  Cutler 


December  16,  1937. 


Dow  Chemical  Company 

Fred  Krayer  informed  me  today  that  he  had  been  approached  by  Wertheim  & 
Co.  to  form  a  joint  account  to  buy  rights  to  subscribe  to  this  company's  preferred 
stock  with  the  idea  of  subscribing  for  the  stpek  and  marketing  it.  Recognizing 
us  as  the  company's  bankers,  he  had  told  Wertheim  &  Co.  that  Brown  Harriman 
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would  do  nothing  without  first  talking  to  us  and  therefore  wanted  to  know  (1) 
whether  we  wanted  to  join  Brown  Harriman  and  Wertheim  in  such  a  joint 
account,  (2)  if  we  did  not  want  to  go  along,  did  we  have  any  objection  to  their 
approaching  the  large  stockholders  with  the  idea  of  iraking  a  bid  for  their  rights, 
or  (3)  did  we  prefer  that  they  take  no  action  whatever. 

After  discussing  the  matter  with  JWC,  CWK  and  Hamilton  Wilson,  who 
discussed  the  whole  story  with  Mr.  Dow,  I  informed  FK  that  Mr.  Dow  had  told 
us  that  he  had  received  many  letters  from  brokers  who  had  common  stock  in  their 
names  and  were  endeavoring  to  acquire  additional  rights  to  which  he  had  replied 
that  he  knew  of  no  blocks  of  rights  that  were  available  for  sale,  that  he  and 
Mrs.  Dow  (his  mother)  had  not  yet  made  up  their  minds  what  they  were  going  to 
do  with  their  rights  but  that  when  they  were  ready  to  take  any  action  they  would 
surely  talk  to  us  about  it  Also  told  FK  that  under  the  circumstances  we  did 
not  want  to  do  anything  about  the  matter  at  this  time  and  that,  of  course,  if  they 
wished  to  approach  the  large  stockholders  we  could  not  very  well  object,  although 
we  did  not  think  it  would  do  them  any  good. 

After  some  further  discussion,  FK  said  that  under  all  the  circumstances  they 
would  do  nothing  about  it  but  asked  that,  if  we  did  acquire  any  stock  for  sale 
and  wanted  a  partner,  we  bear  theni  in  mind,  and  I  told  him  that  I  would  make  a 
note  of  the  interest  they  had  expressed. 

DPWG&R  are  of  the  opinion  that  any  group  acquiring  rights  and  subscribing 
for  the  preferred  stock  with  the  idea  of  distribution  would  beco-ne  underwriters 
under  the  Securities  Act  and  no  action  in  connection  with  thp  purchase  and  sale 
of  any  of  this  stock  or  rights  should  be  taken  without  thorough  discussion  with 
DPWG&R.    CWK  is  familiar  with  all  details  in  connection  with  this  matter. 

K.   WHISHErT. 

KW.HBM 

Copies  to :  Mr.  Hamilton  Wilson 
Mr.  Webb  Wilson 
Miss  Wels 


Exhibit  No.  1862-2 

[Prom  the  files  of  Smith,  Barney  &  Co.] 

Vault   #7 
Memorandum  for  Files. 

July  23,  1935. 
In  Re:  Purt  Oel  Company 

JRS  and  CSC  called  on  Henry  Dawes  in  Chicago  on  October  22,  1934,  and 
discussed  generally  with  him  the  possibilities  of  doing  a  refunding  job  when 
market  conditions  warranted.  In  view  of  the  fact  that  Edward  B.  Smith  &  Co. 
had  inherited  the  Guaranty  Company's  position,  we  stated  to  Mr.  Dawes  that  we 
felt  we  should  tie  given  first  consideration.  Mr.  Dawes  said  that  it  was  too 
early  to  discuss  the  matter  but  that  he  appreciated  our  stopping  in  and  that  he 
would  let  us  know  whenever  he  had  anything  to  talk  about. 

Rawleigh  Warner,  Vice  President  of  the  Company,  called  on  January  3  and 
discussed  with  JRS  and  CSC  the  possibility  of  funding  the  bank  loans  and  their 
outstanding  debenture  issues.  On  the  same  date  Henry  Dawes  sent  JRS  a  letter 
from  a  promoter  by  the  name  of  M.  L.  Freeman  stating  that  he  felt  he  could  place 
privately  for  the  company  $19,000,000  to  $20,000,000  of  4*4%  notes  at  98.  JRS 
advised  Dawes  we  doubted  Freeman's  ability  to  accomplish  any  such  thing  but 
that  if  Dawes  desired  to  have  Edward  B.  Smith  discuss  the  matter  with  Freeman, 
we  would  be  glad  to  do  so. 

On  January  10,  CSC  called  on  Mr.  Dawes  and  Mr.  Warner  in  Chicago  and  they 
Mdvised  him  that  they  were  not  interested  in  dealing  with  Freeman  but  would 
like  to  have  us  bear  in  mind  the  possibility  of  selling  a  convertible  note  issue. 

On  February  13  Henry  Dawes  stopped  in  the  New  York  office  and  saw  Burnett 
Walker  and  C.  L.  Austin.  He  said  he  was  going  to  Bermuda  and  suggested 
that  we  discuss  the  matter  of  refunding  with  Mr.  Warner.  B.  W.  advised  him 
(hat  CSC  would  be  in  Chicago  the  following  week  and  would  take  the  matter  up 
with  Mr.  Warner  and  stressed  the  necessity  of  our  insisting  upon  having  an  inde- 
l>endent  examination  and  report  of  the  properties.  This  seemed  agreeable  to 
Mr.  Dawes  who  advised  that  we  obtain  someone  not  affiliated  with  his  com- 
petitors. 
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On  February  18  and  19  CSC  had  several  long  discussions  with  Warner  in 
Chicago  regarding  their  refunding  plans.  He,  Warner,  was  anxious  for  us  to 
proceed  with  our  investigation.  CSC  advised  him  that  he  would  communicate 
with  him  not  later  than  the  first  week  in  March. 

Upon  CSC's  return  to  New  York  he  discussed  with  JRS  the  possibility  of 
locating  the  right  man  to  make  such  an  investigation.  CSC  when  in  Philadelphia 
talked  three  or  four  times  with  Mr.  J.  Howard  Pew,  President  of  Sun  Oil 
Company,  and  Mr.  J.  N.  Pew,  Vice  President,  both  of  whom  hold  large  interests 
in  the  common  stock  of  the  Pure  Oil  Company,  as  to  the  advisability  of  Edward 
B.  Smith  &  Co.  doing  a  financing  job  for  the  Pure  Oil  Company.  Mr.  J.  Howard 
Pew  felt  that  if  we  could  satisfy  ourselves  on  the  marketing  end  of  their  business 
and  the  facts  as  to  rumors  that  some  of  the  junior  officers  were  getting  a  split 
from  operations  of  some  of  the  subsidiary  companies,  he  felt  that  we  would  be 
perfectly  justified  in  offering  to  the  public  bonds  of  this  company.  He  felt  that 
Pure  Oil  Company  had  very  fine  producing  properties,  in  fact  he  went  so  far  as 
to  say  that  he  believed  Standard  Oil  of  Indiana  would  be  glad  to  pay  an  amount 
considerably  in  excess  of  the  Company's  total  outstanding  funded  debt  and  stock 
and  intimated  that  they  might  pay  as  high  as  $100,000,000  for  the  producing 
properties  alone.  CSC  then  asked  him  who  he  thought  we  could  get  to  make  a 
report  on  the  company.  Mr.  J.  Howard  Pew  and  Mr.  J.  N.  Pew  gave  the  matter 
considerable  thought  and  suggested  a  man  by  the  name  of  Murray  M.  Doan, 
formerly  with  the  Gulf  Oil  Company,  for  production,  Mr.  Primrose  for  refining 
and  Paul  Blazer  for  marketing.  These  names  were  given  to  Mr.  Warner  and  he 
said  he  would  consider  them. 

Mr.  Warner  then  discussed  the  possibility  of  refunding  only  one  issue,  $13,- 
500,000  bonds  due  in  1937,  leaving  the  other  issue  outstanding.  CSC  said  this 
would  not  leave  the  company  in  proper  shape  and  felt  the  whole  job  should  be 
done  simultaneously.    This  conversation  took  place  on  March  4. 

CSC  further  discussed  the  matter  with  JRS  who  took  up  the  question  of  a  man 
to  report  on  the  Company  with  Mr.  Morris  Kellogg,  of  the  Kellogg  Manufacturing 
Company,  who  suggested  the  name  of  R.  C.  Holmes,  formerly  President  of  the 
Texas  Company.  CSC  checked  with  Mr.  J.  Howard  Pew  and  Mr.  Van  Dyke,  of 
the  Atlantic  Refining  Company.  The  latter  gave  Mr.  Holmes  a  very  good  recom- 
mendation while  Mr.  Pew  stated  that  in  his  opinion  there  was  nobody  better 
qualified  to  give  such  a  report  who  was  available  and  not  connected  with  any 
competing  company;  He  said  he  could  not  understand  why  he  had  not  thought  of 
him  and  we  should  consider  ourselves  very  very  lucky  if  we  could  get  Mr.  Holmes 
to  make  the  report.  JRS  and  CSC  took  the  matter  up  with  Mr.  Luther  Cleveland, 
of  the  Guaranty  Trust  Company  whose  connections  with  the  Texas  Company  are 
very  close,  and  while  he  was  not  as  enthusiastic  about  Mr.  Holmes  as  Mr.  Pew 
he  did  admit  he  knew  the  oil  business.  We  then  suggested  to  Mr.  Dawes  and 
Mr.  Warner  that  we  use  Mr.  Holmes  to  do  this  work  and  they  both  agreed  imme- 
diately that  we  could  not  get  a  better  man.  Mr.  Holmes  was  sent  for  by  Mr. 
Dawes  and  agreed  to  make  such  a  report. 

Mr.  Holmes  went  to  Chicago  about  the  middle  of  May  and  after  ten  days  to 
two  weeks  intensive  work  in  the  Company's  office  wrote  a  report  dated  May  25. 
Mr.  Holmes  told  us  that  his  investigation  had  thoroughly  convinced  him  that  the 
Company  had  an  excellent  future,  that  it  had  already  definitely  turned  the  corner 
and  that  he  had  confidence  in  it  as  a  profitable  going  concern  at  the  present  time. 
Shortly  thereafter  Mr.  Holmes  came  on  to  New  York  at  CSC's  request  to  lunch 
with  JRS,  RC,  JR,  CSC,  BW,  Mr.  Addinsell  and  Mr.  Leness  of  the  First  Boston 
Corporation.  We  asked  Mr.  Holmes  many  questions  about  the  company  and  all 
agreed  that  we  were  satisfied  after  talking  to  Mr.  Holmes  that  it  was  proper  for 
us  to  form  a  group  to  do  the  finnacing. 

In  addition,  Mr.  Addinsell  obtained  a  check  on  the  company  from  Mr.  Sherrill 
Smith,  of  the  Chase  Bank,  and  advised  CSC  the  check  was  a  very  satisfactory  one. 

JRS  and  CSC  went  to  Chicago  the  first  week  of  June  and  discussed  with  Mr. 
Dawes  and  Mr.  Warner  the  other  houses  to  be  included  in  the  underwriting.  It 
was  finally  agreed  to  ask  The  First  Boston  Corporation,  Halsey  Stuart,  Field 
Glore,  Blyth  and  Central  Republic.  Dillon  Read  were  also  discussed.  BW 
talked  with  Mr.  Forrestal  of  Dillon  Read  who  stated  that  they  were  not  inclined 
to  go  along  in  any  deals  unless  they  had  a  very  substantial  interest.  We  advised 
them  that  their  interest  would  not  be  more  than  15%  and  they  finally  turned  the 
deal  down,  partly  because  of  this  account  and  partly  because  they  felt  they  wanted 
their  own  independent  engineer  to  check  the  property  which  we  advised  them 
could  not  be  done. 
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Blyth  &  Co.  had  made  repeated  calls  on  the  company  asking  to  do  the  business. 
When  Mr.  Lieb  was  approached  by  JRS  he  said  they  appreciated  being  asked  in  the 
deal  and  was  sorry  they  were  not  offered  more  than  9%.  He  took  the  matter  up 
with  his  partners  and  three  orfour  days  later  reported  that  unless  they  could  have 
a  report  by  their  own  engineer  they  would  not  wish  to  go  along  as  they  questioned 
the  "present  management". 

After  a  further  discussion  with  Mr.  Warner  and  Mr.  Dawes,  Kidder  Peabody, 
who  had  made  many  requests  to  get  into  the  business,  were  invited  to  take  Blyth 
&  Co.'s  position  and  accepted. 

Following  the  receipt  of  Mr.  Holmes  report  dated  May  25,  a  copy  of  which 
accompanies  this  memorandum  in  the  file,  CLA  went  to  Chicago,  arriving  there 
Monday,  June  3rd,  'for  the  purpose  of  making  a  further  investigation  of  The  Pure 
Oil  Company  and  for  checking  the  Company's  Registration  Statement  and  Pros- 
pectus in  connection  with  the  note  issue,  which  documents  were  at  that  time  in 
course  of  preparation.  Mr.  L.  H.  Coleman,  a  partner  of  Davis  Polk  Wardwell 
Gardiner  &  Reed  joined  CLA  in  Chicago  on  Wednesday,  June  5.  In  turn,  Coleman 
was  joined  by  Mr.  Frederick  Sheffield  of  his  office.  Sheflield  was  later  replaced 
by  Mr.  Edward  Wardwell  Jr.  With  these  assistants,  Coleman  worked  with  us 
until  the  conclusion  of  the  issue.  Sherlock  Hibbs  of  our  office  joined  CLA  in 
Chicago  on  June  10  and  remained  until  the  conclusion  of  the  issue. 

Our  first  steps  in  Chicago,  aside  from  a  preliminary  review  of  the  progress  of 
Registration  Statement,  were  to  discuss  with  the  Company  officials,  particularly 
Mr.  Arthur  Brereton,  Comptroller,  a  list  of  qtiestions  in  connection  with  the  Com- 
pany and  its  operations,  which  we  felt  were  supplemental  to  the  information 
required  for  the  Registration  Statement  and  which  it  was  desirable  to  have 
answered  in  order  to  more  completely  inform  us  as  to  the  facts  of  the  Company's 
operations.  A  copy  of  this  questionaire  with  answers  submitted  by  the  Company 
and  other  supplemental  information  received  from  the  Company  accompanies 
this  memorandum  in  the  file. 

During  the  first  few  days  in  Chicago  we  also  obtained  from  the  Company  a 
comparative  summary  of  earnings  for  the  four  months  ended  April  30,  1934,  and 
for  the  same  period  of  1935.  A  copy  of  this  comparison  with  notes  taken  during 
a  conversation  with  Mr.  Brereton  accompanies  this  memorandum  in  the  file. 
From  the  5th  of  June,  intensively,  through  until  the  26th  of  June,  Counsel  and 
ourselves  worked  on  the  Registration  Statement,  checking  by  question  and  answer 
and  by  cross  use  of  information,  statements  made  therein  with  regard  not  only 
for  the  accuracy  of  such  statements  as  were  made  but  also  as  regards  clarity, 
omissions,  etc. 

The  following  outline  takes  up  each  item  of  the  Registration  Statement  by 
number  with  particular  comments  which  might  be  constructive  as  to  the  record 
of  the  investigation : 

Item  1.  Nothing. 

Item  2.  Nothing. 

Item  3.  Checked  by  Counsel. 

Item  4.  This  item  was  checked  by  Counsel  against  minute  books  of  Company 
and  subsidiaries  and  considerable  time  was  spent  by  all  of  us  in  talking  with 
Messrs.  Brereton,  Harvey  (office  Counsel),  Bailey  (Assistant  Comptroller)  and 
Mulligan  (Assistant  Secretary  in  charge  of  subsidiary  records).  Substantial 
revisions  were  made  in  the  list  of  subsidiaries  and  in  the  footnotes  on  account 
of  our  check,  such  revisions  including  particulai-ly  the  inclusion  of  inactive  com- 
panies and  footnotes  explaining  defaults  in  preferred  dividend  payments. 

Item  5.  This  item  was  entirely  revised  by  us  in  the  light  of  available  infor- 
mation in  written  and  verbal  form. 

Item  6.  This  item  was  materially  expanded,  revised  and  corrected  by  us  after 
discussions  not  only  with  Messrs.  Brereton  and  Bailey  but  also  Messrs.  Warner, 
Westcoat,  Irwin  and  Harvey,  also  the  man  in  charge  of  the  Company's  Map 
Room. 

Item  7.  Same  as  item  6. 

Item  8.  This  item  was  checked  in  detail  particularly  with  Mr.  Harvey  and  the 
department  head  in  charge  of  pipe  line  right-of-way. 

Item  9.  This  item  was  checked  carefully  with  the  financial  officers  of  the 
Company  particularly  in  respect  of  footnotes  by  Counsel  and  ourselves. 

Item  10.  Same  as  item  9. 

Item  11.  We  were  flatly  informed  by  officials  of  the  Company  that  there  were 
no  such  guarantees,  furthermore  any  such  guarantees  would*  have  been  indi- 
cated by  Mesrs.  Arthur  Andersen  &  Co. 
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Item  12a.  We  were  flatly  informed  by  officials  of  the  Company  that  there  had 
been  no  warrants  or  rights  granted. 

Item  12b.  No  investigation  required. 

Item  13.  No  investigation  required. 

Item  14   Checked  by  counsel. 

Item  15.  Same  as  Item  14,  except  as  to  (k)  and  (1)  which  arc  entirely  on 
responsibility  of  the  Company. 

Item  16.  Same  as  Item  14. 

Item  17.  Same  as  Item  14. 

Item  18.  See  Item  11. 

Item  19.  See  Item  13. 

Item  20.  No  investigation  required. 

Item  21.  Checked  by  counsel. 

Item  22.  Information  furnished  separately  by  each  underwriter. 

Item  23.  Checked  by  counsel. 

Item  24.  No  checking  required 

Item  25.  Checked  by  counsel. 

Item  26.  No  checking  required. 

Item  27.  Checked  originally  by  counsel  with  Brereton  and  rc-checked  by  coun- 
sel. 

Item  28.  We  double  checked  this  item. 

Item  29.  Not  applicable. 

Item  30.  Not  necessary  to  check. 

Item  31.  Discussed  this  answer  with  Brereton  and  Bailey. 

Item  32.  Discussed  this  answer  with  Warner,  Brereton,  Bailey  and  Harvey. 

Item  33.  No  further  check  possible. 

Item  34.  No  further  check  possible.  Information  as  regards  underwriters 
furnished  separately  by  them  through  us. 

Item  35.  Discussed  this  question  fully  with  Warner,  Westcoat,  Brereton, 
Bailey  and  Harvey. 

Item  36.  No  further  check  considered  necessary.  We  did  not  go  to  Company's 
private  payroll  books. 

Item  37.  Discussed  this  question  in  connection  with  Arthur  Andersen  and 
Company  decided  inasmuch  as  their  compensation  was  under  $20,000  for  the 
year,  even  though  expenses  brought  the  disbursement  to  them  above  that  amount, 
it  was  not  necessary  to  refer  to  them. 

Item  38.  Discussed  generally  with  financial  officers  of  the  Company. 

Item  39.  Discussed  this  question  with  financial  officers  of  the  Company. 

Item  40.  The  answer  to  this  question  was' prepared  by  Mr.  Harvey  aid  was 
discussed  at  length  by  our  counsel  and  ourselves  with  Harvey,  Warner  and 
Brereton.  Copy  of  letter  from  Texas  counsel  addressed  to  the  Company  will  be 
placed  in  this  file. 

Item  41.  Considerable  time  was  spent  on  the  answer  to  this  item,  not  only  by 
the  writer  in  consultation  with  Harvey  and  financial  Officers  of  the  Company 
but  also  by  counsel.  In  addition.  Sheffield  and  Wardwell  read  all  pertinent  con- 
tracts carefully  and  went  through  the  minute  books  of  the  Company  and  sub- 
sidiaries to  check  the  completeness  of  the  answer.  Many  corrections  were 
made  to  the  summaries  of  contracts  by  counsel  •  and  ourselves  by  reason  of 
reference  to  the  contracts  themselves,  and  from  our  discussions  and  checkings 
we  had  every  reason  to  believe  that  all  material  contracts  had  been  summarized. 
Item  42.  Not   applicable. 

Item  43.  Did  not  check  this  except  as  it  applied  to  ourselves. 
Item  44.  We  received  direct  verbal  answer  as  to  item  44  from  Harvey  but  did 
not  further  check  this  item. 

Item  45.  This  item  was  checked  by  Messrs.  Arthur  Andersen  &  Co.,  a  letter 
from  them  thereon  to  the  Company,  dated  June  26,  1935,  being  included  in  this 
file. 

Item  46.  Discussed  this  matter  with  Garrett  Burns,  partner  of  Arthur  Ander- 
sen &  Co. 

Item  47.  This  question  was  discussed  as  to  completeness  and  accuracy  with 
H.  M.  Dawes,  Warner,  Westcoat,  Brereton  and  Harvey,  each  one  of  whom  told  us 
they  could  think  of  nothing  more  that  should  go  in  this  item  as  regards  an 
adequate  and  complete  disclosure.  The  possibility  of  having  Mattison  and 
Davey,  independent  tax  counsel,  qualify  as  experts  as  to  statements  on  the 
income  tax  situation  was  discussed  and  the  conclusion  was  reached  by  ourselves 
and  counsel  that  this  was  not  necessary  and  would  add  very  little  in  actual 
effect. 
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Financial  Statements.  Except  for  presentation,  clarity  and  completeness  of 
footnotes,  upon  which  we  spent  considerable  time,  we  relied  entirely  upon 
Messrs.  Arthur  Andersen  &  Co.,  although  we  discussed  at  length  with  Garrett 
Burns,  partner,  and  Martin,-  associate,  of  Arthur  Andersen  &  Co.,  accounting 
principles  used  by  the  Company  and  questions  of  presentation.  We  were  en- 
tirely satisfied  that  the  financial  picture  was  properly  presented  and  that 
accounting  principles  followed  were  sound. 

Work  was  begun  on  the  prospectus  a  week  or  ten  days  prior  to  the  filing  of 
the  Registration  Statement.  We  considered  carefully  with  the  Company  what 
portions  of  the  Registration  Statement  were  required  by  regulation  to  go  into 
the  prospectus  and  also  what  other  portions  it  was  advisable  to  include  from 
the  point  of  view  of  completeness  of  information. 

In  addition  to  information  taken  from  the  Registration  Statement  and  included 
in  the  prospectus  there  are  three  main  headings  in  the  prospectus  which  are  in 
addition  to  information  included  in  the  Registration  Statement.  These  are  the 
captions  "Earnings",  "Working  Capital"  and  "Depreciation  and  Depletion 
Policies". 

We  had  previously  requested  the  Company  to  prepare  five  months  earnings 
figures  for  1935  in  comparison  with  such  figures  for  the  same  period  of  1934  and 
to  have  the  figures  reviewed  to  the  greatest  extent  possible  by  Arthur  Andersen 
&  Co.  Both  the  Company  and  Arthur  Andersen  &  Co.  came  to  the  conclusion 
that  it  was  not, feasible  to  show  earnings  for  five  months  of  1934  on  a  basis 
comparable  to  1935  without  undue  delay,  so  such  figures  were  dropped  from 
consideration.  An  audit  of  the  1935  figures  was  discussed  but  it  was  agreed  by 
Arthur  Andersen  &  Co.,  the  Company  and  ourselves  that  it  was  unnecessary  and 
impracticable  from  the  standpoint  of  time  and  organization. 

When  the  1935  figures  were  completed  we  discussed  them  at  length  with  the 
Company  and  with  Messrs.  Burns  and  Martin  of  Arthur  Andersen  &  Co.  We  had 
been  most  concerned  about  the  portion  of  the  five  months  earnings  which 
might  prove  to  have  accrued  by  reason  of  the  increase  in  crude  oil  inventories 
during  the  period.  CLA  felt  that  this  figure  might  run  to  as  much  as  $600,000  to 
$700,000  but  when  the  figures  came  to  hand  we  were  assured  by  both  the  Com- 
pany and  Arthur  Andersen  &  Co.  that  this  question  had  been  thoroughly  investi- 
gated and  that  the  figure  of  approximately  $300,000  as  shown  in  the  pro- 
spectus was  correct.  We  endeavored  to  show  in  the  prospectus  as  clearly  as 
possible  the  main  reasons  why  the  1935  earnings  were  so  substantially  better 
than  the  previous  year.  Such  reasons  were  set  forth  to  be  the  development  of 
the  Bosco  pool,  lower  dry  hole  costs  and  exploration  expense,  and  the  inven- 
tory profit  above  mentioned  in  the  amount  of  approximately  $300,000.  The 
summary  of  earnings  as  set  up  in  the  prospectus  was  checked  carefully!  by 
Arthur  Andersen  &  Co.  as  confirmed  in  their  letter  to  us  dated  July  26,  1935 
and  made  a  part  of  this  file. 

The  computation  of  annual  interest  requirements  was  made  up  in  the  Treas- 
urer's Department  of  the  Company  and  checked  by  Mr.  Rawleigh  Warner  in  the 
presence  of  CLA. 

The  pro  forma  current  position  shown  in  the  prospectus  was  based  on  the 
balance  sheet  which  had  been  checked  to  the  extent  possible  by  Messrs.  Arthur 
Andersen  &  Co.  and  their  letter  of  July  18,  1935,  made  a  part  of  this  file,  sets 
forth  their  check  of  the  presentation. 

The  review  which  Arthur  Andersen  &  Co.  made  of  the  consolidated  balance 
sheet  of  the  Company  and  subsidiaries  as  of  May  31,  1935  and  of  the  income 
statement  and  summary  of  surplus  for  the  five  months  ended  that  date  is  covered 
in  their  letter  to  us  dated  July  13,  1935,  made  a  part  of  this  file. 

Item  45  of  the  Registration  Statement,  as  partially  included  on  pages  18,  19, 
20  and  21  of  the  Prospectus,  was  reviewed  by  Martin  of  Arthur  Andersen  &  Co. 
who  considered  it  to  properly  and  adequately  set  forth  the  facts.  (Note  above 
on  item  45  of  the  Registration  Statement).  The  section  on  depreciation  and 
depletion  policy  included  in  the  prospectus  was  checked  by  Mr.  Wiley  of  The 
Pure  Oil  Company  and  also  by  Mr.  Brereton.  CLA  further  asked  Mr.  Warner  if, 
in  his  opinion,  it  clearly  set  forth  the  facts  and  that  there  was  no  special  retire- 
ment policy  of  the  Company  which  should  be  mentioned  therein,  obtaining  a 
satisfactory  answer  to  such  question. 

We  discussed  at  considerable  length  the  depletion  policy  which  the  Company 
adopted  at  the  end  of  the  1934  fiscal  year.  A  memorandum  from  Mr.  Westcoat  on 
the  subject  dated  February  4,  1935  is  included  in  the  folio  of  questions  and 
answers  dated  June  13,  in  the  file  and  referred  to  above.     He  informed  me 
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that  before  the  policy  was  adopted  and  put  in  effect,  it  was  discussed  with  the 
Securities  and  Exchange  Commission  and  witli  the  New  York  Stock  Exchange, 
who  seemed  to  be  convinced  that  the  policy  was  well  founded.  In  addition, 
Mr  Westcoat  informed  me  very  confidentially,  that  the  Company  had  an 
outside  firm  of  accountants  in  New  York  give  their  opinion  on  the  policy.  I 
believe  this  firm  was  either  Haskins  &  Sells  or  Price,  Waterhouse.  The  opinion 
of  this  firm  according  to  Mr.  Westcoat  had  been  favorable  to  the  policy. 

We  came  to  the  conclusion  that  the  depletion  policy  seemed  perfectly  reason- 
able and  that  the  disclosure  made  in  the  Prospectus  and  Registration  Statement 
was  full  and  complete.  . 

Both  Messrs.  Burns  and  Martin  of  Arthur  Andersen  &  Co.  informed  CLA  that 
they  considered  the  Company's  depreciation  rates  adequate. 

The  summaries  of  the  items  "Contracts"  and  "Pending  Litigation'  in  the 
prospectus   were  carefully   checked   by   our   Counsel   as   being  adequate   and 

sufficient.  _  ,-._,, 

To  conclude,  it  seems  fitting  to  state  that  the  Company's  officials  and  organiza- 
tion from  beginning  to  end  were  most  cooperative  and  apparently  willing  and 
desirous  to  furnish  all  pertinent  information  in  connection  with  the  Company 
and  its  operations.  We  found  no  disposition  to  hold  back  nor  any  wilful  attempt 
to  give  mis-information.  We  have  every  reason  to  believe  and  do  believe  that 
11  information  furnished  by  the  Company  and  included  in  the  Registration  State- 
ment and  prospectus  was  thoroughly  checked  and  re-checked  by  the  Company's 
officials  and  staff. 

We  have  received  no  information  from  Mr.  R.  C.  Holmes  or  any  other  source 
which  would  indicate  that  the  presentation  of  the  facts  in  the  prospectus  or 
Registration  Statement  was  incorrect  or  misleading. 

Representatives  of  the  other  underwriting  houses  met  in  Chicago  with  us  on 
June  24  and  25  and  again  in  New  York  with  us  on  July  8.  While  in  Chicago 
they  had  every  opportunity  to  talk  with  officials  of  the  Company  and  check  the 
information  contained  in  the  registration  statement  and  prospectus.  A  consider- 
able number  of  their  suggestions  were  incorporated  in  these  documents. 

C.  L.  Austin 

CLAg.  

Exhibit  No.  1863 
[From  the  files  of  Mellon  Securities  Corporation] 

$25,000,000  Koppers  Company  First  Mortgage  and  Collateral  Trust  Bonds, 
Series  A,  4%,  Due  November  1, 1951 

This  business  was  under  consideration  for  several  months  beginning  in  the 
early  part  of  summer  of  1936.  Considerable  amount  of  work  was  done  beginning 
in  June  covering  an  analysis  and  investigation  of  the  Company's  business  and 
corporate  affairs,. 

When  the  underwriting  group  was  selected,  every  effo$  was  made  to  give 
due  consideration  to  past  history  and  connections  with  the  Company's  previous 
financing  and  to  some  extent  with  the  financing  of  its  subsidiary,  Eastern  Gas  & 
Fuel. 

On  account  of  business  relations  with  Standard  Gas  and  Electric  in  connection 
with  Northern  States  Power,  Bancamerica-Blair,  Schroder  Rockefeller  &  Co.,  Inc. 
and  Parrish  &  Co.,  were  included  in  the  business  at  the  particular  wish  of  the 
Koppers  Company  who  also  suggested  the  inclusion  of  Byllesby  &  Co.  Byllesby  & 
Co.,  however,  declined  to  go  along.  They  had  been  offered  the  same  amount  as 
the  two  former.  Dillon,  Read  &  Co.  were  invited  to  participate  and  declined, 
stating  that  though  they  liked  the  business,  they  had  not  yetj  seen  their  way  clear 
to  do  business  in  the  State  of  Pennsylvania. 

We  stated  clearly  to  Edward  B.  Smith  &  Co.,  and  First  Boston  Corporation 
that  we  had  no  choice  as  to  the  selection  of  either  house  to  appear  second  in  the 
business :  Smith  on  account  of  the  indirect  relationship  through  the  Guaranty 
Company  to  the  Koppers  business,  and  First  Boston  on  account  of  their  relation- 
ship with  Eastern  Gas  and  Fuel.  A  solution  was  suggested  by  George  Woods  of 
the  First  Boston  Corporation.  He  stated  that  they  would  be  glad  to  take  third 
position  provided  they  could  give  us  some  help  in  the  syndication  of  the  deal  by 
having  Mr.  Frank  Stanton  of  their  organization  come  down  to  Pittsburgh.  He 
154491 -—40 — pt.  24 3t 
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made  it  clear  that  in  no  sense  would  they  propose  to  inject  themselves  into  the 
management  of  the  syndication. 

Following  is  a  list  of  the  underwriting  participations  with  amounts : 

Mellon  Securities  Corporation $6,000,000 

Edward  B.  Smith  &  Co 2,500,000 

The  First  Boston  Corporation . 2,500,000 

Brown  Harriman  &  Co.,  Incorporated 1,250,000 

Blyth  &  Co.,  Inc 1,000,000 

Bonbright  &  Company,  Incorporated 1,000,000 

Kidder,  Peabody  &  Co 1,  000, 000 

Lee  Higginson  Corporation 3,000,000 

Field,  Flore  &  Co 900,000 

Goldman,  Sachs  &  Co 900,000 

Halsey  Stuart  &  Co.  Inc 900,000 

Hayden,  Stone  &  Co 900,  000 

Stone  &  Webster  and  Blodget,  Incorporated 900, 000 

Bancamerica-Blair  Corporation 500,000 

3/10/37  Otis  &  Co 500,000 

CLA;  mtw  Schroder  Rockefeller  &  Co.,  Incorporated 500,000 

FRD  Parrish  &  Co 250,000 

KMC  Kuhn,  Loeb  &  Co 2,500,000 

FJK  ►- 

TJP  $25,000,000 

HDMc  C.  L.  Austin. 


Exhibit  No.  1864 
[From  the  files  of  Mellon  Securities  Corporation] 

Distribution  : 

FRD 

CLA 

JEB 

KMC 

FJK 

TJP 

Buying  Department  Memorandum. 

Jones  and  Laughlin  Steel  Corporation 


This  business  was  first  discussed  with  us  in  November  1935  by  the  Company. 
Although  we  considered  that  we  had  no  obligation  with  respect  to  the  account 
to  any  other  banking  house,  we  discussed  the  business  first  with  Morgan  Stan- 
ley &  Co.  to  determine  whether  that  firm  would  care  to  assist  us  with  the  business. 
Mr.  Harold  "Stanley  said  that  he  would  be  very  glad  to  give  us  any  help  he 
could,  but  that  if  Morgan  Stanley  &  Co.  appeared  in  the  business,  they  would 
insist  on  having  the  leadership.  He  made  it  clear  that  they  would  very  possibly 
like  to  participate  in  the  business  in  any  event  on  a  non-appearing  basis.  Wo 
decided  to  proceed  on  the  latter  basis. 

We  then  approached  Messrs.  Swan  and  Walker  of  Edward  B.  Smith  &  Co.. 
who  were  formerly  connected  with  the  Guaranty  Company  of  New  York,  which 
had  second  position  to  the  Union  Trust  Company  of  Pittsburgh  in  the  previous 
preferred  stock  issue  of  Jones  and  Laughlin,  and  asked  them  if  they  would  be 
prepared  to  help  us  on  the  registration  and  syndication  of  the  business  on  the 
basis  that  it  was  clearly  understood  it  would  be  our  leadership  and  not  a  joint 
leadership. 

Edward  B.  Smith  &  Co.  were  entirely  satisfied  to  proceed  on  the  above  basis, 
and  it  was  not  until  the  business  had  been  completed  that  the  amount  of  their 
compensation  was  discussed  with  them  and  agreed  upon. 

There  were  no  commitments  made  to  anyone  in  this  business  with  respect  to 
continuing  arrangements  for  the  future. 

C.  L.  Austin. 

S/17/36. 

CLA  :  mtw. 
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memorandum 

October  29,  1935. 
Jones  &  Latjghlin  Steel  Corporation 

Mr.  W.  J.  Creigh ton,  Vice  President  of  Jones  and  Laughlin  Steel  Corporation,  ad- 
vised me  today  that  tie  had  discussed  with  Price  Waterhouse,  the  corporation's 
auditors,  the  question  of  closing  the  books  on -October  31  for  the  purpose  of  an 
audit  in  connection  with  their  proposed  new  bond  issue. 

For  various  reasons,  it  was  "determined  that  it  would  be  advisable  to  delay 
the  bond  issue  until  after  the  end  of  the  year,  using  the  year-end  figures  in  the 
registration  statement,  etc.  The  auditors  have  agreed  to  have  the  audit  com- 
pleted by  February  10 ;  and  the  various  data  for  the  Securities  Exchange  Com- 
mission, February  26^  Under  this  schedule,  the  proposed  issue  would  be  out  of 
registration  by  Marcn  «5. 

This  course  was  decided  upon  when  it  was  realized  that  if  the  closing  were 
October  31,  it  would  be  approximately  March  1  before  the  proposed  issue  could 
be  released  from  registration. 

In  view  of  the  fact  that  it  is  anticipated  the  earnings  for  the  fourth  quarter 
will  be  very  satisfactory,  it  seems  advisable  to  follow  the  time  schedule  above 
outlined. 

F.  R.  D. 

FRD :  JCH. 

November^,  1935. 

We  have  discussed  the  J  &  L  financing  with  Harold  Stanley  of  Morgan  Stanley  & 
Co.  and  also  with  Messrs.  Swan,  Cutler  and  Walker  of  E.  B.  Smith  &  Co.  In 
the  discussion  with  Mr.  Stanley  it  was  made  clear  that  Melseco  would  be  glad  to 
have  Morgan  Stanley  &  Co.  take  a  substantial  participation  in  the  business.  Mr. 
Stanley  stated  that  if  they  appeared  in  the  financing,  it  would  be  necessary  for 
them  to  manage  the  business  and  have  the  first  appearing  position.  After  con- 
siderable discussion  in  Pittsburgh,  Mr.  Stanley  was  informed  that  this  would  not 
be  satisfactory  to  Melseco  and  that  we  felt  it  necessary  to  lead  the  business. 

Thereupon  E.  B.  Smith  &  Co.  were  offered  and  accepted  the  opportunity  to  appear 
second  to  Melseco  and  to  take  part  in  the  management  of  the  business  under  our 
leadership.  It  was  made  clear  by  F.  R.  D.  that  relative  amounts  of  underwriting 
of  participation  and  any  management  fee  would  be  discussed  at  a  later  time,  which 
was  satisfactory  to  E.  B.  Smith  &  Co.  We  are  now  working  with  council  and 
with  the  company  on  various  matters  concerning  the  security  to  be  set  up,  such 
as  business  of  mortgage,  and  lien  of  the  mortgage,  etc. 


Exhibit  No.  1865 

[Prom  the  files  of  Smith,  Barney  &  Co.] 
No.  293  Form  3  4-343 

Wilson  &  Co.,  Ino.  0cT0BEa  18'  1984- 

The  Guaranty  Company  informs  me  that  the  Purchase  Group  in  the  last 
Wilson  financing,  which  was  in  January  1927,  consisting  of  the  offering  of 
$2,500,000  6%  Notes  due  1931,  was  made  up  as  follows : 

Guaranty 18%  % 

Hallgarten 18% 

Blair 26% 

Chase  Securities  Corp 11% 

Continental  &  Commercial  Trust  Savings 8% 

First  Trust  &  Savings : : 8y3 

Illinois  Merchants  Trust 8% 

The  last  offering  of  the  First  Mortgage  6s  due  1941  consisted  of  $3,000,000  in 
April  1921.    Interests  on  original  terms  were  as  follows: 

Guaranty 25% 

Hallgarten  — . _— ._^ -„... , «, „  r 

Biair  .. . ::_::::::  35 

Chase  Securities  Corp > 15 
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Illinois  Trust  and  Continental  &  Commercial  Trust  were  brought  in  at  a  step-up 
of  y2%  with  a  10%  interest  each,  reducing  the  interests  of  the  aforementioned 
group  accordingly. 


C.  L.  Austin. 
(C.  L.  Austin.) 


CLA^JF. 


Exhibit  No.  1866-1 

[From  the  files  of  Smith,  Barney  &  Co.] 

Copy  for  Mr.  J.  W.  Cutler 

Skptembkb  10,  1934. 
Memorandum  to  Mr.  Swan. 

Wilson  &  Company 

For  some  time  Messrs.  Safro  and  Nye  in  the  Investment  Advisory  organiza- 
tion have  been  interested  in  the  possibility  of  the  recapitalization  of  Wilson  & 
Co.    George  Nye  did  considerable  work  on  a  possible  plan. 

Herman  Safro  has  talked  recently  with  a  Mr.  Paul  Appenzellar  (formerly  of 
Swartwout  &  Appenzellar)  who  indicated  that  a  plan  had  been  worked  out  by 
someone  and  had  the  approval  of  the  Wilson  management. 

At  Mr.  Safro's  suggestion  I  talked  this  morning  with  Mr.  E.  A.  Potter,  Jr., 
and  told  him  of  the  interest  which  has  existed  in  the  possibility  of  the  Wilson 
recapitalization  by  some  of  the  members  of  this  organization.  I  outlined  to  him 
the  information  which  Mr.  Safro  had  obtained  from  Mr.  Appenzellar.  Mr.  Pot- 
ter told  me  that  many  people,  including  Hornblower  &  Weeks,  had  been  suggest- 
ing^ various  plans  to  the  Company  for  its  recapitalization.  He  said  that,  whereas 
the  Company  was  interested  in  the  possibility  of  recapitalization  and  hoped  to 
effect  some  plan,  he  believed  the  present  was  too  early  for  this  to  be  accomplished 
and  thought  that  it  would  be  not  earlier  than  1935  before  anything  would  be 
done. 

I  asked  Mr.  Potter  if  he  thought  there  would  be  any  chance  for  this  organ- 
ization, having  worked  out  a  plan  satisfactory  to  the  Company,  to  make  a  profit 
in  carrying  it  out.  Mr.  Potter  said  that  he  thought  that  was  a  possibility ;  that 
it  would  have  to  be  done  by  working  closely  with  the  inner  councils  of  the 
Company,  which  he  indicated  would  be  somewhat  more  difficult  than  ordinarily 
because  of  the  fact  that  so  many  people  were  already  knocking  at  the  door.  I 
took  his  reply,  however,  to  be  encouraging.  It  seems  to  me  that  if  you  want  to 
go  further  with  this,  the  best  way  to  do  it  would  be  for  you  to  have  a  talk  with 
Mr.  Potter  sometime  at  your  convenience  with  the  idea  that  through  him  you 
might  be  brought  into  contact  with  the  executive  management  of  the  Company 
for  the  purposes  of  discussion. 

C.  L.  Austin. 
CLA/EF. 

Exhibit  No.  1866-2 

TFrom  the  files  of  Smith,  Barney  &  Co.] 

Septembeb  5,  1934. 
Memorandum  for  Mr.  Karl  Weisheit. 

In  furtherance  of  the  tentative  plans  of  recapitalization  of  Wilson  &  Co., 
Inc.  which  were  submitted  to  you  by  George  L.  Nye  of  this  Department  on 
August  13,  I  would  like  you  to  have  the  following  information : 

I  talked  today  with  Mr.  Paul  Appenzellar  (formerly  of  Swartwout  &  Ap- 
penzellar) who  has  been  interested  in  various  reorganizations  for  a  number  of 
years  including  an  active  part  in  the  M-K-T  reorganization.  Mr.  Appenzellar 
stated  that  a  plan  of  recapitalization  of  Wilson  &  Company  has  been  worked 
up  with  the  knowledge  and  consent  of  the  Wilson  management  and  which, 
according  to  present  plans,  meets  with  the  latter's  approval.  In  effect  this 
plan  provides  as  follows: 

(1)  Payment  of  the  accruals  due  on  the  Preferred  and  Class  A  stocks  to 
be  made  in  5%  Debentures  (maturity  not  mentioned)  and  whi<-h 
Mr.  Appenzellar  stated  would  be  worth  at  least  80. 
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(2)  Elimination  of  the  Class  A  stock  by  conversion  into  common  at  some 

ratio  not  stated.  "     . 

(3)  Reduction  in  consideration  of  all  the  above  in  the  Preferred  stock  from 

a  7%  rate  to  a  6%  rate. 

(4)  The  payment  of  dividends  on  the  common  stock  to  be  ultimately  out- 

standing at  some  rate  between  $1  and  $2  per  annum. 
Mr  Appenzellar  personally  owns  several  hundred  shares  of  the  Preferred 
stock  and  is  interested  in  an  investment  trust  that  holds  1,000  shares.  His 
attitude  toward  the  above  plan  is  favorable  with  the  exception  of  the  reduction 
in  the  Preferred  from  $7  to  $6  to  which  he  strongly  objects  and  which,  in  his 
estimation  based  upon  experience,  will  cause  the  entire  plan  to  fall  through. 
He  urged  that  we  use  our  influence  npon  those  in  touch  with  the  situation 
(he  meant  E.  A.  Potter,  Jr.)  to  eliminate  this  change  in  the  regular  dividend 

rate  on  the  preferred. 

Herman  Safro, 
HS :  JSB.  Statistical  Department. 

Exhibit  No.  1867 

fProm  the  files  of  White,  Weld  &  Co.     Letter  from  I'aris  R.  Russell  to  John  W.  Cutler. 
Carbon  copy  of  "Exhibit  No.  1886."] 

White,  Weld  &  Co., 

July  8,  1935. 
Mr.  John  W.  Cutler, 

Messrs.  E.  B.  Smith  &  Co., 

35  Nassau  Street,  New  York,  N.  Y. 

Dear  John  :  You  and  Burnett  Walker  for  your  firm  and  Ben  Clark  and  I  for 
White,  Weld  &  Co.  have  had  several  conversations  during  the  course  of  the 
last  several  months  with  respect  to  refunding  operations  for  Wilson  &  Co.,  Inc. 
Inasmuch  as  the  understandings  had  between  us  were  primarily  between  your- 
self and  myself,  I  am  sending  this  letter  to  you  with  a  chronological  history 
taken  from  our  files  on  this  matter.    The  history  is  as  follows : 

On  February  26,  1935  an  entrepreneur  by  the  name  of  M.  L.  Freeman  dis- 
cussed with  us  the  question  of  refunding  the  outstanding  bond  issue. 

During  the  same  week  Mr.  Freeman  demonstrated  that  he  was  not  merely 
presenting  an  idea  which  is,  of  course,  open  field  for  all  free  lance  promoters 
but  introduced  in  our  office  J.  D.  Cooney,  Vice  President  of  Wilson  &  Co.,  Inc. 
and  the  whole  discussion  was  with  respect  to  the  matter  of  refunding  their 
outstanding  bonds.  After  such  discussion,  Mr.  Cooney  said  that  they  would 
in  the  next  few  weeks  decide  on  their  program  and  said  he  would  again  discuss 
with  us  the  question  of  what  sort  of  a  trade  we  might  be  able  to  work  out. 

We  subsequently  confirmed  with  Mr.  Halstead  Freeman  that  there  was  an 
open  field  for  the  business. 

We  recognized  also  that  of  the  original  houses  in  the  major  position  on  this 
business,  all  but  one  had  discontinued  activities. 

Recognizing,  however,  that  some  of  the  partners  of  your  firm  had  previ- 
ously been  officers  of  the  Guaranty  Co.,  which  had  discontinued  its  business, 
and  not  knowing  whether  you  were  active  in  considering  this  business,  wo 
decided  to  discuss  it  with  you  and,  if  you  wished  us  to  do  so,  join  hands  with 
you  in  its  development 

On  March  6th  Ben  Clark  saw  Joe  Swan  and  advised  him  of  the  above  and 
Mr.  Clark's  report  on  the  meeting  states  that  "Joe  was  frank  to  say  that  they 
had  no  discussion  so  far."  Further  that  Joe  said  "I  do  not  want  to  tie  you 
up  in  any  way  and  I  will  look  into  it  with  the  idea  that  we  are  two  friends 
and  you  will  hear  from  me  when  I  get  posted." 

On  March  11th  you  telephoned  to  me  about  this  matter,  stating  that  you 
understood  Freeman  had  been  in  to  see  us  saying  that  he  had  authority 
to  represent  the  company.  You  stated  that  this  had  been  checked  with 
the  company  and  it  had  been  found  that  Freeman  was  not  authorized 
fo  negotiate  and  you  further  stated  iJtfit  on  account  of  your  close  friendship 
with  the  Guaranty  Trust  Co.  you  had  as  good  a  position  as  anyone  to  nego- 
tiate with  Wilson  &  Co.  and  it  was  your  thought  that  we  should  tell  Mr.  Fre<»- 
man  we  were  not  in  a  position  to  deal  with  him  and  that  your  firm  would  follow 
the  matter  with  the  company  and  come  back  to  us  as  matters  developed. 

On  March  18th  you  telephoned  me  saying  that  the  old  account  at  the  Guaranty 
was  Joint  with  Hallgarten  &  Co.,  that  you  had  talked  with  Hallgarten  &  Co, 
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whose  Chicago  partner  is  a  director  of  the  company,  and  had  arranged  that  we 
were  to  be  included  in  the  business.  You  said  further  that  you  hoped  it 
would  be  agreeable  to  us  to  let  the  matter  of  our  percentage  rest  for  the 
present  as  you  intended  to  work  out  a  fair  and  reasonable  place  for  us.  I 
told  you  this  was  satisfactory  and  left  the  matter  in  your  hands. 

I  asked  you  whether  there  was  any  indication  of  serious  competition  from 
other  directions  and  you  started  that  you  did  not  see  how  with  the  friendship 
of  E.  A.  Potter  and  Emerioh  there  could  be  much  doubt  as  to  your  getting 
the  business.     We  consequently  folded  our  hands  to  await  developments. 

Recently  when  it  became   apparent  that  the  business  was  in  the  immediate 

making  and  not  having  heard  from  you,  I  called  your  office  but  could  not  reach 

^u.    Later  the  same  day  Burnett  Walker  telephoned  me  asking  for  a  review 

i  om  us  of  the  Wilson  &  Co.  matter  as  between  ourselves  and  yourselves.     I 

g  ve  him  the  above  story. 

I  did  not  hear  further  from  Burnett  Walker  but  he  came  over  and  saw 
Ben  Clark,  expressed  extreme  regret  and  stated  that  embarrassing  as  it  was 
to  your  firm,  we  could  not  be  included  in  the  Wilson  &  Co.  business,  that  Field, 
Glore  &  Co.  and  the  company  itself  Jbad  refused  your  request  that  we  be 
included. 

(Handwritten)  :  B.  Walker  says  this  incorrect.     Field  OK  on  us  for  ptcpn. 

The  above  chronological  story  of  this  matter  is  based  on  memoranda  made 
immediately  after  the  various  conversations  took  place  and,  hence,  is  neither 
hazy  in  our  minds  nor  subject  to  misunderstanding  or  faulty  recollection. 

The  above  is  not  sent  to  you  as  a  record  on  which  we  make  any  claim  on 
you  for  Burnett  Walker  has  already  stated  your  position. 

The  experience,  however,  makes  it  necessary  for  us  to  raise  a  question  as 
to  another  matter  so  I  request  that  you  show  this  letter  to  Joe  and  ask  that 
he  let  us  know  just  what  he  wishes  us  to  understand' with  respect  to  the  posi- 
tion reserved  for  us  in  the  matter  of  Colombia  Gas  &  Electric,  about  which 
I  have  never  had  any  conversation  with  him  but  it  was  cleared  with  Joe  by 
our  mutual  good  friend,  Jim  Hutton. 

In  order  that  yOu  and  Joe  may  have  before  you  the  Columbia  Gas  &  Electric 
situation,  I  might  say  that  on  April  11th  I  discussed  with  Jim  Hutton  the  entire 
Columbia  Gas  &  Electric  situation,  as  a  result  of  which  Jim  advised  me  that 
so  far  as  he  was  concerned  we  could  not  only  participate  on  original  terms 
but  might  also  appear  in  the  public  advertising.  He  said  he  would  take  it 
up  with  Joe  Swan  along  these  lines  and  that  he,  Jim,  would  advise  me  what 
he  had  been  able  to  work  out. 

On  April  26th  Jim  told  me  he  had  had  a  very  satisfactory  talk  with  Joe  and 
that  Joe  had  agreed  with  the  principle  that  our  firm  was  to  have  a  participa- 
tion on  original  terms  and  an  "appropriate"  place  in  the  public  advertising. 

We  here  trust  that  none  of  you  will  receive  this  letter  as  being  in  any  sense 
controversial  but  will  also,  we  believe,  recognize  the  necessity  of  our  knowing 
nt  this  time  just  where  we  stand  in  regard  to  this  further  piece  of  business 
which  has  been  discussed  with  you. 

With  regards  to  you  all,  I  am, 
Sincerely, 

Faris  R.  R. 


Exhibit  No.  1868 
[From  the  files  of  W    te,  W'""  &  Co.] 

M.  L.  Freem.  v 
Financing  of  Industrial  and  Public  Utility  Corporations 

Fifteen  William  Street,  New  York,  February  25,  19S5. 
Re:  Wilson  &  Co.,  Inc. 

GuRDON  Wattles,  Esq., 

White,  Welo  &  Co.,  1,0  Wall  Street, 

New  York,  N.  T. 
E  Mr.  Wattles:  Referring  to  our  telephone  conversation  of  this  morn- 
ing, you  no  doubt  know  that  the  company  is  the  third  largest  meat  packers, 
preceded  by  Armour  &  Co.  and  Swift  &  Co.  There  are  about  $16,000,000.  out- 
standing 6%  first  mortgage  bonds,  series  A,  originally  underwritten  by  Guar- 
anty Trust  Co.  and  associates.    The  bonds  are  due  April  1, 1941  and  are  callable 
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at  $107%  on  any  interest  date  on  eight  weeks  notice.  They  are  listed  on  the 
New  York  Stock  Exchange  and  have  been  selling  currently  between  $109%  and 
$110.  The  low  for  1934  was  $97%,  the  high  $110.  Times  interest  earned 
were  as  follows: 

1928 2.15 

1929 2.17 

1930 - 2.49 

1931  deficit  $525,527  before  interest. 

1932 1.04 

1933- _                                                                                                      -  3.59 

1934  (fiscal  year  Oct.  27,  1934) I 5 

The  earnings  for  the  first  quarter  of  this  fiscal  year  were  approximately 
$1,500,000.  which  is  a  better  showing  than  for  the  like  quarter  1933  and  1934. 

The  current  assets  as  of  October  27,  1934  were  $34,289,841,  current  liabilities 
$8,260,614,  leaving  a  working  capital  of  $26,029,227.  The  plant  and  equipment 
as  of  that  date  were  carried  after  depreciation  at  $37,059,861. 

I  had  negotiations  with  Mr.  Edward  Foss  Wilson,  President,  pertaining  to 
the  possibility  of  arranging  an  issue  of  between  $17,000,000.  and  $20,000,000. 
of  4%%  twenty-year  first  mortgage  bonds  with  a  fixed  sinking  fund  of 
$200,000.  per  annum,  callable  at  $103.  for  the  first  three  years,  to  be  scaled 
down  after  that.     The  price  to  be  $97. 

Herewith  is  a  copy  of  a  letter  from  Mr.  Edward  Foss  Wilson,  President,  of 
February  21st,  in  which  he  expressed  a  desire  that  I  discuss  the  matter  with 
him,  Mr.  W.  C.  Buethe,  Treasurer,  and  Mr.  Thomas  E.  Wilson,  Chairman  of 
the  Board. 

In  view  of  the  fact  that  it  is  essential  to  telephone  Mr.  Wilson  tomorrow,  I 
shall  appreciate  it  if  you  would  be  kind  enough  to  advise  me  whether  you  would 
be  prepared  to  go  to  Chicago,  and,  if  so,  when. 
Very  truly  yours, 

M.  L>.  Freeman. 

MLF/AB 

End. 


Exhibit  No.  1869 

rProm  the  files  of  White,  Weld  &  Co.] 

Office  of  the  President. 

Wilson" &  Co.,  Inc. 
Chicago,  February  21,  19S5. 
Mr.  M.  L.  Freeman, 

15  William  Street,  New  York,  N.  Y. 
Dear  Sir:  We  have  your  kind  letter  of  February  19th  in  which  you  mention 
your  Interest  in  arranging  purchase  of  bonds  from  our  Company. 

We  would  be  very  glad  to  discuss  your  proposition  whenever  you  happen  to  be 
coming  out  to  Chicago.  If  you  will  let  us  know  when  this  wilL  be,  I  believe  we 
can  arrange  to  have  both  our  Treasurer,  Mr.  W.  C.  Buethe,  and  Mr.  Thomas  E. 
Wilson  also  on  hand  to  enter  into  the  discussion. 

As  you  of  course  realize,  our  biggest  problem  in  refunding  our  present  bond  issue 
due  in  1941  is  the  call  price  of  107%. 
Yours  very  truly, . 

(Signed)     Edward  Foss  Wilson. 


Exhirit  No.  1870 

[From  the  files  of  White.  Weld  &.  Co.] 

Feb.  26,  1935. 
Memorandum  for  Mr.  Timpson. 
Re :  Wilson  &  Co. 

Mr.  M.  L.  Freeman  has  brought  to  us  a  refunding  proposition  which  he  claims 
E.  F.  Wilson,  President  of  the  above  company,  is  willing  to  entertain.  This  is 
for  the  issuance  of  between  $17,000,000  and  $20,000,000  of  4%%  20  Year  First 
Mortgage  bonds  with  a  sinking  fund  of  $200,000  per  annum,  bonds  to  be  callable 
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at  103  for  the  first  3  years  with  a  scale  price  thereafter.    The  price  to  the  com- 
pany to  be  97. 

The  company  has  outstanding  at  the  present  time  $16,000,000  First  Mortgage 
6s  due  1941  and  callable  at  107%  on  8  weeks  notice.  The  present  bonds  are 
currently  selling  on  the  New  York  Stock  Exchange  at  109%,  to  yield  4.20% 
and  have  ranged  during  the  last  year  between  97%  and  110. 

These  bonds  are  not  held  by  any  of  the  large  institutions.  Mr.  Stiles  of  the 
Prudential  Insurance  Co.  told  me  today  on  my  checking  with  him  that  Wilson  ■& 
Co.  had  not  been  considered  one  of  the  best  packing  companies  but  had  been 
doing  considerably  better  lately,  that  without  making  a  rather  thorough  study 
he  could  not  give  me  an  opinion  as  to  whether  the  bonds  would  be  of  interest 
to  the  large  insurance  companies.  He  suggested  our  getting  a  check  from  either 
the  First  National  Bank  or  the  Continental  Illinois  National  Bank  in  Chicago  ov 
Samuel  McRoberts,  former  head  of  the  Chatham  Phenix  here  in  New  York,  in 
order  to  get  a  quick  check  as  to  whether  the  company  was  one  that  would  be 
desirable  to  endeavor  to  work  out  a  financing  picture  with. 

Mr.  Haggerty  of  the  Metropolitan  Life  stated  that  they  did  not  like  packing 
company  bonds  and  considered  Wilson  &  C<\  a  Class  B  company  and  would  no! 
be  interested  in  the  bonds. 

Mr.  M.  L.  Freeman  suggested  that  on  a  basis  of  say  3  points  gross  in  the 
business  there  would  be  a  division  of  underwriting  profit  of  say  %  of  a  point 
to  %  of  a  point,  committment  profit  of  say  %  of  a  point  and  selling  group 
profit  of  say  1%  to  2  points.  On  such  a  basis  he  said  he  would  want  to  have 
%  of  the  originating  profit.  This  would  mean  that  he  would  get  xk  of  either 
ii  of  a  point  or  %  a  point  depending  on  which  was  settled  on  as  an  originating 
profit  on  the  above  basis. 

(Signed)     G.  W.  Wattt.es. 

MW 

Exhibit  No.  1871 

[From  the  files  of  White,  Weld  &  Co.] 

[Copy] 

[Postal  Telegraph] 

[The  Mackay  System] 

New  York,  N.  Y.,  Feb.  27,  1935 
Mr.  Edwaiu)  Foss  Wilson, 

Wilson  &  Co.,  Inc.,  4100  Ashland  Avenue,  Chicago,  III.: 
Could  not  reach  you  by  telephone  stop  The  partners  banking  institution  re- 
ferred to  letter  February  nineteen  would  like  to  make  your  acquaintance  can  you 
come  here  for  discussion  regarding  purchase  twenty  million  four  and  one  half 
percent  bonds  due  nineteen  fifty-five  interest  and  sinking  fund  million  one  hun- 
dred thousand  per  annum  price  97  net  no  commissions  callable  one  hundred  and 
three  first  three  years  gradually  reducing  to  par  stop  Meeting  here  would  ex- 
pedite matter  However  if  you  or  other  executive  cannot  come  New  York  am 
prepared  to  arrive  Chicago  March  fourth  Please  wire. 


Charge  acct.  M.  L.  Freeman  15  William  St.,  New  York,  N.  Y. 


M.  L.  Freeman. 


Exhibit  No.  1872 

[From  the  files  of  White,  Weld  &  Co.] 
[Copy] 

Received  Feb.  28th  by  private  wire  and  transmitted  from  New  York  office  of 
Wilson  &  Co. : 

Da^ed  2/27/35. 
M.  L.  Freeman, 

15  William  St.,  New  York,  N.  Y.: 
Vice  President  J.  D.  Cooney  left  for  New  York  today     taei   matters.    He  has 
copy  of  your  telegram  will  call  you  your  office  Thursday  morning  to  make 
appointment  for  some  time  during  the  day  to  discuss  yoiif  proposition. 

E.  F.  Wilson,  President. 
Wilson  &  Co.,  Inc. 
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Exhibit  No.  1873 

[From  tbe  files  of  White,  Weld  &  Co.] 

M.  L.  Freeman 

Financing  of  Industrial  and  Public  Utility  Corporations 

15  Wiijjam  Street,  New  Yobk,  February  28,  1935. 
lie :  Wilson  &  Co.,  Inc. 

Gukdon  W.  Wattles,  Esq.. 

White,  Weld  &  Co.,  40  Wall  Street,  New  York,  N.  Y. 
Deak  Mr.  Wattles  :  Referring  to  our  conversation  over  tbe  telepbone,  I  en- 
close herewith  a  copy  of  my  telegram  of  February  27th,  to  Mr.  E.  F.  Wilson, 
1 'resident,  as  well  as  a  duplicate  of  bis  reply  of  same  date. 
Sincerely  yours, 

M.  L.  Freeman. 

MLF/AB 
2  Ends. 


Exhibit  No.  1874 

[From  the  files  of  White.  Weld  &  Co.] 

M.  L.  Freeman 
Financing  of  Industrial  and  Public  Utility  Corporations 

15  William  Street,  New  York,  February  28,  1985. 

Re :  Wilson  &  Co.,  Inc. 
Gurdon  Wattles,  Esquire, 

White,  Weld  &  Co.,  40  Wall  Street,  New  York,  N.  Y. 
Dear  Mr.  Wattles:  As  I  told  you  yesterday  over  the  telephone,  it  would  be 
necessary  to  call  Mr.  Wilson.    Either  you  or  I  can  do  it.    Lets  have  a  chat 
first  in  reference  to  your  conversation  of  today  with  Mr.  J.  D.  Cooney  and 
Halstead  Freeman. 

Will  you  please  have  your  secretary  advise  me  when  you  can  see  me? 
Very  sincerely, 

M.  L.  Freeman. 
MLF/AB 


Exhibit  No.  1875 

[From  the  files  of  While,  Weld  &  Co.     Letter  from  White,  Weld  &  Co.  to  M.  L.  Freeman] 

[File  copy] 

White,  Weld  &  Co.,  February  28.  1935. 
M.  L.  Freeman,  Esq., 

15  William  Street,  New  York  City. 

Dear  Mr.  Freeman  :  With  reference  to  your  letter  of  February  25,  1935  regard- 
ing Wilson  &  Co.,  Inc.,  if,  as  a  result  of  the  negotiation  with  you,  we  should 
complete  a  deal  for  the  refunding  of  Wilson  &  Co.'s  bonds  substantially  as  out- 
lined in  your  letter,  we  hereby  agree  that  out  of  the  compensation  or  profit 
which  may  be  received  by  White,  Weld  &  Co.,  we  will  pay  you  as  follows. 

The  proposal  outlined  by  you  contemplates  a  gross  spread  of  three  points  for 
placing  these  bonds.  This  spread  will  probably  be  divided  by  us  into  a  selling 
group  proportion  of  from  1%%  to  2%;  an  underwriting  proportion  of  probablv 
Yi  of  1%,  and  an  originating  profit  of  probably  *4  to  Y2  of  1%.  It  is  agreed  that 
we  are  to  pay  you  one-third  of  such  originating  profit,  as  we  may  receive,  after 
out-of-pocket  expenses  properly  chargeable  to  such  profit.  Such  one-third  shall 
be  payable  to  you  upon  receipt  by  us  of  our  share  of  the  originating  profit  and 
the  determination  of  said  out-of-pocket  expenses. 

While,  as  stated  above,  it  is  at  present  contemplated  that  the  originating 
profit  will  probably  be  14  to  y2  of  1%,  the  final  actual  percentage  is  to  be  deter 
mined  by  us  in  our  sole  discretion.  It  is  understood  that  we  may  also  particl 
pafp  in  such  underwriting  and  selling  groups  as  may  be  formed  and  receive 
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profits  as  a  result  of  such  participations,  but  that  you  shall  not  be  entitled  to 
any  share  or  participation  in  any  profits  which  may  accrue  to  us  by  reason  of 
our  participation  in  such  groups  or  either  of  them. 

If  the  foregoing  is  in  accordance  with  your  understanding,  will  you  kindly  so 
indicate  by  signing  and  returning  to  us  the  enclosed  duplicate  of  this  letter. 
Very  truly  yours, 

MW 

Accepted 


"Exhibit  No.  1876-1" 

[From  the  files  of  White,  Weld  &  Co.     Letter  from  White,  Weld  &  Co.  to  M.  L.  Freeman] 

[File  copy] 

White,  Weld  &  Co., 

March  1,  1935. 
Re :  Wilson  &  Co.,  Inc. 

M.  L.  Freeman,  Esq., 

15  William  Street,  New  York  City. 
Deab  Mr.  Freeman  :  I  am  enclosing  signed  letter  which  we  discussed  today. 
Yours  very  truly, 


MW 
Encl. 


"Exhibit  No.  1876-2" 

[From  the  files  of  White,  Weld  &  Co.] 

M.  L.  Freeman 

FINANCING  OF  INDUSTRIAL  AND  PUBLIC   UriLITY   CORPORATIONS 

15  William  Street.,  New  York,  March  27,  1935. 
Re :  Wilson  &  Co.  Inc. 
Gurdon  W.  Wattles,  Esq., 

White,  Weld  &  Co.,  40  Wall  Street,  New  York,  N.  Y. 
Dear  Mr.  Wattles:  Referring  to  our  recent  conversations  in  which  you  in- 
formed me  of  your  new  arrangements,;  will  you  be  kind  enough  to  forward  me 
a  new  argeement? 

Thanking  you,  I  remain 
Very  sincerely, 

M.  L.  Freeman. 
MLF/AR  

Exhibit  No.  1877 

[Krom  the  files  of  Smith,  Barney  &  Co.  Diary  entries  by  J.  W.  C.  (J.  W.  Cutler). 
C.  L.  A  (C.  L.  Austin),  B.  W.  (Burnett  Walker),  J.  J.  B.  (J.  J.  Buckley),  C.  W.  K. 
(C.  W.  Kennard)  and  E.  W.  (F.  Wels)] 

Wilson  &  Co. 

CLA  talked  with  E.  A.  Potter  reference  possibility  of  our  working  on  recapi 
talization  plan.  JRS  should  talk  with  EAP  before  seeing  officials  of  company. 
JWC— 9/11/34. 

JRS  has  talked  with  EAP  and  we  are  now  discussing  possible  plans  which  we 
might  suggest  to  Company.  Believe  Company  is  actually  considering  specific 
plans.     CLA— 10/9/34. 

CLA  had  a  talk  with  Mr.  E.  A.  Potter.  Jr.,  of  the  Guaranty  Trust  Comjpany  on 
<  »<:tober  17th  and  BW  and  CLA  together  had  additional  conversation  with  Mr. 
Potter  tbe  following  day.  as  a  result,  of  whifh  Mr.  Swan  is  planning  to  bo  avail 
able  to  Mr.  Potter  in  Chicago  on  Tuesday,  October  23rd,  at  which  time  (hero  is 
s< hodnled  a  Directors'  mopling  of  tbo  Company.     CI, A     -10/19/31. 
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Talked  with  E.  A.  Potter  as  to  outcome  of  Directors'  meeting  in  Chicago  this 
week,  in  which  it  was  understood  plans  of  reorganization  would  be  taken  up. 
JWC— 10/27/34. 

JRS  and  JWC  talked  with  EAP  Jr.  yesterday.  Referring  to  the  directors 
meeting  last  week  he  said  that  a  plan  of  reorganization,  looking  towards  fund- 
ing the  26%  Pfd  dividend  in  arrears  with  (1)  debentures  or  (2)  5%  Pfd,  had 
been  opposed  and  that  the  matter  had  been  returned  to  the  Committee  for  fur- 
ther study.  He  indicated  the  Co's  business  for  the  first  11  months  of  their  year 
had  been  extremely  good  ($4,700,000  net).    JWC— 10/30/34. 

E.  A.  Potter  said  that  at  a  Directors  meeting  yesterday  in  Chicago  the  Reor- 
ganization Plan  was  again  postponed  for  thirty  days,  largely  because  he  did  not 
feel  the  terms  were  quite  generous  enough.     JWC — 11/30/34. 

Talked  with  Ned  Potter,  who  said  he  had  spoken  to  Mr.  Wilson  in  our  behalf 
and  would  keep  us  advised.  Doubtful  if  there  is  anything  we  can  do  here. 
JWC— 1/2/35. 

Clark  of  White  Weld  called  me,  but  in  my  absence  spoke  to  JRS  saying  that 
M.  L.  Freeman  had  been  in  to  see  them  regarding  refunding  of  Wilson  6% 
Bonds,  stating  that  he  spoke  with  authority  from  the  Company.  I  subsequently 
talked  with  E.  A.  Potter  Jr.,  who  called  Mr.  Wilson  on  the  telephone.  Mr.  Wil- 
son denied  that  they  had  given  Freeman  any  authority  to  speak  for  them,  and 
asked  Mr.  E.  A.  Potter,  Jr.,  to  please  so  state  if  asked.  E.  A.  Potter  Jr.  sug- 
gested if  we  are  interested,  that  we  write  Mr.  Wilson  and  say  than  when  he 
was  ready,  we  will  be  glad  to  have  a  chance  to  figure.  The  matter  will  receive 
consideration  some  time  in  the  near  future,  and  has  been  pushed  forward  on 
account  of  the  Swift  Refunding  and  a  probable  Cudahy  Refunding.  JWC — 
3/8/35. 

I  reported  to  Farris  Russell  my  conversation  with  Ned  Potter,  who  has  talked, 
with  Mr.  Wilson.  Mr.  Russell  said  they  would  leave  the  matter  of  following 
this  to  us,  and  rely  on  us  if  anything  developed.     JWC — 3/11/35. 

CLA  and  I  talked  again  with  Ned  Potter  and  submitted  plan  for  replacing  6's 
with  $16  million  15  year  4's,  to  be  sold  on  a  4.25  basis.  This  would  involve  bank 
credit  of  $2,300,000.  EAP  said  he  would  prefer  no  bank  loan.  He  also  sug- 
gested we  write  Wilson  direct,  and  the  matter,  while  not  up  at  the  moment, 
would  probably  come  up  at  the  March  meeting  on  or  about  the  25th.  JWC — 
3/12/35. 

Talked  again  with  Potter  on  telephone,  who  called  me.  Explained  that  the 
Guaranty  had  handled  previous  financing  for  Company,  and  had  associates  in 
those  former  deals,  some  of  whom  would  have  to  be  taken  care  of.  Russell  said 
he  understood  and  would  leave  it  to  us  to  take  care  of  his  firm  in  the  proper 
way.     JWC— 3/12/35. 

JRS  and  I  talked  with  Maurice  Newton  of  Hallgarten  3/14/35  and  the  next 
day  JRS  talked  with  Emerich  of  Hallgarten,  a  director  of  Wilson.  We  told  him 
we  had  been  working  on  the  business  and  referred  to  the  old  joint  account  they 
had  with  the  Guaranty  and  asked  them  to  join  us,  which  they  said  they  would 
be  glad  to  do.  We  also  told  them  that  we  were  committed  to  White  Weld  &  Co. 
for  an  interest  if  business  resulted.  I  subsequently  reported  this  to  Faris  Rus- 
sell, who  again  said  they  were  entirely  agreeable  to  leaving  the  makeup  of  the 
group  and  interests  to  us.  I  also  reported  the  Hallgarten  development  to  Ned 
Potter,  who  thought  it  was  a  wise  move.  Mr.  O'Connor  of  Wilson  &  Co.'s  New 
York  office  subsequently  called  JRS  and  said  Mr.  Wilson  had  received  his  letter 
and  also  added  that  H.  G.  Freeman  was  advising  them  in  their  financing. 
JWC— 3/18/35. 

H.  D.  Freeman  dropped  in  later  to  say  the  same  thing  and  indicated  there  was 
no  hurry,  as  if  they  decided  to  call  the  bonds  Oct.  1st  notice  would  not  go  out 
before  August  1st.     JWC— 3/20/35. 

Newton  reported  from  Emerich,  who  attended  directors  meeting  today,  that 
the  matter  of  refinancing  was  not  discussed.    JWC— 3/26/35. 

JRS  called  on  Mr.  T.  E.  Wilson  in  Chicago  4/1  and  was  very  cordially  received 
by  him.  Explained  to  him  the  dissolution  of  Guaranty  Company  and  status  of 
EBS&Co.  and  advised  him  we  were  very  anxious  to  be  given  consideration  in 
connection  with  any  financing  which  he  might  do.  As  he  had  already  advised 
»JRS,  he  is  consulting  with  Halstead  Freeman  but  said  he  would  certainly  have 
us  very  much  in  mind.     JWC — 4/4/35. 

Nod  Potter  said  Company  had  engaged  Price,  Waterhouse  to  begin  necessary 
work  looking  towards  registration.  As  far  as  he  knew  thev  had  made  no  com- 
mitments with  any  bankers.     JWC — 5/8/35. 
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JRS  spoke  to  Newton  re  inclusion  of  Field,  Glore  &  Co.,  on  account  of  Halstead 
Freeman,  who  is  being  retained  by  the  company  in  connection  with  proposed 
financing.    Speak  to  First  Boston  before  going  further.    JWC — 5/14/35. 

JRS  talked  to  H.  Freeman  on  telephone.  Nothing  very  urgent  as  yet.  Con- 
firmed new  audit  in  process  of  being  made.  Will  be  glad  to  discuss  situation 
with  us.     JWC— 5/31/35. 

Mr.  Briggs  of  Byllesby  &  Co.  talked  to  me  about  Wilson.  I  told  him  we  were 
hopeful  but  were  not  in  position  to  talk.  He  asked  if  we  were  put  in  charge  of 
the  business  what  our  attitude  would  be  towards  them  and  I  said  that  he  could 
start  out  with  the  assumption  that  we  would  be  delighted  to  have  them  in  any 
piece  of  business  with  us  although  the  way  business  was  being  presented  to 
people  today  we  had  to  recognize  that  in  many  instances  groups  were  practically 
made  to  order  by  the  companies — all  of  which  he  understands.  They,  however, 
must  be  considered  in  this  connection.  Mr.  Briggs  called  my  attention  to  the 
business  which  they  were  very  glad  to  have  had  us  in  and  would  like  us  to  be 
in  Dusquesne,  Oklahoma  and,  of  course,  Northern  States  business  which  will 
come  along  a  little  later.    BW— 6/6/35. 

Saw  Halstead  Freeman  6/4/35  at  Palmer  House,  Chicago.  Very  friendly  and 
believe  he  will  be  of  help.    JWC— 6/4/35. 

T.  E.  Wilson  expected  back  about  June  12th.    JWC— 6/5/35. 

W.  C.  Buethe  called  JRS  on  telephone  today  and  said  they  were  actively  dis- 
cussing refunding  operation  and  they  wanted  to  put  the  matter  in  our  hands 
jointly  with  Field  Glore.  JRS  mentioned  leadership  but  Buethe  apparently  did 
not  want  to  get  into  that.    JRS  to  see  in  Chicago.    JWC— 6/6/35. 

Judge  Cooney  stopped  in  today  and  stated  that  they  had  in  the  past  iy2 
years  made  capital  additions  of  some  $4,000,000,  which  could  form  the  basis  for 
the  issuance  of  additional  bonds.  He  stated  that  there  had  been  some  dis- 
cussion in  their  oflice  about  the  advisability  of  raising  $4,000,000  or  $5,000,000 
additional  capital  for  working  capital  purposes,  and  if  we  thought  that  there  was 
any  chance  that  there  would  be  a  substantial  rise  in  interest  rates  within  the 
next  year  or  two,  they  would  give  consideration  to  the  issuance  of  additional 
debt,  either  under  the  mortgage  or  as  1  to  5  year  serials.  Judge  Cooney 
stated  that  with  the  light  run  of  live  stock  which  they  have  been  experiencing 
and  which  they  would  probably  experience  for  another  year  or  two  in  view  of 
the  drought  and  government  slaughter  program,  there  was  little  danger  of  their 
running  into  working  capital  shortage.  When,  however,  the  run  of  live  stock 
returns  to  normal,  they  will  require  larger  working  capital  for  inventory  pur- 
poses. If,  however,  we  felt  that  there  would  be  no  material  change  in  interest 
rates  for  a  minimum  of  two  years,  it  was  his  thought  that  they  could  borrow 
so  cheaply  at  the  banks  that  public  financing  would  be  unnecessary ;  particularly, 
in  view  of  the  fact  that  if  they  could  hold  off  public  financing  for  a  period  of 
two  years  and  the  live  stock  run  did  not  come  back  until  that  time,  they  would 
probably  not  require  any  financing  because  of  the  building  up  of  cash  resources 
in  the  meantime. 

He  asked  us  to  communicate  with  them  immediately  if  we  feit  that  any  marked 
change  in  interest  rates  was  impending.     JJB — 12/11/36. 

BW  and  CWK  met  with  Mr.  Halstead  Freeman  of  Glore  Forgan  and  Judge 
Cooney  of  Wilson  &  Co.  on  Wednesday,  March  17,  to  discuss  a  revised  pro- 
posal. The  revised  plan  suggested  was  the  issuance  by  the  Co.  of  $6,000,000  to 
$6,500,000  Conv.  Debs,  convertible  at  $12.50  or  $13.  per  share,  depending  upon 
market  conditions.  It  was  agreed  that  bankers  would  match  their  time  against 
the  Company's  and  go  ahead  and  prepare  the  necessary  documents  for  regis- 
tration on  such  a  proposal,  subject  to  an  agreement  on  price  to  the  Co.  at  a  later 
date.  Thursday  morning  BW  and  CWK  met  with  Mr.  Wilson  and  Judge  Cooney 
and  H.  Freeman  in  Mr.  Wilson's  room  at  the  Biltmore  Hotel.  Mr.  Wilson  was 
apprised  of  the  general  agreement  which  had  been  made  the  previous  day; 
this  was  satisfactory  to  him.  Also  discussed  at  this  meeting  the  relationship 
between  Glore  Forgan  and  E.  B.  S.  and  the  handling  of  tbe  syndication  and 
hook^  of  this  deal.  BW  stated  that  on  a  deal  of  this  kind  it  would  be  im- 
possible to  handle  it  as  the  previous  one  had  been,  and  that  one  of  the  two 
firms  would  have  to  have  complete  control,  e\  ^n  tbo  pecuniary  compensation 
was  the  same  for  each  firm.  No  decision  was  roached  at  the  meeting  as  Mr. 
WHsoN  wanted  to  give  the  mattor  further  thought.  The  latest  proposal  is 
••ntainad  in  a  nioraorandum  dated  March  17,  1937.     CWK— 3/18/37. 

A,  .,.,  <mi.h!  first  in  public  offering  today  of  $6,500,000  Conv.  3%%  T>ebs.  at 
101%    and  ace   int.     EW-  5/12/37- 
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Exhibit   No.   1878 

TFrom  the  files  of  Smith,  Barney  &  Co.] 

(Handwritten:)  N.  B.  file. 

Mabch  13,  1935. 
Mr.  Thomas  E.  Wilson, 

Chairman  of  the  Board,  Wilson  &  Co.,  Inc., 

41st  St.  &  Ashland  Ave.,  Chicago,  Illinois. 
Dear  Mb.  Wilson  :  During  the  past  few  months  various  of  my  partners  and  I 
have  had  conversations  with  Mr.  E.  A.  Potter,  Jr.,  with  respect  to  the  possi- 
bility of  a  refunding  operation  in  connection  with  your  outstanding  6%  Bonds. 
Within  tLj  last  few  days  we  have  been  informed  by  Mr.  Potter  that  the  Company 
is  considering  such  an  operation. 

Although  we  understand  that  you  perhaps  are  not  ready  to  come  to  a  deci- 
sion in  this  matter  immediately,  I  wish  to  inform  you  that  my  firm  stands 
ready  to  be  of  service  to  you  in  this  connection.  We  believe  that  an  operation 
profitable  to  the  Company  can  be  worked  out  and  are  prepared  to  discuss  a 
definite  proposal  with  you.  I  should  be  glad  to  come  to  Chicago  to  talk  over 
this  matter  with  you  any  time  it  suits  your  convenience. 

I  would  like  to  take  this  opportunity  of  congratulating  you  upon  the  success 
of  your  Reclassification  Plan. 
With  kindest  regards,  I  am, 
Sincerely  yours, 

J.  R.  S. 
JRS/CLA/EF 


Exhibit  No.  1879 
[From  the  files  of  Smith,  Barney  &  Co.  1 

(Handwritten:)  N.  B.  file. 

Maboh  8,  1935. 
Memo  to :  Mr.  C.  L.  Austin,  Wilson  &  Company. 

Clark  of  White  Weld  called  me,  but  in  my  absence  spoke  to  J.  R.  S.  saying,  that 
M.  L.  Freeman  had  been  in  to  see  them  regarding  refunding  of  Wilson  6%  Bonds, 
stating  that  he  spoke  with  authority  from  the  Company.  I  subsequently  talked 
with  E.  A.  Potter,  Jr.,  who  called  Mr.  Wilson  on  the  telephone.  Mr.  Wilson 
denied  that  they  had  given  Freeman  any  authority  to  speak  for  them,  and  asked 
Mr.  E.  A.  Potter,  Jr.,  to  please  so  state  if  asked. 

E.  A.  Potter,  Jr.,  suggested  if  we  are  interested,  that  we  write  Mr.  Wilson  and 
sny  that  when  he  was  ready,  we  will  be  glad  to  have  a  chance  to  figure. 

The  matter  will  receive  consideration  some  time  in  the  near  future,  and  has 
been  pushed  forward  on  account,  of  the  Swift  Refunding  and  a  probable  Cudahy 
Refunding. 

J.  W.  C. 

JWC:h 


Exhibit  No.  1880 

[From  the  files  of  The  First  Boston   Corporation] 

(Handwritten:)  Folder  #4,  $20,000,000,  4%  Due  1955. 

The  First  Boston  Corporation, 
"Confidential.  New  York,  N.  Y.,  May  18,  1935. 

J.  H.  Briggs,  Esq., 

Vice  President,  H.  M.  Byllesby  and  Company,  • 

231  South  LaSalle  Street,  Chicago,  Illinois. 

Dear  Job:  On  last  Thursday  Joe  Swan  of  Edward  B.  Smith  &  Co.  called  un 
Harry  Addinsell  and  told  him  that  they  were  working  on  a  refunding  operation 
lor  Wilson  &  Co. 

In  checking  up  Our  past  historical  records,  it  came  to  my  attention  that  over  a 
period  of  years  the  financing  for  Wilson  &  Co.  was  handled  by  a  group  of  which 
the  Guaranty  Company  was  the  manager  and  in  which  were  included  Chase 
Securities  Corporation,  Blair  &  Co.,  Halgarten  &  Co.,  First  Trust  and  Savings 
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Bank,  Chicago,  Continental  and   Commercial,  Chicago   and  Illinois  Merchants 
Trust  Company,  Chicago. 

For  your  confidential  information,  the  Guaranty,  Chase,  Blair  and  Halgarten 
each  had  an  interest  of  approximately  18.75%. 

In  the  early  part  of  March  Miles  Warner  told  me  of  the  discussions  which  he 
had  had  with  one  of  the  Wilsons  and  asked  if  we  would  be  interested  in  figuring 
on  the  business  and  on  the  15th  of  March,  in  response  to  a  wire  from  George 
Leness,  I  indicated  to  Miles  that  we  were  unwilling  to  undertake  a  deal  along 
the  terms  similar  to  Swift  or  to  enter  into  negotiations  which  involved  a  high 
degree  of  competition  and  stated  that  if  the  company  was  prepared  to  sit  down 
and  discuss  the  best  form  of  financing,  we  would  be  interested  in  principle  in  so 
doing.  I  did  not  hear  anything  further  about  this  matter  and  assumed  that  it 
had  died  a  natural  death. 

At  the  time  of  my  discussions  with  Miles,  I  did  not  realize  that  the  Chase 
Securities  Corporation  had  always  been  in  the  group  headed  by  the  Guaranty 
Company  of  New  York.  As  Mr.  Swan  indicated  that  they  had  discussed  this 
matter,  we  told  him  that  we  would  be  delighted  to  join  with  him  in  discussing  the 
re-formation  of  the  old  group.  We  told  Mr.  Swan  of  Miles  Warner's  connection 
with  one  of  the  Wilsons  and  of  our  discussions  with  him  and  said  that  we  would 
like  to  see — when,  as  and  if  the  group  is  formed — that  H.  M.  Byllesby  and  Com- 
pany had  a  position  in  the  business  and  that  we  assumed  that  this  would  be 
agreeable  to  him>  He  indicated  to  us  that  he  also  wanted  to  consider  the  inclu- 
sion of  White,  Weld  and  Field  Glore. 

I  know  that  you  will  protect  me  on  this  information,  but  I  want  you  to  know 
the  facts  in  connection  with  these  discussions  and  while,  naturally,  I  would  not 
want  to  attempt  to  involve  you  in  making  any  decision,  it  seems  to  me  that  it  is 
most  logical  that  the  old  group  should  have  a  legitimate  claim  on  the  business — 
particularly  with  the  tie-in  with  the  Guaranty  Trust  Company  and  if  we  can  work 
it  around  so  that  H.  M.  Byllesby  and  Company  has  an  original  interest  and  an 
appearance  position,  it  would  seem  to  be  the  desirable  thing  to  do — rather  than 
to  get  into  a  competitive  mess. 

In  addition,  I  want  you,  personally,  to  know  that  we  urged  the  inclusion  of 
H.  M.  Byllesby  and  Company  and  will  do  everything  in  our  power  to  see  that  a 
place  is  made  in  the  business  for  you  if  you  so  desire.  In  the  meantime,  I  know 
that  you  will  protect  me  in  giving  you  this  information  as — frankly,  we  have  riot 
attempted  to  obtain  clearance  with  Mr.  Swan  to  discuss  the  matter  with  you. 

Please  let  me  know  sometime  early  next  week  if  you  would  like  to  have  us  con- 
tinue to  advance  the  arguement  that  you  should  be  included  in  this  group  with  an 
appearance  position  and  I  know  in  the  meantime  that  you  will  protect  me  in  this 
matter,  as  will  Miles,  in  case  anything  is  said  to  him. 

With  kindest  regards, 
Sincerely  yours, 

: ,  Vice  President. 

DRL/g  

Exhibit  No.  1R81 
[From  the  flies  of  The  First  Boston  Corporation] 

(Hand  written:)  Folder  #  4,  $20,000,000,  4%— Due  1955,  guide  "Memo." 
Wilson  &  Company,  Inc. 

Mr.  Swan  asked  me  yesterday  whether  we  would  join  with  them  in  reconsti- 
tuting the  old  group  which  the  Guaranty  headed  for  Wilson  &  Co.  business. 
After  discussion  here  I  told  Mr.  Swan  that  we  would  be  glad  to  do  so.  I  called 
his  attention  to  the  fact  that  Mr.  Miles  Warner  of  Byllesby,  who  is  a  personal 
friend  of  some  of  the  younger  Wilsons,  had  talked  with  Mr.  Leness  about  the  mat- 
ter some  months  ago,  but  that  we  told  Mr.  Warner  that  we  would  sot  want  to  be 
drawn  into  competition  for  the  business  and  we  have  heard  nothing  about  it  since. 

I  therefore  suggested  to  Mr.  Swan  that  if  a  group  was  getting  together,  some 
consideration  be  given  to  including  Byllesby  in  it  on  some  basis.  He  .subsequently 
called  me  back  to  say  that  he  thought  for  certain  reasons  that  it  would-be  desir- 
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able  to  include  White  Weld  and  Field  Glore  and  asked  if  we  would  consider  this 

question  and  give  him  our  views. 

H.  M.  Addinsetx. 

May  16th  1935.  

"Exhibit  No.  1882-1"  appears  in  full  in  the  text,  p.  12526. 


Exhibit  No.  1882-2 

[From  the  files  of  Smith,  Barney  &  Co.     Memorandum  by  J.  J.  Buckley] 

No.  570.  September  0,  1935. 

Wilson  &  Co.,  Inc.,  First  Mortgage  Twenty-Year  Bonds-Series  A  4%,  due 

July  15,  1955. 

Before  actual  work  on  the  deal  was  begun  a  preliminary  meeting  was  held 
on  6/10/35  in  the  Chicago  Offices  of  Field,  Glore  &  Co.,  attended  by  Chas.  Glore 
and  Maurice  Bent  of  Field,  Glore  and  BW  and  JJB  of  EBS.  Glore  advised 
that  he  had  been  informed  by  Russ  Forgan  from  New  York  that  he  (Forgan) 
and  JRS  had  tentatively  discussed  the  following  syndicate : 

E.   B.   S 25%     Eastern  Manager 

Field  Glore 25%     Western      " 

The  First  Boston  Corp 10% 

Speyer  &  Co 10% 

Hallgarten  &  Co 10% 

Bancamerica  Blair  Corp 10% 

White  Weld  &  Co 5% 

Goldman,  Sachs  &  Co 5% 


100% 

In  this  meeting  Chas.  Glore  stated  that  he  would  like  to  make  room  for 
Lee  Higginson  Corp.  and  BW  stated  that  he  would  like  to  make  room  for 
Byllesby  &  Co. 

On  6/11/35  a  meeting  was  held  at  Wilson  &  Co.'s  Chicago  Offices  attended 
by  Messrs.  Buethe,  Cooney,  and  Hoffman,  officers  of  Wilson  &  Co.,  Halstead 
Freeman,  then  representing  Wilson  &  Co.  in  an  advisory  capacity,  Glore  and 
Bent  of  Field,  Glore  and  BW  and  JJB.  After  discussing  the  claims  of  various 
underwriting  houses  the  company,  through  Mr.  Buethe,  indicated  that  they 
would  be  pleased  with  a  syndicate  composed  of  (or  at  least  including)  the 
following  houses:  E.  B.  S.,  Field  Glore,  Speyer,  Kuhn,  Loeb,  Hallgarten, 
Lazard  Freres,  Lee  Higginson,  Hornblower,  Goldman  Sachs. 

In  discussing  the  various  underwriters  under  consideration  Mr.  Buethe 
specifically  excluded  White  Weld  by  name,  despite  the  fact  that  BAV  had-  indi- 
cated that  he  would  be  pleased  to  have  White  Weld  included  in  any  group 
formed.  Pressed  for  our  views  of  the  group  BW  stated  that  he  had  no  excep- 
tion to  any  name  on  the  list,  but  did  feel  that  the  issue  would  need  "selling" 
and  that  he  would  prefer  to  see  the  group  contain  greater  retail  distribution 
ability,  and  when  asked  to  be  specific  BW  stated  that  if  he  were  to  choose  a 
group  without  regard  to  what  obligations  the  company  might  be  under  to 
other  houses,  he  would  suggest  as  the  four  leaders  in  the  business  E.  B.  S., 
Field  Glore,  First  Boston  and  Brown  Harriman.  Later  in  the  discussion  he 
also  mentioned  Byllesby  as  having  good  distribution  among  Chicago  houses. 
Chas.  Glore  agreed  entirely  with  BW. 

Mr.  Buethe  insisted  that  Spsyer  appear  ahead  of  all  houses  except  the  two 
leaders,  because  Speyer  had  been  helpful  on  the  reclassification  of  the  stock 
last  winter  and  had  offered  the  first  refunding  plan  for  the  company's  consid- 
eration. Goldman  Sachs  were  included  at  the  company's  request  because  they 
had  dealt  in  the  company's  commercial  paper,  and  Hornblower  was  included  at 
the  company's  request  because  they  also  had  been  of  assistance  to  the  company 
in  the  matter  of  reclassification  of  the  company's  stock.  The  other  underwrit- 
ing houses  were  proposed  by  the  company  primarily  because  they  already  had 
submitted  refunding  plans  to  the  company. 
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Ultimately  it  was  agreed  (and  confirmed  at  another  meeting  the  next  day, 
6/12/35)  that  the  group  tentatively  would  be  as  follows,  subject  to  approval  of 
Mr.  Thos.  E.  Wilson,  who  was  expected  to  return  from  Europe  within  a  few 
days: 

E.  B.   S : $5,000,000  25% 

Field  Glore 5,000,000  25 

Speyer t—  2,000,000  10 

First  Boston 2,000,000  10 

Hallgarten 2,000,000  10 

Goldman  Sachs - 800,000        4 

Bancamerica-Blair 800,000        4 

Lazard  Freres 800,000        4 

Hornblower 800,000        4 

Lee  Higginson 800,000        4 


$20,  000,  000    100% 

with  the  reservation  that  it  might  be  necessary  to  make  room  for  Kuhn  Loeb, 
who,  through  Elisha  Walker,  had  put  considerable  pressure  on  the  company  for 
the  business.  (Blair,  Walker's  former  affiliation,  having  had  largest  interest  in 
previous  financing.)  Ultimately  Kuhn  Loeb  was  included  to  the  extent  of 
$2,000,  000,  or  1Q%,  and  participations  of  all  other  members  were  reduced  by 
10%,  and  about  mMway  in  the  registration  period  Kuhn  Loeb  decided  not  to 
appear  in  the  advertising  or  on  the  face  of  the  prospectus  and  requested  that  its 
name  appear  last  in  the  list  of  underwriters  appearing  inside  the  prospectus  and 
in  the  registration  statement. 

It  was  agreed  that  E.  B.  S.  be  Eastern  Manager  and  that  Field  Glore  be  West- 
ern Manager,  E.  B.  S.  to  lead  in  every  respect  except  for  publicity  and  advertis- 
ing in  Chicago  territory. 

Accordingly  the  offering  was  made  on  July  30,  .1935  by  the  following  group, 
with  the  participations  indicated   (Kuhn-  Loeb  not  appearing  publicly)  : 

Edward  B.    Smith   &  Co $4,500,000 

Field,  G'ore  &  Co 4,  500,  000 

Speyer  &  Co 1,800,000 

The  First  Boston  Corporation 1,800,000 

Hallgarten  &  Co 1,800,000 

Goldman,  Sachs  &  Co 720,000 

Bancamerica-Blair  Corporation-! , 720,000 

Lazard  Freres  &  Company,   Incorporated-- 720,000 

Hornblower  &  Weeks J___^_— J____^ 720,000 

Lee  Higginson  Corporation _ \ 720,  000 

Kuhn,  Loeb  &  Co —  2,000,000 

Total $20,000,000 

J.  J.  B. 


Exhibit  No.  1883 

[From  the  files  of  Wilson  &  Co.,  Inc.] 

Chicago,  May  23, 19S5. 
Dear  Mb.  Wilson  :  The  matter  of  refunding  the  bonds  has  been  discussed 
between  Edward,  Mr.  Buethe,  Mr.  Hoffman,  Mr.  Freeman  and  myself,  and  we 
all  feel  that  as  the  time  approaches,  that  there  is  a  serious  question  whether 
ample  time  would  remain  after  you  return  to  Chicago,  around  June  15.  It 
seems  to  us  that  it  is  necessary  to  decide  upon  4he  bankers  who  are  to  under- 
write the  issue  and  to  discuss  with  them  and  settle  some  of  the  details  with 
reference  to  the  trust  deed  and  prospectus,  especially  such  questions  as  whether 
an  appraisal  of  the  property  is  necessary,  the  kind  of  opinion  of  title  required, 
whether  or  not  the  fixed  assets  of  the  subsidiaries  are  to  be  pledged  directly 
under  the  mortgage  or  through  collateral  trust  agreements,  as  well  as  the  inter- 
est rate,  call  price,  sinking  fund  provisions  and  underwriter's  commissions. 
These  latter  details,  however,  would  not  be  finally  settled  until  you  return. 
We  feel  that  it  is  highly  desirable  that  the  underwriting  house  be  determined 
upon  at  an  early  date  in  June  and  discussion  of  the  above  matter  be  had.    As 
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you  know,  the  following  firms  have  indicated  a  desire  to  discuss  the  matter 
with  us: 

1.  Kuhn,  Loeb  &  Co. 

2.  B.  B.  Smith  &  Co. 

3.  Speyer  &  Co. 

4.  Field,  Glore  &  Co. 

5.  Lazard  &  Co. 

6.  Hallgarten  &  Co. 

7.  Hornblower  &  Weeks. 

8.  White,  Weld  &  Co. 

9.  Lee,  Higginson  &  Co. 

It  is  felt  that  it  might  be  desirable  to  have  two  firms  instead  of  one  to  head 
the  underwriting  syndicate.  With  the  exception  of  Hallgarten  &  Co.,  none  of  the 
houses  who  have  handled  our  Company's  previous  issues  are  still  in  existence, 
although  some  of  the  former  heads  are  in  going  firms.  E.  B.  Smith  &  Co.  do  a 
good  deal  of  the  business  of  the  old  Guaranty  Company  and  as  you  know, 
Mr.  Swan  is  their  President.  Speyer  &  Co.  have  been  active  in  making  recom- 
mendations and  Field,  Glore  &  Co.,  while  a  relatively  new  house  might  be 
advantageous  because  of  their  Chicago  origin.  Mr.  Buethe,  and  Mr.  Freeman 
definitely  recommend  that  the  two  houses  should  be  picked  out  of  the  last 
above  named  three  firms,  namely,  E.  B.  Smith  &  Co.,  Speyer  &  Co.,  and  Field, 
Glore  &  Co.  If  this  is  done,  it  could  probably  be  arranged  that  any  of  the 
other  firms  would  be  invited  to  participate  in  a  substantial  way  at  our  request. 

We  understand  that  Armour  &  Co.  are  now  having  an  audit  made  and  are 
negotiating  for  the  refunding  of  their  bonds  and  it  is  said  that  Cudahy  Packing 
Company  are  also  discussing  the  matter  actively. 

If  you  are  agreeable  to  definitely  picking  the  underwriting  bankers  before 
you  return,  will  you  please  indicate  your  choices  by  cable,  quoting  the  number 
opposite  the  firm's  name  and  if  you  agree  that  it  is  advisable  to  have  two 
houses,  will  you  please  indicate  the  houses. 

I  think  it  would  be  entirely  possible  to  delay  any  discussions  with  the  bankers 
till  after  June  15,  and  still  be  able  to  make  and  conclude  all  arrangements 
prior  to  August  5,  the  date  it  is  necessary  to  call  our  outstanding  bonds. 
However,  I  believe  that  to  do  so  would  be  rather  hazardous  as  there  might 
be  a  possibility  of  having  to  meet  some  of  the"  bankers'  requirements,  especially 
having  to  do  with  tie  form  of  the  trust  deeds,  the  appraisal  or  clearing  up  the 
title,  that  could  not  be  done  in  so  short  a  time. 
Yours  very  truly, 

Jambs  D.  Cooney. 
J.  D.  C. 


Exhibit  No.  1884 

[From  tbe  flies  of  Wilson  &  Co.,  Inc.] 

Excelsior — Roma 

Cooney  :  Letter  23rd — would  use  two  houses  number  four  and  selection  between 
two,  three,  one— according  present  attitude  favorable  trade — because  of  present 
I  Bonds]  borrowings  am  leaning  toward  all  bonds    Sailing  Thursday    Both  fine — 


Exhibit  No.  1885 
[From  the  files  of  The  First  Boston  Corporation] 

6-27-1935. 

(Handwritten:)  Folder  #  4   $20,000,000  4%— Due  1955    Guide  "Memo." 

Wilson  &  Company 

While  Mr.  Burnett  Walker  of  Edward  B.  Smith  &  Co.  was  here  this  afternoon, 
he  explained  the  banking  politics  in  connection  with  the  proposed  issue  of 
$20,0(30,000  bonds  for  this  company. 

1244^1 — 40— pt.  24 32 
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Field,  Glore  are  going  to  head  the  business  in  the  west  and  Edward  B.  Smith  & 
Co.  in  the  east.    The  respective  interests  in  the  business  are  as  follows : 

Field,  Glore  &  Co 25% 

Edward  B.  Smith  &  Co 25% 

Speyer  &  Co 10% 

The  First  Boston  Corporation 10% 

Hallgarten  &  Co 10% 

Goldman,  Sachs  &  Co 4% 

Bancamerica-Blair 4% 

Lazard  Freres  &  Co.,  Inc 4% 

Hornblower  &  Weeks 4% 

Lee  Higginson  Corporation 4% 

While  it  has  not  yet  crystallized,  it  is  probable  that  only  the  first  five  names  will 
appear  in  the  advertisement.  Mr.  Walker  explained,  confidentially,  to  me  that  the 
senior  Mr.  Wilson  originally  wanted  Field,  Glore  to  head  the  business  in  the  west 
and  Kuhn,  Loeb  in  the  east,  but  that  for  various  reasons,  Edward  B.  Smith  &  Co. 
was  finally  selected.  Mr.  Walker  stated  that  he  might  want  to  offer  a  slight 
interest  to  Kuhn,  Loeb  &  Co.  and  that  while  he  had  not  definitely  made  up  his 
mind  to  do  so,  he  might  ask  each  member  of  the  group  to  give  up  10%  of  their 
total  to  a  pool.  However,  if  there  is  any  resistance,  he  frankly  feels  that  Field, 
Glore  and  themselves  should  make  the  contribution. 

I  told  Mr.  Walker  that  as  far  as  we  were  concerned  he  could  write  his  own 
ticket  He  stated  that  probably  in  the  course  of  the  next  four  or  five  days  further 
details  would  be  made  available  to  us. 

D.  R.  Ltnsley. 

June  27. 1935 

Exhibit  No.  .1886 

[From  the  files  of  Smith,  Barney  &  Co.     Original  of  "Exhibit  No.  lSto.'*] 

JWC — Re  attached  letter,  Mr.  Walker  discussed  this  with  Russell,  personally, 
and  does  not  think  it  necessary  for  you  to  reply  to  it. 

(Handwritten :)  M.  D.  file  JWC.  M.  D. 

New  York 
Boston 

White,  Weld  &  Co., 
Mr.  John  W.  Cutler,  40.  Wall  Street,  New  York,  Jtdy  8,  19S5. 

Messrs.  E.  B.  Smith  &  Co., 

85  Nassau  Street,  New  York,  N.  Y. 

Dear  John  :  You  and  Burnett  Walker  for  your  firm  and  Ben  Clark  and  I 
for  White,  Weld  &  Co.  have  had  several  conversations  during  the  course  of 
*the  last  several  months  with  respect  to  refunding  operations  for  Wilson  &  Co., 
Inc.  Inasmuch  as  the  understandings  had  between  us  were  primarily  between 
yourself  and  myself,  I  am  sending  this  letter  to  you  with  a  chronological 
history  taken  from  our  files  on  this  matter.    The  history  is  as  follows: 

On  February  26,  1935  an  entrepeneur  by  the  name  of  M.  L.  Freeman  dis- 
cussed with  us  the  question  of  refunding  the  outstanding  bond  issue. 

During  the  same  week  Mr.  Freeman  demonstrated  that  he  was  not  merely 
presenting  an  idea  which  is,  of  course,  open  field  for  all  free  lance  promoters 
but  introduced  in  our  office  J.  D.  Cooney,  Vice  President  of  Wilson  &  Co., 
Inc.  and  the  whole  discussion  was  with  respect  to  the  matter  of  refunding 
their  outstanding  bonds.  After  such  discussion,  Mr.  Cooney  said  that  they 
would  in  the  next  few  weeks  decide  on  their  program  and  said  ho  would 
again  discuss  with  us  the  question  of  what  sort  of  a  trade  we  might  be  able 
to  work  out. 

We  subsequently  confirmed  with  Mr.  Halstead  Freeman  that  there  was  an 
open  field  for  the  business. 

We  recognized  also  that  of  the  original  houses  in  the  major  position  on  this 
business,  all  but  one  had  discontinued  activities. 

Recognizing,  however,  that  some  of  the  partners  of  your  firm  had  previously 
been  officers  of  the  Guaranty  Co.,  which  had  discontinued  its  business,  and 
not  knowing  whether  you  were  active  in  considering  this  business,  we  decided 
to  discuss  it  with  you  and,  if  you  wished  us  to  do  so,  join  hands  with  you  in 
its  development 
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On  March  6th  Ben  Clark  saw  Joe  Swan  and  advised  him  of  the  above  and 
Mr.  Clark's  report  on  the  meeting  states  that  "Joe  was  frank  to  say  that  they 
had  no  discussion  so  far."  Further  that  Joe  said  "I  do  not  want  to  tie  you 
up  in  any  way  and  I  will  look  into  it  with  the  idea  that  we  are  two  friends 
and  you  will  hear  from  me  when  I  get  posted." 

On  March  11th  you  telephoned  to  me  about  this  matter,  stating  that  you  under- 
stood Freeman  had  been  in  to  see  us  saying  that  he  had  authority  to  represent 
the  company.  You  stated  that  this  had  been  checked  with  the  company  and  it 
had  been  found  that  Freeman  was  not  authorized  to  negotiate  and  you  further 
stated  that  on  account  of  your  close  friendship  with  the  Guaranty  Trust  Co. 
you  had  as  good  a  position  as  anyone  to  negotiate  with  Wilson  &  Co.  and  it  was 
your  thought  that  we  should  tell  Mr.  Freeman  we  were  not  in  a  position  to 
deal  with  him  and  that  your  firm  would  follow  the  matter  with  the  company 
and  come  back  to  us  as  matters  developed. 

On  March  18th  you  telephoned  me  saying  that  the  old  account  at  the 
Guaranty  was  joint  with  Hallgarten  &  Co.,  that  you  had  talked  with  Hall- 
garten  &  Co.,  whose  Chicago  partner  is  a  director  of  the  company,  and  had 
arranged  that  we  were  to  be  included  in  the  business.  You  said  further  that 
you  hoped  it  would  be  agreeable  to  us  to  let  the  matter  of  our  percentage  rest 
for  the  present  as  you  intended  to  work  out  a  fair  and  reasonable  place  for  us. 
I  told  you  this  was  satisfactory  and  left  the  matter  in  your  hands. 

I  asked  you  whether  there  was  any  indication  of  serious  competition  from 
other  directions  and  you  stated  that  you  did  not  see  how  with  the  friendship 
of  E.  A.  Potter  and  Emerich  there  could  be  much  doubt  as  to  your  getting  the 
business.    We  consequently  folded  our  hands  to  await  developments. 

Recently  when  it  became  apparent  that  the  business  was  in  the  immediate 
making  and  not  having  heard  from  you,  I  called  your  office  but  could  not  reach 
you.  Later  the  same  day  Burnett  Walker  telephoned  me  asking  for  a  review 
from  us  of  the  Wilson  &  Co.  matter  as  between  ourselves  and  yourselves.  I  gave 
him  the  above  story.    Misunderstanding  here.1 

I  did  not  hear  further  from  Burnett  Walker  but  be  came  over  and  saw  Ben 
Clark,  expressed  extreme  regret  and  stated  that  embarrassing  as  it  was  to 
your  firm,  we  could  not  be  included  In  the  Wilson  &  Co.  business,  that  Field, 
Glore  &  Co.  and  the  company  itself  had  refused  your  request  that  we  be 
included. 

The  above  chronological  story  of  this  matter  is  based  on  memoranda  made  im- 
mediately after  the  various  conversations  took  place  and,  hence,  is  neither  haey 
in  our  minds  nor  subject  to  misunderstanding  or  faulty  recollection. 

The  above  is  not  sent  to  you  as  a  record  on  which  we  make  any  claim  on, 
you  for  Burnett  Walker  has  already  stated  your  position. 

The  experience,  however,  makes  it  necessary  for  us  to  raise  a  question  as  to 
another  matter  so  I  request  that  you  show  this  letter  to  Joe  and  ask  that  he 
let  us  know  just  what  he  wishes  us  to  understand  with  respect  to  the  position 
reserved  for  us  in  the  matter  of  Columbia  Gas  &  Electric,  about  which  I  have 
never  had  a ny^ conversation  with  him  but  it  was  cleared  with  Joe  by  our  mutual 
good  friend,  Jim  Hutton. 

In  order  that  you  and  Joe  may  have  before  you  the  Columbia  Gas  &  Electric 
situation,  I  might  say  that  on  April  11th  I  discussed  with  Jim  Hutton  the  entire 
Columbia  Gas  &  Electric  situation,  as  a  result  of  which  Jim  advised  me  that 
so  far  as  he  was  concerned  we  could  not  only  participate  on  original  terms  but 
might  also  appear  in  the  public  advertising.  He  said  he  would  take  it  up  with 
Joe  Swan  along  these  lines  and  that  he,  Jim,  would  advise  me  what  he  had 
been  able  to  work  out. 

On  April  26th  Jim  told  me  he  nad  had  a  very  satisfactory  talk  with  Joe  and 
that  Joe  had  agreed  with  the  principle  that  this  firm  was  to  have  a  participation 
on  original  terms  and  an  "appropriate"  place  in  the  public  advertising. 

We  here  trust  that  none  of  you  will  receive  this  letter  as  being  in  any  sense 
controversial  but  win  also,  we  believe,  recognize  the  necessity  of  our  knowing 
at  this  time  just  where  we  stand  in  regard  to  this  further  piece  of  business 
which  has  been  discussed  with  you. 

With  regards  to  you  all,  I  am, 
Sincerely, 

__  Fabis  R.  Russell. 

1  Words  In  italics  handwritten. 
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Exhibit  No.  1887-2 

[Submitted  by  Smith,  Barney  &  Co.  I 

BUYING  DEPARTMENT   WORK   SHEET  FORM 

(To  be  used  if  Edward  B.  Smith  &  Co.  manager  or  co-manager) 

Name  of  Company 

Amount  of  Issue . 

Title  of  Issue 

Leader  in  Business 

Offering  Date Public  Offering Private  Offering 

Handled    hy ■— 

SYNDICATE  DEPT.   MISCELLANEOUS   &    COMMITMENT 

— Syndicate  Dept.,  Treasurer's  Dept,  and  Miss  Wels  advised  of  business 

— Written  notice  to  Syndicate  Dept.,  Treasurer's  Dept,  and  Miss  Wels  as  soon  us 

commitment  taken 
— Syndicate  Dept.  advised  of  any  commitments  to  others  re  participations 
— Advise  Blue  Sky  man  of  deal  as  early  as  possible 
— Advise  Blue  Sky  man  of  date  of  audited  statements 
— Obtain  preliminary  list  of  states  in  which  issue  to  be  qualified- 
— Have  Company,  where  necessary,  start  preparation  of  forms 
— Get  counsel  started  on  "where  legal" 
— Trip  by  Underwriters  over  property  arranged,  if  desirable 
— Obtain  final  list  of  states  in  which  issue  to  be  qualified 

STANDING   OF   EXPERTS 

— Standing  of  certifying  or  independent  accountants  checked 
— Standing  of  any  engineers  or  other  experts  checked   (whether  or  not  named) 
— Standing  of  counsel  for  Underwriters  checked  (if  not  regular  attorneys) 
— Standing  of  counsel  for  Company  checked 

— Extent    of    investigation    by    engineers    or    independent    accounts    (if    any) 
ascertained 

TRUST   AGREEMENT 

— Drawn  by  counsel  for  Underwriters 

— Checked  for  provisions  and  form 

— Compared  with  Underwriting  Agreement 

— Compared  with  Registration  Statement 

— Compared  with  Prospectus 

— Approved  by  Trustee 

— Approved  by  Associate  Underwriters 

—Approved  by  Subunderwriters 

— Approved  by  Stock  Exchange  (if  issue  to  be  listed) 

— Approved  by  Company  and  its  counsel 

— Approved  and  initialed  by  counsel  for  Underwriters 

— Appropriate  corporate  action  taken  by  Company 

— Federal  and  any  State  stamp  taxes  purchased  and  cancelled 

— Executed 

REGISTRATION  STATEMENT 

— Preliminary  Draft  prepared 

— Draft  delivered  to  Associate  Underwriters 

— Discussed  at  meeting  of  Underwriters,  with  Company 

— Underwriters  checked  for  desired  changes  and  whether  they  are  satisfied  or 

dissatisfied 
— Company  furnished  with  information  required  of  Underwriters 
— Company  released  to  name  Underwriters 
— Registration  Statement  filed  with  S.  E.  C.  (without  naming  Underwriters  unless 

Company  released  to  do  so) 
Registration  Statement,  as  filed, 
— Distributed  to  Underwriters 
— Distributed  to  Subunderwriters 
— Checked  against  latest  instructions  issued  by  S.  E.  C. 
— Checked  against  Underwriting  Agreement 
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— Checked  against  Agreement  between  Underwriters 
— Checked  against  Subunderwriting  Agreement 
— Checked  against  Selling  Group  Letter 
— Checked  against  Indenture (s),  Supplement (s),  etc. 
— Checked  against  Charter 
— Checked  against  Material  Contracts 
— Checked  against  other  original  sources 
— Checked  against  our  files 

— Checked  against  Engineers'  or  Experts'  report 
— Checked  against  report  on  inspection  trip 

— Checked  against  replies  to  any  questionnaire  prepared  for  Company 
— Checked  by  someone  not  working  on  deal 
— Discussed  at  meeting  of  Subunderwriters  with  Company 

— Checked  with  Subunderwriters  for  desired  changes  and  whether  they  are  satis- 
fied or  dissatisfied 
Counsel  for  Underwriters 
— Read  minute  books 

— Checked  contract  files  for  material  contracts 
— Checked  litigation  files 

— Checked  summaries  of  Indenture (s),  Supplement (s),  etc. 
— Checked  summaries  of  Charter 
— Checked  summaries  of  Material  Contracts 
First  set  of  Amendments 
— Distributed  to  Underwriters 
— Distributed  to  Subunderwriters 
— Read  and  checked 

— Underwriters  checked  for  desired  changes 
— Subunderwriters  checked  for  desired  changes 
— Company  released  to  file  with  S.  E.  C. 
Second  set  of  Amendments 
— Distributed  to  Underwriters 
— Distributed  to  Subunderwriters 
— Read  and  checked 

— Underwriters  checked  for  desired  changes 
— Subunderwriters  checked  for  desired  changes 
— Company  released  to  file  with  S.  E.  C. 
Third  set  of  Amendments 
— Distributed  to  Underwriters 
— Distributed  to  Subunderwriters 
— Read  and  checked  against  our  files 
— Underwriters  checked  for  desired  changes 
— Subunderwriters  checked  for  desired  changes 
— Company  released  to  file  with  S.  E.  C. 
— Received  copies  all  deficiency  memoranda  issued  by  S.  E.  C. 
— Deficiency  memoranda  answered  to  satisfaction  of  S.  E.  C. 
— Company  released  to  name  Underwriters  if  not  previously  released 

Final  set  of  Amendments  or  Amended  Registration  Statement  (prior  to  filing) 
— Distributed  to  Underwriters 
— Distributed  to  Subunderwriters 
— Read  and  checked 

— Underwriters  checked  for  desired  changes 
— Subunderwriters  checked  for  desired  changes 
— Company  released  to  file  with  S.  E.  C. 

— Approved  and  initialed    (in  whole  or  in  part)    by  counsel  for  Underwriters 
— Accountants  checked  list  of  subsidiaries 
— Accountants  checked  Item  45 
— Accountants  checked  contingent  liabilities 
— Signed  by  accountants  named 
— Signed  by  experts  named,  if  any 

—Approved  and  initialed  by  independent  accountants  and  experts  not  named 
— Registration  Statement  as  Amended,  or  Final  Amendment,  filed  with  S.  E.  C. 
— Duplicates  for  Files 
— Before  closing,  counsel  for  Underwriters 
— Checked  or  satisfied  with  opinion  or  information  on  titles 
— Checked  or  satisfied  with  opinion  on  franchises 
— Checked  or  satisfied  with  patent  opinions 
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PROSPECTUS 

— Preliminary  Draft  prepared 

— Draft  delivered  to  Associate  Underwriters 

— Suggestions  received  from  Sales  Department 

— Discussed  at  meeting  of  Underwriters  with  Company 

— Underwriters  checked  for  desired  changes  and  whether  they  are  satisfied  or 
dissatisfied 

— Reconciliation  and  tie  with  Registration  Statement  prepared 

— Company  released  to  name  Underwriters 

— Company  released  to  file  with  S.  E.  C.  (without  naming  Underwriters  unless 
Company  released  to  do  so) 

— Prospectus,  as  filed, 

— Distributed  to  Underwriters 

— Distributed  to  Subunderwriters 

— Delivered  to  Blue  Sky  Man 

— Checked  against  Registration  Statement 

— Checked  against  latest  instructions  issued  by  S.  E.  C. 

— Checked  against  Underwriting  Agreement 

— Checked  against  Agreement  between  Underwriters 

— Checked  against  Subunderwriting  Agreement 

— Checked  against  Selling  Group  Letter 

— Checked  against  Indenture,  Supplement  (s),  etc. 

— Checked  against  Charter 

— Checked  against  other  original  sources 

— Checked  against  our  files 

— Checked  against  Engineers'  or  Experts'  report 

— Checked  against  report  on  inspection  trip 

— Checked  against  replies  to  any  questionnaire  prepared  for  Company 

— Checked  by  someone  not  working  on  deal  ' 

— Suggestions  received  from  Sales  Department 

— Discussed  at  meeting  of  Subunderwriters  with  Company 

— Checked  with  Subunderwriters  for  desired  changes  and  whether  they  are 
satisfied  or  dissatisfied 

First  Amended  Prospectus 

— Distributed  to  Underwriters 

— Distributed  to  Subunderwriters 

— Read  and  checked 

— Underwriters  checked  for  desired  changes 

— Subunderwriters  checked  for  desired  changes 

— Company  released  to  file  with  S.  E.  C. 

Second  Amended  Prospectus 

— Distributed  to  Underwriters 

— Distributed  to  Subunderwriters 

— Read  and  checked 

— Underwriters  checked  for  desired  changes 

— Subunderwriters  checked  for  desired  changes 

— Company  released  to  file  with  S.  E.  C. 

Third  Amended  Prospectus 

— Distributed  to  Underwriters 

— Distributed  to  Subunderwriters 

— Read  and  checked 

— Underwriters  checked  for  desired  changes 

— Subunderwriters  checked  for  desired  changes 

— Company  released  to  file  with  S.  E.  C. 

— Corrected  to  satisfy  any  requests  of  S.  E.  C. 

— Instructions  received  from  Syndicate  Dept.  and  given  re  printing  and  distribut- 
ing Red  Herring  Prospectus,  if  any 

— Red  Herring  Prospectus,  if  any,  distributed  to  proposed  Selling  Group 

Final  Prospectus  (prior  to  filing) 

— Distributed  to  Underwriters 

— Distributed  to  Subunderwriters 

— Read  and  checked 

— Underwriters  checked  for  desired  changes 

— Subunderwriters  checked  for  desired  changes 

— Delivery  date  checked  with  Syndicate  and  Treasurer's  Depts. 

— Front  page  checked  against  inside 

— Order  of  names  in  imprint  arranged 
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— Reconciliation  and  Tie  with  Registration  Statement  revised 

— Approved  and  initialed  (in  whole  or  in  part)  by  counsel  for  Underwriters 

— Accountants  checked  summary  of  Earnings,  Balance  Sheet  or  Working  Capital 

and  Item  45  in  Prospectus 
-Signed  by  accountants  named 

— Signed  by  experts  named,  if  any 

— Approved  and  initialed  by  independent  accountants  and  experts  not  named, 
if  any 

— Company  released  to  file  with  S.  E.  C. 

—Signed  by  President  of  Company 

—Final  Prospectus  filed  with  S.  E.  C. 

— Prospectus  released  for  printing  and  obtaining  from  Syndicate  Dept.  instruc- 
tions as  to  quantities  and  mailing  instructions  and  giving  instructions  as  to 
deliveries 

—Prospectus  released  for  distribution  (after  clearance  from  S.  E.  C.  as  to  effec- 
tiveness of  Registration  Statement) 

CONTRACT 

/.  Preliminary  Agreement,  if  any,  between  Company  and  Underwriters 

(To  be  initialed  at  beginning  of  negotiations  or  prior  to  release  of  Red  Herring 
material  to  dealers  if  Underwriting  Agreement  is  not  to  be  signed  by  that 
time) 

— Draft  approved  by  counsel  for  Underwriters 

— Draft  approved  by  negotiating  partner 

— Draft  approved  by  Underwriters 

—Draft  approved  by  Company  and  its  counsel 

— Initialed  by  Company  and  Underwriters 

— Initialed  or  conformed  copies  distributed  to  Associate  Underwriters 

— Conformed  copies  to  Syndicate  "and  Treasurer's  Depts. 

//.  Underwriting  Agreement 

— Draft  submitted  to  counsel  for  Underwriters 
-Draft  submitted  to  negotiating  partner 
— Draft  submitted  to  Sales  Department 
— Draft  submitted  to  Syndicate  Department 
— Draft  submitted  to  Treasurer's  Department 
— Draft  submitted  to  Associate  Underwriters 
— Draft  submitted  to  Company  and  its  counsel 
— Final  draft  checked  against  Indenture  or  Charter 
— Final  draft  checked  against  Registration  Statement 
— Final  draft  checked  against  Prospectus 

— Final  draft  checked  against  Agreement  between  Underwriters 
— Final  draft  checked  against  Subunderwriting  Agreement 
— Final  draft  checked  against  Selling  Group  Letter 
— Final  draft  satisfactory  to  Underwriters 
— Final  draft  satisfactory  to  Company  and  its  counsel 
— Checked  by  someone  not  working  on  deal 
— Approved  and  initialed  by  counsel  for  Underwriters 
— Delivery  to  Company  of  authorization,  if  manager(s)    to  sign  alone  and  if 

requested,  to  sign  in  behalf  of  Underwriters 
— Underwriting  Agreement  signed 
— Execution  of  Escrow  Agreement,  if  any 

— Company  released  to  file  Underwriting  Agreement  with  S.  E.  C. 
— Executed  copies  distributed  to  Underwriters 
— Conformed  copies  to  Syndicate  and  Treasurer's  Departments 
— Duplicates  to  files 

777.  Agreement   between  principal   Under 'writers 

—Draft  submitted  to  counsel  for  Underwriters 

—Draft  submitted  to  negotiating  Partner 
— Draft  submitted  to  Sales  Dept. 
— Draft  submitted  to  Syndicate  Dept. 
— Draft  submitted  to  Treasurer's  Dept. 
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— Draft  submitted  to  Associate  Underwriters 

— Final  draft  checked  against  Registration  Statement 

— Final  draft  checked  against  Prospectus 

— Final  draft  checked  against  Underwriting  Agreement 

— Final  draft  checked  against  Subunderwriting  Agreement 

— Final  draft  checked  against  Selling  Group  Letter 

— Final  draft  satisfactory  to  Underwriters 

—Checked  by  someone  not  working  on  deal 

— Approved  and  initialed  by  counsel  for  Underwriters 

— Signed  (this  should  be  done  prior  to  execution  of  Underwriting  Agreement 
if  latter  is  not  to  be  signed  by  all  Underwriters) 

— Executed  copies  distributed  to  Associate  Underwriters 

— Conformed  copy  to  Syndicate  and  Treasurer's  Departments 

— Duplicates  to  files 

— If  manager (s)  to  sign  Underwriting  Agreement  aloue  and  it  is  requested  by 
Company,  execution  by  Underwriters  of  brief  authorization  for  manager  (si 
to  sign  Underwriting  Agreement  in  their  behalf.  This  should  be  done  prim- 
to  execution  of  Underwriting  Agreement 

IV.  Subunderwriting  Agreement  (if  any) 

— Draft  submitted  to  counsel  for  Underwriters 
— Draft  submitted  to  negotiating  Partner 
— Draft  submitted  to  Sales  Dept. 
— Draft  submitted  to  Syndicate  Dept. 
— Draft  submitted  to  Treasurer's  Dept. 
— Draft  submitted  to  Associate  Underwriters 
— Draft  submitted  to  proposed  Subunderwriters 

— Letter  of  Transmittal  to  accompany  draft  submitted  to  proposed  Subunder- 
writers prepared 
— Letter  of  Transmittal  approved  and  initialed  by  counsel  for  Underwriters 
— Letter  of  Transmittal  signed  by  Underwriters 
— Final  Draft  Agreement  checked  against  Registration  Statement 
-Final  Draft  Agreement  checked  against  Prospectus 
— Final  Draft  Agreement  checked  against  Underwriting  Agreement 
— Final  Draft  Agreement  checked  against  Agreement  between  Underwriters 
— Final  Draft  Agreement  checked  against  Selling  Group  Letter 
— Final  Draft  Agreement  satisfactory  to  Underwriters 
— Checked  by  someone  not  working  on  deal 
— Approved  and  initialed  by  counsel  for  Underwriters 
— Signed 

— Executed  copies  distributed  to  Subunderwriters  for  acceptance 
— Final  copy  to  Syndicate  and  Treasurer's  Departments 
—Duplicates  to  files 

IVa.  Confirmation  of  participants'  interests   (if  issue  is  not  registered) 

— Letters  prepared,  approved  and  initialed  by  counsel  for  Underwriters 

— Letters  sent  to  participants  confirming  interests 

— Replies  received  from  participants 

— Copies  of  above  to  Syndicate  and  Treasurer's  Departments 

V.  Selling  Group  Letter 

— Draft  submitted  to  counsel  for  Underwriters 

— Draft  submitted  to  negotiating  Partner 

— Draft  submitted  to  Sales  Dept. 

— Draft  submitted  to  Syndicate  Dept. 

— Draft  submitted  to  Associate  Underwriters 

—Draft  submitted  to  Subunderwriters 

— Final  draft  checked  against  Registration  Statement 

— Final  Draft  checked  against  Prospectus 

— Final  draft  checked  against  Underwriting  Agreement 

— Final  draft  checked  against  Agreement  between  Underwriters 

—Final  draft  checked  against  Subunderwriting  Agreement 

— Final  draft  satisfactory  to  Subunderwriters 

— Final  draft  satisfactory  to  Underwriters 

— Final  draft  satisfactory  to  Sales  Deat. 
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— Final  draft  satisfactory  to  Syndicate  Dept. 

— Checked  by  someone  not  working  on  deal 

— Approved  and  initialed  by  counsel  for  Underwriters 

— Red  Herring  copy  distributed  to  dealers 

— Copy  marked  Exhibit — Attached  to  Agreement  between  Underwriters 

— Released  to  Syndicate  Department 

— Copy  to  Treasurer's  Dept. 

— Letter  of  Transmittal,  if  any,  to  accompany  Red  Herring  Selling  Group  Letter 

prepared 
— Letter  of  Transmittal,  if  any,  approved  by  counsel  for  Underwriters 
— Letter  of  Transmittal,  if  any,  approved  by  Underwriters 

ADVERTISEMENT 

— Copy  prepared 

— Copy  furnished  to  Blue  Sky  Man 

— List  of  states  and  Associate  Underwriters  furnished  to  Blue  Sky  Man 

— Copy  and  insertion  date  given  to  Publicity  Dept. 

— Advertisement  checked  against  final  Registration  Statement  as  Amended 

— Advertisement  checked  against  final  Prospectus 

— Advertisement  checked  against  latest  instructions  issued  by  S.  E.  C. 

— Approved  and  initialed  by  counsel  for  Underwriters 

— Approved  and  initialed  by  Company  and  its  counsel 

Instructions  given  re  variations  of  imprint 

—a.  Edward  B.  Smith  &  Co. 

— b.  Edward  B.  Smith  &  Co.,  Inc.     (Not  to  appear  as  Underwriters) 
— Clearance  from  Blue  Sky  Man  re  list  of  papers 
— Advertisement  released 
— News  story,  if  any,  approved  and  released 

BLffe    SKY- 

— Furnished  with  copy  of  .trot  »ectus 
— Furnished  with  copy  of  Adv<  .'tisemeirfc 
— Furnished  with  list  of  Unde  -  writers 

Information  to  be  furnished  to  Company  by  Underwrite 

— Advised  of  specific  information  requested 

— Advised  Associate  Underwriters 

— Assembled  information  furnished  to  Company 

— Cleared  list  of  states  in  which  issue  to  be  qualifiea 

— Sales  Dept.  advised  re  qualification 

— Copy  of  Prospectus  filed  with  N.  Y.  Stock  Exchange — Committee  on  Publi 
Relations. 

LEGAL   AUTHORIZATIONS    AND    OPINIONS 

— Necessary  directors'  authorization  obtained 

— Necessary  stockholders'  authorization  obtained 

— Clear  whether  offering  to  stockholders  necessary 

— Ascertain  no  option  to  others  on  financing 

— Company's  other  issues  checked  for  conflicting  provisions 

Opinions  received  prior  to  or  at  closing  re 

— Pledge  of  collateral,  property,  etc. 

—Titles 

— Franchises 

— Patents,  if  necessary 

— Legality  for  savings  banks  and  trust  funds 

— Validity  of  issue  by  counsel  for  Underwriters 

Opinion  obtained  from  foreign  counsel,  if  necessary,  for  foreign  isbae 

Opinion  obtained  from  local  counsel,  if  necessary,  where  Company  incorpo 

rated  in  a  different  state  than  residence  of  counsel  for  Underwriters 
Clearance  from  counsel  for  Underwriters  re 
— I.  C.  C.  (Railroads,  Motor  and  Water  Carriers) 
— Public  Service  Com. 
— Federal  Power  Com. 

— Securities  and  Exchange  Com.  (public  utilities) 
— Federal  Communications  Com.  (Telephone  &  Telegraph) 
— Federal  Trade  Commission  and/or  opinion  by  Attorney  General  of  U.  S. 
— Secretary  of  War  (Toll  Bridge) 
— Any  other  public  commissions  or  bodies 
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CANADIAN    OR   OTHER   FOREIGN    ISSUES 

— State  Dept,  approval  obtained 

— Checked  for  unusual  provisions 

— Authorization  for  our  representative  to  sign 

— Arrangements  made  to  cover  exchange   . 

— London  Office  given  opportunity  to  place  deposit 

MOODY'S   AND   STANDARD   STATISTICS 

If  issuing  company  consents,  send  to  Standard  Statistics  (Attention — Mr.  D.  Di 
Palma)  and  Moody's  Investors'  Service  (Attention — Mr.  J.  A.  Dittrich) 

— Set  Registration  Statement,  Financial  Exhibits  and  Prospectus  as  filed  origi- 
nally (marked  "Subject  to  Change") 

— Set  latest  available  amendments  or  draft  amended  Registration  Statement, 
Financial  Exhibits  and  Prospectus  two  or  three  days  prior  to  effective  date 
(marked  "Subject  to  Change") 

— Set  as  soon  as  available  of  final  Amendments  or  amended  Registration  State- 
ment, Financial  Exhibits  and  Prospectus 

—Pick  up  sets  previously  furnished 

MISCELLANEOUS 

— Extent  to  which  counsel  for  Underwriters  have  checked  Prospectus  and  Ad- 
vertisement (if  large)  against  Registration  Statement  for  omissions  and 
differences. 

— Experts  satisfied  with  Registration  Statement  and  Prospectus  confirming  by 
letter  re  omissions,  etc. 

— Experts'  reports  received 

— Registration  effective 

— Certificates,  etc.  obtained 

LISTING  ON  EXCHANGE 

— Arrangements  made  for  "when  issued"  listing,  if  desirable 

— Sales  Department's  release  to  file  application 

— Application  filed  with  Stock  Exchange  by  Company 

— Company  furnished  with  Distribution  List 

— Application  approved  by  Stock  Exchange 

— Company  advised  of  clos-ing  of  Selling  Group,  etc. 

— Form  10  filed  with  S.  E.  C.  by  Company 

— Request  Company  to  file  request  for  waiver  of  part  required  period  under 

S.  &  E.  Act 
— Notice  of  date  to  be  admitted  to  trading  to  Syndicate  &  Trading  Depts. 

INTERIMS   OR   TEMPORARIES 

— Form  prepared  by  counsel 

— Form  checked  with  Indenture  or  Charter 

— Form  checked  with  Underwriting  Agreement  and  Prospectus 

—Form  approved  by  Company  and  its  counsel  (if  temps.) 

— Form  approved  by  Trustee 

— Form  approved  by  Stock  Exchange  (if  issue  to  be  listed) 

— Form  approved  by  counsel  for  Underwriters 

— Printing  arranged  (by  us  if  interims,  by  Co.  if  temps.) 

— Signing  arranged 

DEFINITIVES 

— Form  prepared  by  counsel 
— Form  checked  with  Indenture  or  Charter 
— Form  checked  with  Underwriting  Agreement  and  Prospectus 
— Form  approved  by  Company  and  its  counsel 
— Form  approved  by  Trustee 

— Form  approved  by  Stock  Exchange  (if  to  be  listed) 
— Form  approved  by  counsel  for  Underwriters 
— Engraving  or  printing  arranged  by  Company 
—Signing  arranged 

— Notice  of  exchange  to  Underwriters,  Subunderwriters.  Selling  Group  find  our 
holdors 
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DELIVERY  AND  PAYMENT 

-Date  cleared  with  Treas.  and  Syndicate  De'pts. 

-Closing  procedure  prepared  by  Treasurer's  Bept. 

-Closing  procedure  approved  by  counsel  for  Underwriters 

-Closing  procedure  approved  by  Company  and  its  counsel 

-Company  notified  as  to  denominations 

-Company  notified  of  costs  (legal  fees,  etc.) 

-Arrangements  made  for  Treasurer's  Dept.  to  prepare  for  delivery 

-Fiual  deataaee  obtained  from  counsel  for  Underwriters 

-Treas.  Dept.  released  to  make  payment 

-Delivery  and  payment  made 

EXPENSES 

-Expense  provisions  of  Underwriting  Agreement  to  Synd.  &  Treas.  Depts. 
-Syndicate  Department  notified  of  any  costs 

-Fee  of  counsel  ft  r  Underwriters  approved  by  Negotiating  Partner 
-Fees  of  accountants  and  engineers  retained  by  Underwriters  approved  by  Nego- 
tiating Partner 
-Conrmrssion  to  intermediary  approved  by  Negotiating  Partner 

RECORDS 

-Signed  Agreements  placed  in  safe-keeping 

-Signed  Prospectus,  and  Registration  Statement  sent  to  Files 

-Legal  opinions,  records,  reports  and  correspondence  s-_>nt  to  Files 

Buying  Department  Memo,  prepared  re 

— Inspection  trip 

— Investigation  for  Record 

— Particular  Covenants  (to  Miss  Wels) 

— Information  to    be  furnished  periodically,  if  any,  by  Company  per  Under 
writing  Agreement  and  whether  we  are  to  make  arrangements  per  Agree- 
ment between  Underwriters  to  attribute  this  information  (to  Librarian) 
-Record  made  re  business  obtained  to    banking  connections 
-Pink  Sheet  written  re  phases  vot  covered  by  Syndicate  Dept.  pink  sheets 

March  9,  1&3T. 


Issue . 


Distribution   of  6  afts  of  registration   statement 
(If  company  files  amendments  to  registration  statement  filed  originally) 


Drafts 

Registra- 
tion State- 
ment 
as  filed 
initially 

First 
Amend- 
ment, 
Drafts 
Final 

Second 
Amend- 
ment, 
Drafts 
Final 

Third 
Amend- 
ment, 
Drafts 
Final 

Final 

n 

n 

n 

H 

#5 

#6 

Amend- 
ment 

It  Is,  of  course,  not  necessary  or  advisable  to  send  copies  of  each  draft  to  all  of  the  foregoing.  The  distri- 
bution will  vary  from  deal  to  deal  and  in  case  of  doubt  the  Negotiating  Partner  should  be  consulted.  Dis- 
tribution of  drafts  outside  the  office  can  usually  be  best  handled  by  giving  the  printers  instructions  for  direct 
delivery  or  mailing;  inside  the  office,  by  giving  structions  to  Mr.  — . 
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Issue. 


Distribution  of  drafts  of  registration  statement 
(If  company  files  amended  registration  statement) 


Drafts 

Registration 

statements 

as  filed 

initially 

Drafts 

Final  amend- 
ed registra- 

fl 

#2 

#3 

H 

§5 

m 

#1 

#2 

#3 

H 

#5 

#6 

tion  state- 
ments 

Partners  (?) 

. 

It  is,  of  course,  not  necessary  or  advisable  to  send  copies  of  each  draft  to  all  of  the  foregoing.  The  distri- 
bution will  vary  from  deal  to  deal  and  in  case  of  doubt  the  Negotiating  Partner  should  be  consulted.  Dis- 
tribution of  drafts  outside  the  office  can  usually  be  best  handled  by  giving  the  printers  instructions  for 
direct  delivery  or  mailing;  inside  the  office,  by  giving  instructions  to  Mr.  — . 


Exhibit  No.  1887-3 
[Submitted  by  Smith,  Barney  &  Co.] 

Memorandum  for  Industrial  Division  of  Buying  Department 

industrial  investigations 

Outline  for  use  as  guide  in  conducting  investigations  of  industrial  companies 

[Revise  of  November  1930.     Approved :  K.  Weisheit] 

Memorandum  for  Industrial  Division  of  Buying  Department 

industrial  investigations 

The  attached  outline  has  been  compiled  for  use  as  a  guide  for  members  of  this 
Department  in  conducting  investigations  of  industrial  companies.  The  amount 
and  character  of  the  data  must  of  necessity  be  adjusted  in  each  case  to  fit  the 
particular  situation  and  the  purpose  and  scope  of  the  investigation. 

This  outline  is  in  form  believed  to  be  convenient  for  use  while  conducting  an 
investigation,  but  its  form  and  order  are  not  such  as  should  be  followed  neces- 
sarily in  connection  with  the  preparation  of  a  report  on  the  investigation. 

Form  of  report. — In  the  preparation  of  the  report,  the  following  form  (with 
such  variations  as  may  be  required  to  fit  the  particular  case)  is  recommended: 

A.  On  the  outside  cover  of  the  report,  the  following  should  be  clearly  stated : 

(1)  subject,  which  should  not  consist  merely  of  the  name  of  the  Com- 

pany investigated   but   should  be   descriptive,  i.    e.,   "Financial 
Condition  of  X  Y  Z  Company",  etc. 

(2)  date  of  the  report. 

(3)  Name  of  the  investigator 

B.  On  the  first  pages  of  the  report,  the  following  should  be  presented  in  the 

order  given : 

(1)  A  statement  of  the  purpose  and  scope  of  the  investigation.    (It  will 

frequently  be  helpful  to  state  the  purpose  in  the  form  of  definite 
questions  which  the  investigation  is  designed  to  answer.) 

(2)  A  brief  summary  of  the  salient , features  of  the  report,  especially 

those  on  which  the  conclusions  are  based. 

(3)  The  conclusions  of  the  investigator,  which  should  be  so  stated  as 

to  present  the  answers  to  the  questions  which  prompted  the 
investigation. 

C.  On  the  next  page  following  should  be  given  a  complete  index  to  the  report. 
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D.  Next  should  follow  the  body  of  the  report  proper,  which  should  contain  the 

information  which  the  investigation  was  designed  to  obtain,  in  whatever 
detail  may  be  required  by  the  scope  and  purpose  of  the  investigation. 

No  form  or  order  for  the  presentation  of  the  body  of  the  report  is  sug- 
gested, as  this  must  necessarily  vary  considerably  according  to  its  purpose 
and  nature.  In  general,  however,  it  is  advisable  to  bring  out  the  more 
important  facts  first  while  at  the  same  time  keeping  the  order  as  logical 
as  possible.  In  the  interpretation  of  statistical  data  graphic  illustrations 
should  be  utilized  whenever  practical. 

E.  All    other    useful    information    obtained    during   the   investigation,    which 

either  does  not  bear  directly  on  the  points  under  consideration  or  which 
is  in  too  great  detail  to  be  presented  in  the  report  proper,  should  be  seg- 
regated in  an  appendix.  This  may  be  either  attached  at  the  back  of  the 
report  or  bound  separately,  according  to  the  nature  and  volume  of  the 
data  in  such  appendix. 

K.  Weisheit. 

November  1930. 


FINANCIAL 

List  of  financial  statements,  schedules  and  data  to  be  obtained.  It  should 
be  noted  that  this  list  is  given  merely  as  a  guide  and  must  be  adjusted  in  each 
case  to  fit  the  particular  situation  being  investigated.  The  periods  to  be  covered 
by  the  various  statements,  as  given  in  this  list,  are  also  merely  suggestions  and 
must  be  changed  to  fit  the  requirements  of  the  situation. 

»*****♦ 

I.    BALANCE    SHEET 

Comparative  Balance  Sheets— for  past  5  fiscal  years  and  as  of  latest  possible 
date — in  approximately  the  form  shown  on  page  16,  with  such  variations  and 
additional  items  us  may  be  necessary  to  fit  the  business  or  accounting  methods 
of  the  Company. 

'.  Note. — In  the  case  of  a  holding  company  or  a  company  having  important 
subsidiary  companies,  separate  balance  sheets  should  be  obtained  showing 
consolidated  balance  sheet,  balance  sheet  of  the  parent  company  alone  and 
separate  balance  sheets  of  each  important  subsidiary  (this  should  prefer- 
ably be  set  up  in  tabular  form  on  one  sheet,  showing  inter-company  elimina- 
tions, with  the  last  column  showing  a  consolidated  summary  from  which 
inter-company  items  have  been  eliminated). 

Schedules  and  other  data,  relative  to  Balance  Sheets 

A.  Receivables. — 1.  Statements — as  of  latest  date  only — showing — 

(a)  Each  class  (notes,  accounts  and  acceptances)  subdivided  into  those 

received  from  customers,  officers  and  employees,  and  from  others, 
-"ith  explanations  of  those  received  from  others. 

(b)  List  of  those  secured  by  collateral  and  statement  of  such  collateral. 

(c)  Overdue  items  in  each  class  listed  according  to  age. 

(d)  Advanced  datings  listed  according  to  due  dates. 

(e)  Detailed  list  of  largest  items  in  each  class  with  due  dates. 

(f)   Statement   of   any   receivables   pledged,    notes    discounted,    or   en- 
dorsements given  on  notes  of  associated  companies,  with  explana- 
tion of  liability. 
2.  tBad  Debts. — Statements — as  of  latest  date  only— showing — 

(a)  Statement  showing  amount  and  percentage  of  sales  anchor  total 

receivables  charged  off  in  each  of  the  years  covered  bv~the  finan- 
cial statements. 

(b)  What  is  policy  as  to  setting  aside  reserves  for  doubtful  a    "*,nts? 

(c)  What  contingencies  would  operate  toTeduce  the  value  of\'e  Com- 

pany's receivables?     (This  applies  particularly  in  case  product  is 
sold  chiefly  to  some  speqal  class). 

B.  Marketable  Securities — latest  only1 — detailed  list  showing  par,  cost,  book  and 
market  values.. 

C.  \ Inventories  and  Cost  System-. — 1.  Comparative  statement  of  inventories — 
for  5  years  and  quarterly  or  monthly  for  past  2  years — showing  division  into 
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raw  materials,  goods  in  process,  finished  products,  and  other  materials  and  sup- 
plies, and  main  subdivisions  of  each  class. 

2.  Statement  explaining  how  inventories  are  carried  on  books,  how  often 
inventories  taken,  and  how  often  values  are  adjusted  to  changes  in  market, 
-s  it  possible  for  investigator  to  make  spot-check? 

3.  Cost  System. — 

(a)  Does  Company  keep  a  running  inventory? 

(b)  At  what  prices  are  inventories  carried  at  various  stages? 

(c)  How  often  adjusted  to  market? 

(d)  Are  any  inter-department  or  inter-company  profits  reflected  in  In- 

ventories? 

(e)  On  what  basis  is  unproductive  labor  carried  into  costs? 

(f)  What  items  of  overhead  are  carried  into  costs  and  how  allocated? 

(g)  Are  by-products  handled  separately  or  their  proceeds  used  to  reduce 

costs  of  chief  products? 
(h)   Is  cost  system  on  a  standard  or  actual  basis?     If  standard  costs 

are  used  how  often  are  they  adjusted  to  actual  costs? 
(i)  What  is  the  margin  of  error  in  cost  system  on  final  inventory  and 
audit  as  shown  by  past  experience? 
D.  Plant  and  Property  Account. — 1.  Statement,  subdivided  into  main  classes 
of  property,  and  showing  depreciation  or  depletion  reserve  applicable  to  each, 
approximately  a-s  follows :    • 

Land  used  as  site  for  plant. 
Other  land  used  in  business. 
Improvements  on  land  used  in  business. 
Buildings  used  for  manufacturing. 
Other  buildings  used  in  business. 
Machinery,  equipment,  etc. 
Furniture  and  fixtures. 
Property  owned  but  not  used  in  business. 

(These  subdivisions  are  suitable  for  most  manufacturing  companies,  but 
in  case  of  certain  companies  important  property  will  come  under  such 
heads  as  ore,  coal  or  oil  lands,  rolling  stock,  etc.). 

2.  Explanation  of  basis  used  in  determining  book  values  of  properties. 

3.  Copies  of  any  appraisals,  signed  if  possible.    Note  particularly  date,  basis, 
and  for  what  purpose  made. 

4.  Explanation  of  any  writelrp  (or  down)  of  property  account. 

5.  Leased  property — 

'    Are  leases  capitalized  and  if  so  on  what  basis.     Cost,  terms  rental  and 
renewal  factors. 
To  what  extent  are  improvements  to  leased  property  capitalized  and  how 
are  they  amortized? 

6.  Depreciation  and  Depletion — 

(a).  What  is  Company's  policy  as  to  depreciation  and  depletion? 
(b)  Schedule  of  depreciation  and  depletion  rates  used. 

7.  Maintenance. — 

(a)  If  possible  obtain  schedules  showing  expenditures  for  mar    enance. 

8.  Obsolescence — 

(a)  To  what  extent  does  opalescence  enter  into  business? 

(b)  Is  it  adequately  provided  for? 

E.  Investments    in    Associated    Companies— latest    only — list    of    companies 

showing  par  and  book  values  (before  and  after  elimination  of  intan- 
gibles) of  securities  of  each  which  is  owned,  totals  outstanding,  and 
percentages  owned. 

F.  Advances  to  Associated  Companies — latest  only — list  of  amounts  due  from 

each  and  explanation  of  origin  of  indebtedness  or  reason  for  advance. 
Security  if  any?     What  is  repayment  schedule?  ' 

G.  Deferred  Charges — latest  only — statement  showing  subdivision  into  prin- 

cipal items,   such   as  prepaid   insurance,   prepaid   interest,   bond  dis- 
count,  etc.     Are   there   any   items  which   should   have  been   charged 
to  operations,  such  as  advertising,  etc. 
H.  Goodwill — 

(a)  Basis  for  valuation. 

(b)  To  what  extent  are  development  and  research  costs  capitalized? 
I.  Patents. — 

(a)  How  valued  and  expiration  dates  of  most,  important. 
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J.  Notes  Payable. — 1.  Statements — 5  years  and  quarterly  or  monthly  for  past 
2  years — subdivided  into  those  given  for  merchandise  to  banks,  and  sold 
through  brokers,  classified  according  to  maturities,  anu  .separate  list  of  those 
secured  by  collateral  with  statement  of  such  collateral. 

2.  Explanation  of  any  notes  given  for  merchandise. 

3.  Current  Borrowings — 

(a)  List  of  bank  accounts,  showing  lines  of  credit,  present  borrowings 
and  balances,  and  rates  and  commissions  paid. 

(b)  Relations  with   banks,  noting  especially  any   interlocking  direc- 
tors, etc. 

(c)  Are  bank  lines  clean,  or  if  secured  what  sort  and  margin  of  colla- 
teral is  required? 

(d)  What    are    maximum    and    minimum    borrowing    periods    and 
amounts? 

K.  Accounts  Payable. — 

1.  Statement — latest  only — classified  according  to  due  dates,  with  ex- 
planation of  any  over-due  accounts. 

2.  What  is  Company's  policy  in  regard  to  meeting  its  accounts  payable?  Does 
it  discount  all  bills? 

L.  Federal  Taxes. — 1.  On  what  basis  does  Company  set  up  reserves  for  Federal 
taxes? 

2.  What  years'  tax  returns,  if  any,  have  been  checked  by  Government  officials? 

3.  Full  details  of  any  tax  questions  which  may  be  in  dispute  or  might  be  a 
contingent  liability. 

M.  Reserves — latest  only — explanation  of  nature  of  each  and  whether  amounts 
are  based  on  expected  demands  or  contingencies,  or  have  been  set  up  largely  for 
tax  purposes. 

N.  Capitalization. — 1.  Funded  debt — statement,  as  to  each  issue,  showing 
amounts  authorized,  issued,  held  in  treasury,  held  in  or  retired  by  sinking  fund, 
and  outstanding. 

2.  Stock — statement,  as  to  each  class,  showing  amounts  (par  value  and  number 
of  shares)  authorized,  issued,  held  in  treasury,  retired,  and  outstanding.  Are 
there  any  options  or  warrants  outstanding  for  the  purchase  of  the  Company's 
stock,  and  if  so  to  whom  and  at  what  prices? 

3.  Has  Company  any  liability  or  obligation,  either  direct  or  contingent,  in  con- 
nection_with  any  outstanding  issues,  either  funded  debt  or  stock,  of  subsidiary  or 
associated  companies? 

4.  Minority  interest  in  subsidiaries — Amounts  and  class  of  stock  held  by  them. 
O.  Contingent  Liabilities. — 1.  Has  Company  any  contingent  liabilities?    If  so, 

explain. 

2.  Has  Company  any  important  law  suits  now  pending  or  in  prospect? 

P.  Unusual  Items  in  Balance  Sheet — Explanation. 

Q.  Monthly  trial  balances  from  date  of  latest  balance  sheet  to  present  time. 

R.  Mortgages  or  Liens  on  Equipment. — Do  any  exist?  If  so,  what  on,  to  whom 
payable  and  maturity  dates? 

5.  Separate  Balance  Sheet  for  each  affiliated  or  associated  company,  together 
with  all  necessnry  supporting  data,  along  the  lines  of  the  statements  relating  to 
the  Company  and  its  subsidiary  companies. 

n.   EARNINGS 

Comparative  Statements  of  Earnings — for  past  5  fiscal  years  and  for  the 
latest  period  available — in  approximately  the  form  shown  on  page  17,  with  such 
variations  and  additional  items  as  may  be  necessary  to  fit  the  business  or 
accounting  methods  of  the  Company. 

Note :  In  the  case  of  a  holding  company  or  a  company  having  important 
subsidiary  companies  (especially  if  not  100%  owned),  separate  statements 
should  be  obtained  covering  consolidated  earnings,  earnings  of  the  parent 
company  alone  and  separate  earnings  of  each  important  subsidiary. 

Schedules  and  other  data  relative  to  Statements  of  Earnings 

A.  Division  by  Products — in  case  the  Company  has  a  variety  of  products, 
show  sales,  costs  and  profits  for  each  product  or  class  of  products  for  the 
period  covered  by  the  Earnings  Statements. 
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B.  Selling  Expenses — 2  years  only — divided  according  to — 

1.  Direct  expenses  (subdivided  into  salaries,  traveling,  branch  offices,  etc.)  ; 

2.  Advertising    (subdivided  Into   newspaper,  periodical,   radio,  sign  board, 

circulars,  catalogues,  etc.). 

C.  Administrative  Expenses — 2  years  only — subdivided  into  main  classes. 

D.  General  and  Miscellaneous  Expenses — 2  years  only — subdivided  into  main 
classes. 

E.  Other  Income — details  for  period  covered  by  Earnings  Statements  and 
explanation  of  any  non-recurring  items. 

F.  Explanation — of  any  unusual  items  in  Earnings  Statements. 

G.  Separate  Statements  of  Earnings  for  each  affiliated  or  associated  company 
(and  for  branches,  if  deemed  necessary,  as  in  the  case  of  chain  stores),  together 
with  supporting  data,  along  the  lines  of  the  statements  relating  to  the  Company 
and  its  subsidiary  companies. 

H.  How  are  profits  treated  on  uncompleted  contracts? 

HI.    SURPLUS  ACCOUNTS 

Comparative  Statements  of  Surplus  Account — for  period  covered  by  Balance 
Sheets  and  Earnings  Statements — showing — 

(a)  Surplus  at  end  of  previous  year  as  per  Balance  Sheet; 

(b)  Surplus  Earnings  for  year    (after  dividends)    as  per  Earnings  State- 

ment; 

(c)  Plus  and  minus  adjustments,  with  detailed  explanation; 

(d)  Surplus  at  end  of  year  as  per  Balance  Sheet ;  and 

(e)  Division  of  Surplus  into  Capital  Surplus  and  Earned  Surplus. 

IV.    MISCELLANEOUS 

A.  Are  Company's  books  audited?  If  so  by  whom?  Is  it  a  balance  sheet 
audit  only,  or  does  it  cover  also  income  statements  and  surplus  account? 
Copies  of  all  audits,  signed,  if  possible. 

B.  How  has  Company  come  through  periods  of  depression  in  the  industry? 

C.  Forecast  of  receipts  and  disbursements  and  cash  position  for  succeeding 
six  months  (compare  any  previous  estimates  with  actual  results  to  test  relia- 
bility of  estimates). 

D.  If  practicable,  statement  of  actual  cash  invested  in  business. 

E.  What  use  is  made  of  acceptances  and  would  their  use  be  advantageous? 

F.  Previous  financing — amounts  of  each  class  of  stock,  warrants,  options, 
and  funded  debt  issued  for  cash,  property,  services,  etc. ;  issue  prices ;  how 
offered  (to  stockholders  or  public)  and  by  whom. 

G.  Where  are  bonds  and  stocks  listed  and  their  chief  markets?  Price  range 
by  years  (high  and  low)  for  each  issue  since  its  issuance. 

H.  Digest  of  provisions  of  all  issues  of  funded  debt,  stock  and  warrants. 
Preemptive  rights  of  stockholders  as  to  stock  issued  for  cash,  property  or 
services. 

I.  Stock  control — statement  of  stock  distribution,  number  of  holders  of  each 
class  and  list  of  largest.     Voting  provisions. 

J.  Dividends — record  of  dividends  paid  on  each  class  of  stock,  subdivided 
into  cash  and  stock  dividends,  regular  declarations  and  extras,  and  explanation 
of  any  rights  given  stockholders. 

K.  What  impression  is  gained  as  to  the  general  efficiency  of  the  Company's 
financial  policies  and  accounting  methods? 

L.  Comparison  with  competitors  in  respect  to  financial  condition,  return  on 
invested  capital,  sales  turnover,  etc. 

GENERAL  DATA  CONCERNING  THE  COMPANY  AND  THE  INDUSTRY 

The  following  outline  refers  particularly  to  manufacturing  companies  and 
in  cases  of  companies  engaged  in  a  trading  or  other  non-manufacturing  busi- 
ness must  necessarily  be  adjusted  to  suit  the  circumstances. 
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I.    HISTORY  AND  BUSINESS 

A.  Brief  history  of  Company,  including  time  and  place  of  inception  of  busi- 
ness, date  and  State  of  incorporation,  any  changes  in  name  or  type  of  business, 
consolidations,  reorganizations,  etc.,  with  special  reference  to  any  financial, 
legal  or  operating  difficulties  through  which  the  Company  has  passed. 

B.  Location  of  plants  and  products  manufactured  in  each. 

C.  List  of  all  subsidiary  and  associated  companies,  showing  Company's  own- 
ership in  each. 

D.  Description  of  business  of  each  subsidiary  and  associated  company  show- 
ing how  it  fits  into  the  general  scheme. 

E.  Explanation  of  methods  of  inter-company  business. 

P.  Corporate  chart  presenting  graphically  relation  between  the  Company  and 
its  subsidiary  and  associated  companies. 

II.    MANAGEMENT 

A.  List  of  officers  and  directors,  with  notation  of  their  chief  out  .side  con- 
nections or  interests.     Organization  chart  showing  lines  of  authority. 

B.  What  is  management's  experience  in  the  industry  and  with  the  Company? 
Previous  history  and  experience  of  management. 

C.  Is  it  a  one  man  management,  or  a  well  rounded  organization  with  com- 
petent understudies? 

D.  Are  officers  on  long  term  contracts  at  high  salaries?  Is  any  bonus  system 
provided? 

E.  What  impression  is  gained  as  to  the  honesty,  caliber  and  efficiency  of 
those  directing  the  Company's  affairs,  and  particular  fitness  for  place  filled? 

F.  How  much  of  Company's  stock  does  management  hold  and  variation  in 
holdings?    Stock  market  activities? 

IU.    CHARACTER  OF  PRODUCT 

A.  Is  product  a  necessity,  a  habit  commodity  (such  as  tobacco  or  coffee),  or 
a  luxury?    A  consumer's  product  or  manufacturer's  product. 

B.  How  is  its  use  affected  by  changes  in  styles,  season,  weather  or  other 
variable  conditions? 

C.  What  is  its  use  in  relation  to  other  lines  of  business,  and  how  is  demand 
affected  by  condition  of  other  industries  or  the  general  business  situation? 

D.  Is  it  subject  to  deterioration  or  obsolescence  and  what  is  the  renewal 
demand? 

E.  Is  it  a  large  or  a  small  unit? 

F.  Is  it  a  standard  or  specialty  line? 

G.  What  are  the  factors  governing  prices  in  the  industry,  with  particular 
reference  to  those  which  may  cause  sudden  fluctuations?  In  other  words,  what 
proportion  of  the  total  cost  of  the  finished  product  is  attributable  to  (1)  labor, 
(2)  raw  materials,  and  (3)  overhead,  and  possible  economies  in  these  costs? 
Cost  trends? 

H.  Is  product  protected  by  tariff  or  other  legislation  and  how  would  it  be 
affected  by  any  change? 

I.  Is  any  legislation  pending  or  probable  which  would  affect  the  industry? 

J.  What  proportion  of  Company's  business  represents  manufacture  and  sale 
of  replacement  parts? 

IV.    RAW    MATERIALS 

A.  What  raw  materials  are  used  and  what  is  the  source  and  stability  of  the 
supply?    Time  required  to  secure  raw  materials. 

B.  Table  of  prices,  annual  production,  annual  consumption,  etc.,  of  principal 
raw  materials. 

C.  What  are  the  factors  governing  prices  of  raw  materials,  with  particular 
reference  to  those  which  may  cause  sudden  fluctuations?  Are  prices  artificial 
(supported  by  cartels  or  any  organized  effort)  or  does  demand  and  supply  have 
free  play  ? 

D.  What  is  present  situation,  particularly  if  raw  materials  are  agricultural 
products  or  otherwise  subject  to  variation  according  to  season? 
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E.  Does  Company  by  necessity  or  policy  speculate  in  raw  materials,  or  pursue 
a  hand-to-mouth  buying  policy,  and  what  storage  facilities  has  the  Company? 

F.  Is  any  conservation  legislation  pending  or  probable  which  would  affect 
the  supply  of  raw  materials? 

G.  Other  pertinent  information  to  show  whether  the  industry  and  the  Com- 
pany have  a  sound  basis  in  regard  to  raw  materials,  as  to  present  and  future 
supply,  storage,  fire  hazards,  deterioration,  etc. 

V.    INTEGRATION    AND    DIVERSITY 

A.  To  what  extent  is  Company  integrated  (both  vertically  and  horizontally) 
and  how  does  this  affect  its  ability  to  meet  competition? 

B.  What  is  the  possibility  of  further  integration?  Would  this  be  berieficiav 
either  in  meeting  competition  or  in  efficiency  of  operation? 

C.  What  is  the  diversity  of  the  Company's  products?  Does  diversity  level 
out  production  curve  with  respect  to  seasonal  factors?  Does  diversity  of  prod- 
ucts tie  in  with  main  plan  of  manufacture  and  distribution,  or  do  products 
require  different  manufacturing  and  sales  methods? 

D.  What  is  the  practicability  of  increasing  diversity,  with  special  reference 
to  the  possibility  of  some  developments  which  would  curtail  the  demand  for  a 
product,  necessitating  the  development  of  new  products? 

E.  Are  the  products  too  diverse  for  economical  manufacture? 

VI.    COMPETITION 

A.  What  is  Company's  rank  in  the  industry  and  for  how  long  has  it  been 
held? 

B.  List  of  leading  competitors  with  information  as  to  relative  size  and 
importance. 

C.  Comparison  of  Company's  product  with  that  of  leading  competitors,  as  to 
cost  of  production,  quality,  selling  price,  reputation,  special  features,  etc. 

D.  Is  there  any  outstanding  product  in  the  industry  whether  made  by  the 
Company  or  a  competitor? 

E.  Is  Company's  product  protected  by  patents  or  otherwise,  giving  it  an 
advantage  in  competition?  Have  they  been  litigated?  Does  Company  have 
any  secret  processes? 

P.  How  is  Company's  ability  to  meet  competition  affected  by  location  of  its 
plants  with  respect  to  transportation,  raw  material  supplies,  power,  labor  and 
markets? 

G.  How  is  competition,  or  possibility  of  future  competition,  affected  by 
requirements  for  operation  in  the  industry  as  regards  experience,  skill,  control 
of  raw  materials,  exclusive  contracts,  etc. 

H.  What  is  the  situation  as  to  possible  competition  from  substitutes? 

I.  Has  Company  or  any  competitor  ever  been  investigated  by  the  Federal  Trade 
Commission,  or  is  such  investigation  likely?  (Obtain  copy  of  Federal  Trade 
Commission  report). 

J.  Does  Company  operate  under  licenses  from  others  or  grant  licenses  under 
its  patents  to  competitors  and  what  are  royalty  arrangements?', 

VII.    MARKETS 

A.  Location  of  Company's  principal  markets  and  relative  importance  of  each. 

B.  In  what  area  do  transportation  costs  give  the  Company  an  advantage  over 
competitors?    How  permanent  is  this  likely  to  be? 

C.  What  are  Company's  estimates  of  potential  markets  and  on  what  facts  are 
they  based?    (This  is  especially  important  if  any  expansion  is  contemplated). 

VIII.    SELLING  POLICY  AND  METHODS 

A.  To  what  class  of  customers  does  Company  sell,  i.  e.,  to  wholesalers,  jobbers, 
retailers  or  direct  to  consumers,  and  what  percentage  to  each? 

B.  What  are  relations  of  Company  with  its  customers? 

C  List  of  largest  customers,  showing  amounts  purchased  by  each  during  past 
year. 
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D.  Description  of  Company's  selling  organization  and  sales  methods,  and 
method  of  paying  salesmen. 

E.  What  are  the  usual  terms  as  to  time  and  method  of  payment?  Goods 
returned? 

F.  What  discounts  and  commissions  are  allowed,  and  how  do  these  compare 
with  those  of  competitors? 

G.  How  do  Company*s  prices  compare  with  those  of  competitors? 

H.  Statement — current  and  monthly  for  past  5  years — showing  advance  book- 
ings, gross  sales  and  returns,  sub-divided  into  main  classes  of  products,  giving 
both  values  and  units  in  each  case. 

I.  List  of  all  sales  contracts  with  summary  of  each,  showing  period  covered, 
amount,  contract  prices  (in  comparison  with  current  prices),  delivery  terms, 
and  any  special  clauses  covering  cancellations,  penalties,  etc. 

J.  Description  of  credit  and  collection  organization  and  methods  (examine 
representative  credit  files). 

K.  What  are  relations  between  credit  and  sales  departments,  and  do  they 
facilitate  co-operation? 

L.  What  is  policy  regarding  adjustments  on  unsatisfactory  goods,  and  what 
has  been  Company's  experience  in  this  respect? 

M.  What  is  Company's  advertising  policy?  How  much  does  it  spend  and 
what  is  its  budget  for  the  current  year? 

N.  What  is  Company's  merchandising  policy  with  respect  to  carrying  in- 
ventory for  customers? 

O.  How  recently  has  market  survey  been  made  and  sales  budget  prepared, 
and  what  has  been  actual  experience  in  relation  to  budget? 

P.  Contracts  with  credit  companies  to  finance  sales. 

IX.    OPERATING   POLICY    AND    METHODS 

A.  Description  of  operating  processes,  with  special  reference  to  any  unusual 
features,  and  time  consumed  in  manufacturing  operations. 

B.  Does  Company  manufacture  to  fill  orders,  or  on  production  schedule  based 
on  anticipated  demand? 

C.  What  is  current  schedule  of  production  and  estimated  output  for  period 
in  advance? 

D.  What  has  been  Company's  experience  in  respect  to  the  accuracy  of  its 
estimates  of  future  demands? 

E.  Does  Company  use  machinery  to  the  fullest  extent  practicable,  or  is  op- 
eration unduly  expensive  because  of  unnecessary  hand  labor? 

F.  What  impression  is  gained  as  to  the  efficiency  of  the  routing  system? 

G.  What  impression  is  gained  as  to  the  general  efficiency  of  Company's  manu- 
facturing methods? 

H.  What  is  Company's  policy  in  regard  to  experimental  and  development 
work?  Is  it  keeping  abreast  with  scientific  developments  in  industry  with  par- 
ticular reference  to  new  machines  and  processes?  Is  it  spending  unreasonably 
large  amounts  on  such  work? 

I.  Does  Company  contemplate  any  material  changes  in  its  policy  and  meth- 
ods, and  if  so  what  will  be  the  probable  effect  of  such  changes? 

J.  Effect  of  any  seasonal  factors  on  Company's  operating  policy  and  attempts 
to  straighten  out  any  seasonal  fluctuations. 

K.  Does  Company  make  any  attempt  to  reclaim  or  otherwise  utilize  scrap 
materials? 

X.    INVENTORIES 

A.  Statement  of  inventories — for  past  t>  years  and  quarterly  for  past  2 
years — expressed  in  quantities  of  materials,  sub-divided  into  raw  materials,  goods 
in  process,  finished  products,  other  materials  and  supplies,  and  main  sub- 
divisions of  each. 

B.  What  is  the  method  of  valuation  of  inventories? 

C.  Comparative  statement — for  the  past  5  years — showing  inventory  prices 
per  unit  compared  to  market  prices. 

D.  What  contingencies  would  materially  affect  the  value  or  saleability  of  the 
inventory? 
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E.  Division  of  present  inventories  into — 

1.  Readily  saleable  at  inventory  prices. 

2.  Not  readily  saleable   because  of 

(a)  lack  of  demand; 

(b)  length  of  manufacturing  process;  or 

(c)  some  other  circumstances  affecting  saleability. 

3.  Obsolete  or  deteriorated. 

F.  Where  are  inventories  located? 

G.  Latest  detailed  physical  inventory. 

H.  What  period  of  production  is  provided  for  by  raw  materials  now  on  hand 
and  how  does  this  compare  with  normal? 

I.  Estimated  most  desirable  normal  inventory  (approximate  only)  within 
maximum  and  minimum  limits. 

XI.  PUBCHASING  POLICY  AND  METHODS 

A.  What  determines  the  purchasing  policy,  i.  e.,  does  Company  buy  only  to 
All  orders,  or  because  prices  are  believed  to  be  low?  To  what  extent  does  it 
speculate  on  market? 

B.  Where  and  how  does  Company  purchase  materials?  List  of  its  chief 
sources  of  supply. 

C  What  are  relations  between  Company  and  those  from  whom  it  purchases? 

D.  What  methods  are  used  in  making  payment  for  goods  purchased? 

E.  Are  purchasing  methods  sufficiently  flexible  to  permit  quick  adjustment 
in  period  of  depression? 

F.  List  of  all  purchase  contracts  with  summary  of  each,  showing  period  cov-' 
ered,  amounts  contracted  for,  contract  prices  (comparison  with  present  market), 
delivery  terms,  and  any  special  clauses  covering  cancellation.  penalties,  etc. 

XII.    LABOR 

A.  What  class  of  labor  is  employed  in  the  industry,  and  how  long  is  training 
period  ? 

B.  Is  labor  in  the  industry  unionized?  If  so  does  Company  operate  on  closed 
or  open  shop  basis? 

C.  What  is  the  record  of  strikes,  etc.,  with  special  reference  to  the  Company? 

D.  Does  Company  operate  any  profit-sharing,  bonus  or  employee  stock  owner- 
ship system? 

E.  What  is  the  situation  in  regard  to  an  available  supply  of  labor  in  case  of 
strikes  or  expansion? 

F.  What  is  Company's  labor  turnover? 

G.  What  is  attitude  of  different  classes  of  employees  toward  Company,  and 
what  does  Company  do  in  the  way  of  compensation  insurance,  medical  service, 
pension  system,  etc.? 

H.  What  is  accident  record  and  is  industry  subject  to  occupational  diseases? 

XIII.    DESCRIPTION    OF    PROPERTY,    INCLUDING    SUCH    ITEMS    AS 

A.  Type,  age  and  condition  of  all  plants.    Economics  of  plant  location. 

B.  Arrangement,  with  special  reference  to  efficiency  of  operation,  flexibility 
and  possibility  of  expansion.  Railroad,  highways  and  water  transportation 
facilities? 

C.  Power  equipment,  including  arrangements  for  reserve  power  in  case  of 
break-down.  , 

D.  Storage  facilities,  with  special  reference  to  their  adequacy  to  accommodate 
probable  maximum  inventories. 

E.  Fire  protection,  including  sprinkler  system,  water  supply,  inspection  service, 
insurance,  etc. 

F.  What  is  the  capacity  of  the  plants:  (a)  maximum,  (b)  minimum  to  run 
without  loss,  and  (c)  most  efficient? 

G.  What,  if  any,  is  the  "neck  of  the  bottle"? 

H.  What  is  the  possibility  of  using  any  of  the  buildings  and  machinery  in 
other  lines  of  business,  with  special  reference  to  their  probable  value  in  case  of 
forced  sale? 

I.  To  what  extent  would  the  machinery  be  saleable  in  case  of  forced  sale? 
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Form  of  Balance  Sheet 

ASSETS 

Current  Assets: 

Cash  on  hand  and  in  banks $  000, 000 

Marketable  securities 00O,  000 

Notes  Receivable   (gross  and  less  reserve)1 000,000 

Accounts  Receivable  (gross  and  less  reserve) 000,000 

$0,  000,  000 
Inventories 0,  000, 000 

Total  Current  Assets $0,000,000 

Plant  and  Property  Account: 

Laud $    000,000 

Buildings 000,  000 

Machinery 000,  000 

Furniture    and    Fixtures 000,  000 

$0,  000,  000 

Less  Depreciation,   depletion,   obsolescence,   etc 000,000 

Net    Plant    and    Property   Account 0,000,000 

Investments    in    Associated    Companies 000, 000 

Due    from    Associated    Companies 000,  000 

Deferred  Charges 000, 000 

Goodwill.   Patents,   etc 000,000 


$0,  000,  000 

LIABILITIES 

Current  Liabilities: 

Notes    Payable1 $  000,000 

Accounts    Payable 000,000 

Accrued    Liabilities 000,000 

Fededal    Taxes 000,000 

Other    Current    Liabilities 000,000 

Total    Current    Liabilities $0,000,000 

Funded    Debt    (detailed) 0,000,000 

Reserves    (detailed) 0,000,000 

Capital  Stock 

Preferred^ $0,000,000 

Common 0, 000,  000 

Total    Stock „ _-2._     0,  000,  000 

Surplus : 

(Capital $     000,000 

(Earned 000,  000 

0,000,000 

$0,  000,  000. 

1  Trade  acceptances,  if  any,  to  be  shown  separately,  and  acceptances  discounted  shown 
on  both  sides  of  balance  sheet. 

Note. — Any  important  item  which  is  not  sufficiently  described  by  one  of  the  headings 
given  should  be  listed  separately.  Contingent  liabilities  «hould  be  shown  at  bottom  of 
balance  sheet. 

Form  of  Earnings  Statement 

Gross    Sales $00,  000,  000 

Returns,  Allowances,  etc 00,000 

Net    Sales $00,  000, 000 

Cost  of  Goods   Sold,   excluding  Depreciation $0,000,000 

Depreciation 000, 000 

Total  Cost  of  Goods  Sold 0,000,000 

Gross  Manufacturing  (or  Trading)   Profit $0,000,000 
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Selling  Expenses $000,  000 

Administrative  and  General  Expenses 000,  000 

Total  Selling,  Administrative  and  General  Expenses $  00,000 

Net  Profit  from   Operations $000,000 

Other    Income 000,  000 

Total  Net  Income  before  Interest $000,000 

Interest  on  Funded  Debt -      $000,  000 

Interest  on  Floating  Debt 000,000 


Total  Interest  Charges 000,000 


Net  Income  before  Federal  Taxes $000,000 

Federal   Taxes 000,  000 


Balance  before  Dividends $000,000 

Dividends  on  Preferred  Stock 000,  000 

Balance  before  Common  Dividends $000,  000 

Dividends  on  Common  Stock 000.000 

Balance   to   Surplus $000,000 

Note. — Show  all  extraordinary  items  (such  as  unusual  write-down  of  inventory  or 
losses  on  foreign  exchange)  separately  in  their  appropriate  places.  In  case  of  a  Com- 
pany with  wasting  assets  (such  as  copper,  oil,  coal,  etc.)  show  Depletion  as  a  separate 
item. 


Exhibit  No.  1887-4 

[Submitted  by  Smith,  Barney  &  Co.] 

Buying  Department  Work  Sheet  Form  for  Use  in  Connection  With  Issues 
Headed  by  Other  Houses  in  Which  We  Have  a  Position  as  an  Under- 
writer 

Issue Handled  by 

notice  to  sales  department 
— Notice  i<>  IT.  W.  Wilson  of  our  probable  inclusion  in  business 

information  re  underwriters 

—Questionnaire  concerning  information  about  underwriters  to  be  included  in 
Registration  Statement  submitted  to  each  partner  and  Mr.  Coulson  and 
collared  information  furnished  to  issuer  and/or  bankers  leading  business. 

standing  of  experts 

—Standing  of  certifying  accountants  checked 
— Standing  of  bankers'  counsel  checked 
—Standing  of  engineers  checked  (if  any  used) 

investigation 

— Extent  of  investigation  by  bankers  leading  business  ascertained. 
— Extent  of  investigation  by  bankers'  counsel  ascertained 
— Extent  of  investigation  by  engineers  (if  used)   ascertained 
— Decision  reached  re  extent  of  our  investigation 
— Investigation  completed 
—Decision  reached  re  soundness  of  issue 

— Meeting  of  underwriters  with  company  officials,  counsel,  experts,  etc.  at- 
tended by . 
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MORTGAGE    OK    INDENTURE   OR    CHARTER 

— Document  and  supplements   (or  summary  thereof)    read 
— Head  of  group  notified  of  any  desired  changes 

— Head  of  group  notified  prior  to  execution  of  document  and/or  supplements 
whether  we  are  satisfied  or  dissatisfied  therewith 

REGISTRATION     STATEMENT      (INCLUDING     FINANCIAL    EXHIBITS) 

— Preliminary  draft  read 

— Head  of  group  notified  of  any  desired  changes 

— Company  released  to  put  our  name  in  statement 

— Statement  and  financial  exhibits  as  filed  read  and  checked  against  our  files 

and  S.  E.  C.  instructions 
— Head  of  group  notified  of  any  desired  changes 
— Interim  amended  statements  and  financial  exhibits  read  and  checked  against 

our  files  and  S.  E.  C.  instructions 
— Head  of  group  notified  of  any  desired  changes 
— Final  amended  statement  and  financial  exhibits  read  and  checked  against  our 

files  and  S.  E.  C.  instructions 
— Head  of  group  notified  prior  to  filing  of  final  amended  statement  and  financial 

exhibits  whether  we  are  satisfied  or  dissatisfied  therewith 

PROSPECTUS 

— Prospectus  as  filed  read 

— Extent  to  which  bankers'  counsel  have  checked  prospectus  against  registration 

statement  for  omissions  and  differences  ascertained 
— Remaining  parts   of  prospectus   checked   against   registration   statement   for 

omissions  and  differences 
— Information  in   prospectus  not   contained   in   registration   statement   checked 

against  our  files 
■ — Head  of  group  notified  of  any  desired  changes 
— Interim    amended    prospectus    read,    cheeked    against    amended    registration 

statement  (to  extent  necessary  in  addition  to  checking  thereof  by  bankers' 

counsel)   and  checked  against  our  files. (to  the  extent  information  in  such 

amended  prospectus  is  not  contained  in  amended  registration  statement) 
—Head  of  group  notified  of  any^desired  changes 
— Final  amended  prospectus  similarly  read  and  checked 
— Head  of  group  notified  prior  to  filing  of  final  amended  prospectus  whether  we 

are  satisfied  or  dissatisfied  therewith 

CONTRACTS     &     SELLING    GROUP    LETTER 

— Draft  underwriting  group  contract  read  and  discussed  with  a  partner 
■ — Draft  contract  with  Company  read  and  discussed  with  a  partner 
—Draft   of   Selling   Group   Letter   read   and   discussed   with   syndicate  depart- 
ment and  a  partner 
— Head  of  group  notified  of  any  desired  changes 
■ — Contracts  executed  by  a  partner 

— Notice  of  commitment  sent  to  Messrs.  Fish,   Coulson  and  Ticheiior  and  to 
Miss  Wels 

BLUE    SKY    AND    ADVERTISEMENT 

—Man  handling  these  matters  advised  upon  filing  of  registration 

— Draft  advertisement  and  prospectus  delivered  to  him 

— Clearance  obtained  by  him  from  Stock  Exchange 

— Advice  given  by  him  to  Sales  Dept.  re  Blue  Sky 

— Instructions  given  by  him  to  head  of  group  re  where  to  use  EBS  &  Co.  and 

where  EBS  &  Co.  Inc.  in  advertisement 
— Request  made  by  him  to  head  of  group  that  wording  in  advertisement  should 

not  designate  EBS  &  Co.  Inc.  as  underwriter 


-Company  or  head  of  group  notified  of  any  of  our  expenses  to  be  paid  by 
Company  or  underwriting  group 
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RECORDS 

-Copies  of  each  filed  registration  statement  obtained 

-Copies  of  eacli  filed  set  of  financial  exhibits  obtained 

-Copies  of  other  important  exhibits  obtained 

-Copies  of  each  filed  prospectus  obtained 

-One  copy  of  each  of  foregoing  obtained  in  signed  or  certified  form 

-Copies  of  each  filed  "reconciliation  and  tie"  obtained 

-"Red  herring"  prospectus  and  selling  syndicate  letter — and  accompanying 
manager's  letter — obtained 

-Final  selling  syndicate  letter  obtained 

-Duplicate  contracts  made  or  obtained    (with  signatures  printed  in) 

-Legal  opinions  obtained 

-Engineers'  report  (if  any)  obtained 

-Advertisement  clipped  from  paper 

-Buying  Dept.  correspondence  collected  in  one  file  or  group  of  files 

-Memo  made  re  extent  of  checking  done  by  us 

-Signed  contracts,  important  checking  material  and  memo  re  extent  of  check- 
ing by  us  placed  in  safe-keeping 

-Balance  of  foregoing  material  sent  to  Buying  Department  Files 

-Pink  sheet  written  (if  necessary  in  addition  to  pink  sheet  written  by  Tiche- 
nor) 

January  1,  1937. 


Exhibit  No.  1888 
[From  the  files  of  Smith,  Barney  &  Co.  Specimen  of  dealer  performance  record  card '] 
XYZ  Corp.  EDWARD  B.  SMITH  AND  CO. 


Business  received 

Information  and  special  remarks 

concerning  subject                  15-50 

Year 

Retail 
sales 

Approxi- 
mate 
profit 

Commis- 
sion 
business 

Other 
business 

8/31/34  All  types  general  securities.     Ample  capital. 
Large  sales  organization.  (H.W.)  No  Siocfcs.  *"10/23/36 
Understand  now  interested  in  Pfd.  &  Com.  Stks.*** 

1936 
1937 

$56,  500 

3196  sh. 

91  M 

544  sh. 

Credit 

$88. 47 

$108. 42 

$339. 76 
$108. 

Remarks  concerning  business  received: 

10/1/36— Have  given  us  business  quite  regularly. 
1936— We  have  given  them  2188  sh.  Comm.  $619.00 
1937— We  gave  them  255  sh.-comm.  $58.25. 


Offering 
date 

Total  issue 

Participation  Issue 

Subscrip- 
tion 

Total  sales 

Repur- 
chases 
profits 

Selling 
commis- 
sions 

Total 

12/11/34 

6100M.... 

1658  M— . 

18000  M._. 
45000  M_._ 
73000  M.._ 

12000  M... 

29500  M... 

25000  M... 

35000  M... 

32000  M__. 
30000  M... 
70000  M___ 
16000  M... 
20000  M... 
55000  M... 
49000  M... 
20000  M... 

Chic  &  Western  Ind.  A. 

bVz  1962. 
Chic  &  Western  Ind.  C  , 

5H  1962. 
ChesCorp51944. 

10  M 

12/14/34 

10  M_... 

10  M 

12/21/34 

15  M 

243 

248 

3/28/35 

Pac  Gas  &  Elec  4  1964 

15  M 

4/22/35 

Southern    Calif   Ed.    3U 
1960. 
Atlantic  Coast  Line  RR. 

5  1945. 
Comm    Edison    Co.    3?i 

1965. 
American    Rolling    Mill 

i}4.  1945. 
Southern    Calif   Ed.    Z% 

1960. 
Pure  Oil4J4  1950 

10  M„--.- 

5/3/35 

15  M 

6/6/35 

- 

20  M 

300 

300 

6/7/35 

20  M 

7/1/35 

10  M 

7/17/35 

20+15 
10  M _ 

2M-Pen__. 

454 

454 

6/26/35 

Pacific  Qas  &  Elec  4  19&:  .. 

7/18/35 

Duquesne  Lt.  V/2  1965 

20  M 

7/23/35 

Public  Svc.  N.  J.  4}4 1960 .. 

10  M 

150 
343. 75 
343.  75 

150 

7/30/35 

Wilson  &  Co.  Inc.  4  1955- -. 

25  M... 

343. 75 

7/2/35 

Beth.  Steel  4\i  1960 

25  M... 

343, 75 

9/25/35 

Detroit  Edison  4  1965 

10  M... 

9/25/35 

Pacific  Oas  &  Elec.  4  1964 . . 

10+10  M. 

*t    SPS9.l?l^ns  of  dealer  performance    record  cards  used  by  other  firms  appear  as  "Ej 
No.    1639-23,  '    Hearings     Part   22,  p     11744,    and   "Exhibits    Nos.    204:i-2047-2  ," 
pp    12967-12978. 


Exhibit 
infra, 
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Exhibit  No.  1889-1 

[Letter    from    Smith,    Barney   &   Co.,    to    Investment   Banking    Section,    Monopoly    Study, 
Securities  and  Exchange  Commission] 

Smith,  Barney  &  Co., 
14  Wall  Street,  New  York,  September  1,  1939. 
Mr.  W.  S.  Whitehead, 

Securities  and  Exchange  Commission, 

120  Broadway,  New  York,  N.  Y. 

Dear  Sir:  In  our  conversation  in  Mr.  Swan's  office  on  Wednesday,  August  30, 
you  asked  certain  questions  pertaining  to  the  mechanics  and  methods  com- 
monly used  by  underwriters  in  financing  the  purchase  of  securities  from  issuing 
corporations  and  arrangements  for  intermediate  financing  in  the  event  an  issue 
is  unsuccessful  and  unsold  bonds  remain  in  the  hands  of  the  underwriter  after 
date  of  offering  and  through  date  of  closing  the  deal  with  the  issuing  corporation. 

You  are  no  doubt  aware  that  each  underwriter  is  severally  responsible  to 
the  issuing  corporation  for  the  amount  he  contracts  to  underwrite.  Each  under- 
writer must  therefore  arrange  to  have  a  certified  or  bank  cashier's  check  payable 
in  New  York  Clearing  House  funds  to  the  order  of  the  issuing  corporation  in 
the  hands  of  the  Manager  at  an  early  hour,  to  facilitate  closing  the  deal,  on  the 
day  payment  is  to  be  made  to  the  issuing  corporation.  The  Manager,  acting  for 
himself  and  the  other  underwriters  severally,  delivers  the  underwriters'  checks, 
at  the  place  scheduled  for  the  closing,  to  the  issuing  corporation,  and  proceeds 
with  the  mechanics  incidental  to  closing  of  the  deal  and  the  acceptance  of  the 
securities.  , 

You  have  asked  specifically  how  the  following  issues  were  paid  for  and  what 
arrangements  were  made  for  the  carry  of  unsold  securities  after  closing  date: 

Issue:  Closed 

Pure  Oil  Co.  5%  Cumulative  Convertible  Preferred  Stock—  October  22,  1937 
Bethlehem  Steel  Corp.  15- Year  Sinking  Fund  Convertible 

3]/oS,  1952 October  11,  1937 

Shell  Union  Oil  Corp.  15-Year  2V2%  Debentures,  1954 July        24,  1939 

Pennsylvania  Power  &  Light  Co.  First  Mortgage  Bonds, 
3%%,  19G9  4%%  Debentures,  1974 August     11,  1939 

The  mechanics  incidental  to  payment  to  an  issuing  corporation  on  closing  date 
for  the  amount  of  securities  underwritten  briefly  are  as  follows :  Bank  balances 
are  maintained  in  at  least  a  certain  minimum  amount  which  experience  shows 
will  take  care  of  normal  day-to-day  requirements.  When  funds  build  up  to  a 
level  beyond  this  point — loans  are  reduced;  when  it  is  apparent  that  the  bank 
balance  would  fall  below  this  minimum  amount — loans  are  increased.  How- 
ever, this  rule  is  not  applied  the  day  before  a  large  commitment  must  be  paid  for. 
On  that  day  funds  are  ordinarily  concentrated  in  the  bank  on  which  the  check 
will  be  drawn  to  the  issuing  corporation.  In  addition,  a  Day  Loan  is  ordinarily 
made. 

A  Day  Loan  is  a  temporary  extension  of  credit  granted  by  a  bank  for  a  period 
of  a  business  day  to  facilitate  the  clearing  of  securities.  There  is  attached 
hereto  a  form  of  Day  Loan  Agreement.  The  loan  must  be  paid  off  in  full  at  the 
end  of  the  day.  For  this  accommodation,  interest  at  the  rate  of  1%  is  charged 
by  the  bank.     This  rate  has  been  in  effect  for  some  years  past. 

An  examination  of  the  attached  schedules  shows  how  the  purchase  of  each 
of  the  above  securities  was  financed  on  the  closing  day,  that  is,  the  amount  of  the 
Day  Loan  and  the  amount  of  bank  balance  used  in  the  pryment  to  the  issuing 
corporation.  l 

On  a  successful  syndication' such  as  the  Pennsylvanir  .ower  &  Light  securities, 
the  underwriter  on  the  closing  date  is  reimbursed  thj  amount  paid  the  issuing 
corporation  as  a  result  of  his  retail  sales  and  sales  to  the  Selling  Group.  Thus, 
the  underwriter  is  put  in  funds  in  excess  of  the  amount  required  to  pay  off  his 
Day  Loan  at  the  bank  at  the  close  of  business. 

It  has  been  the  policy  of  this  firm  to  obtain  Day  Loan  accommodations  from 
The  Guaranty  Trust  Company,  Bankers  Trust  Company,  Chase  National  Bank 
and  Central  Hanover.  The  selection  is  usually  ba«;ed  on  service  and  facilitation. 
For  example,  if  the  deal  is  to  be  closed  at  the  Guaranty  Trust  Company,  Trust 
Department,  that  bank  is  used ;  if  at  the  Bankers,  that  bank,  etc. 

On  slow  moving  deals  the  unsold  balance  is  ,usually  financed  entirely  from 
funds  at  the  disposal  of  the  firm  in  the  form  of  bank  balances  or  the  creation  of 
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bank  balances  through  the  medium  of  borrowing  on  other  securities  available  for 
that  purpose  as  was  the  case  in  the  Shell  Union  deal.  At  no  time  while  we  had 
unsold  Shell  Union  bonds  on  our  hands  were  they  used  for  borrowing  purposes. 

As  shown  by  the  attached  schedules,  however,  collateral  loans  were  made  by 
Edward  B.  Smith  &  Co.  In  the  case  of  the  Pure  Oil  Preferred  Stock  and  Bethle- 
hem Steel  Bonds.  All  of  the  Pure  Oil  Preferred  Stock,  namely  58,936  shares, 
was  hypothecated  at  The  Guaranty  Trust  Company  on  the  closing  day,  October 
22,  at  a  loan  value  of  64  per  share.  The  difference  between  64  and  100,  the  price 
paid  for  the  stock,  was  financed  by  the  firm.  Details  of  that  loan  from  the 
date  it  was  made  until  paid  off  through  sale  of  a  balance  of  57,723  shares  of 
stock  to  the  Ebsco  Corporation  on  December  23,  1937,  is  attached. 

In  the  case  of  the  Bethlehem  Steel  Bonds,  $5,913,500  par  value  remained  unsold 
on  the  closing  day,  October  11.  These  bonds  were  hypothecated  at  The  Guaranty 
Trust  Company  on  that  day  at  a  loan  value  of  80..  The  difference  between  80 
and  100,  the  price  paid  for  the  bonds,  was  financed  by  the  firm.  Details  of  that 
loan  from  the  date  it  was  made  until  paid  off  through  sale  of  a  balance  of 
$2,074,300  principal  amount  to  the  Ebsco  Corporation  on  December  23,  1937  is 
attached.  Both  of  these  loans  were  made  under  a  Collateral  Loan  Agreement, 
a  specimen  copy  of  which  is  attached. 

The  Ebsco  Corporation  was  a  corporation  formed  in  connection  with  the 
liquidation  of  Edward  B.  Smith  &  Co. 

It  has  been  the  policy  of  the  firm  to  use  the  following  banks  for  collateral 
loan  accommodations : 

Bank  of  Manhattan  Company 

Bank  of  New  York  &  Trust  Company 

Bankers  Trust  Company 

Brooklyn  Trust  Company 

Central  Hanover  Bank  &  Trust  Co. 

Chase  National  Bank 

Chemical  Bank  &  Trust  Co. 

Fidelity  Union  Trust  Co.  of  Newark,  N.  J. 

Fifth  Avenue  Bank 

First  National  Bank 

Guaranty  Trust  Company 

Irving  Trust  Company 

Marine  Midland  Trust  Co. 

National  City  Bank 

National  Shawmut  Bank,  Boston 

New  York  Trust  Co. 

U.  S.  Trust  Co. 


Very  truly  yours, 


WHC :  GA 

Ends. 


Per  Pro  SMITH,  BARNEY  &  CO. 
By  W.  H.  Coulson. 


Exhibit  No.  1889-2 

closing  date— -friday.  octoker  22,  1937 

434,394  Shakes  The  Pure  Oil  Company  5%  Cumulative  Preferred  Stock 

Underwriting  58,936  shares  @  100=$5,803,600  paid  to  The  Pure  Oil  Company 

Amount  financed  by  Day  Loan  at  Guaranty  Trust  Company  10/22__  $4,  500, 000 
From  Bank  Balance  of  $2,282,656.57  close  of  10/21  at  Guaranty 1,  393,  600 

Total    Payment $5,893,  6G0 

Day  Loan  was  paid  off  before  close  of  business  October  22  and 
collateral  loan  made  with  Guaranty  Trust  Company. 

Cost   of   58.936   shares    @    100 $5, 893,  600 

Loan — 58,936  @  $64.  per  share — proceeds 3,771,904 

Balance  financed  by  Firm $2,121,696 
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[Loan  Schedule  Attached] 

Loan  of  Edward  B.  Smith  d  Co. 

1.  ACTIVITY  OF  LOAN 


Date 


Debit 


Credit 


Balance 

Rate 

$3, 771, 904 

3J4 

3,  771, 904 

ZH 

3, 771, 904 

3H 

3, 769, 000 

3^ 

3, 747, 000 

3H 

3, 728, 000 

3H 

3, 700, 000 

3H 

3, 699, 000 

3H 

3, 694, 000 

3^ 

0 

33^ 

Interest 
Paid 


10-22-37 
10-30-37 
11-30-37 
12-6-37. 
12-7-37. 
12-8-37. 
12-8-37. 
12-9-37. 
12-9-37. 
12-23-37 


$3,  771, 904 
0 
0 
0 
0 
0 
0 
0 
0 
0 


0 

0 

0 

$2,904 

22,000 

19,000 

28,000 

1,000 

5,000 

3,  694, 000 


0 

$3, 300.  39 
11,001.39 
0 
0 
0 
0 
0 
0 
8,318.66 

$22,  620.14 


2.  ACTIVITY  OF  COLLATERAL 


Date 

Deposited 

Issue 

Withdrawn 

10-22-37.. 

68, 936  shs 

Pure  Oil  Co. 
do 
do 
do 
do 
do 
do 
do 
do 
do 

5%  Cum.  Con  v.  Pfd. 

0 

12-6-37 

.     do 

36  shs 

12-7-37 

do 

350   " 

12-8-37 

do 

50   " 

12-8-37 

do 

300   " 

12-8-37 

do.; 

400   " 

12-9-37.... 

do 

5   " 

12-9-37 

do... 

19   " 

12-9-37. 

do... 

53    " 

12-23-37 

do.— 

57,723    " 

Exhibit  No.  1889-3 

$48,000,000  Bethlehem  Steel  Corporation  15- Year  Sinking  Fund  Convertible 
3%%  Debentures  Due  October  1,  1952 

closing  date — monday,  october  11,   1937 

Underwriting  $7,190,800  par  value  @  100  and  accrued  interest  from  October  1  to 

October  11 

Principal $7, 190,  300.  00 

Accrued   Int 6,  990.  57 

Total  paid  Beth.  Steel  Corp $7, 197, 290.  57 

Amount  financed  by  Day  Loan  at  Guaranty  Trust  Company  10/11—  $6,  000,  000.  00 
From  Bank  Balance  of  $1,287,973.91  close  of  10/10  at  Guaranty—    1, 197,  290.  57 

Total    Payment $7, 197, 290.  57 

Par  Value  of  Underwriting $7, 190,  300 

Give-up  to  Selling  Group 563,  600 

Balance  for  Retail  Sales $6,626,700 

Sold  up  to  Oct.  11 713,  200 

Unsold  Balance  financed  by  loan $5,  913,  500 

Day  Loan  was  paid  off  before  close  of  business  October  11 
and  collateral  loan  made  with  Guaranty  Trust  Company. 

Cost  of  $5,913,500  par  value  @  100 : $5,913,500.00 

Loan   @   80— proceeds 4,  730,  800.  00 

Balance  financed  by  Firm $1,182,700.00 
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[Loan  Schedule  Attached] 

Loan  of  Edward  B.  Smith  &  Co. 

1.  Activity  of  loans 
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Date 

Debit 

Credit 

Balance 

Rate 

Interest 
Paid 

10-11-37 

$4,  730, 800 

0 

$484, 075 

232,000 

1, 020, 000 

195, 725 

44,000 

35,000 

40,000 

0 

105,000 

70,000 

125, 000 

90,000 

10,000 

76,000 

50,000 

60,000 

25,000 

100.000 

30,000 

25,000 

0 

290,000 

1, 635, 000 

0 

$4,  730, 800 
4,  246,  725 
4,014,725 
2, 994, 725 
2,  799, 000 
2,  766, 000 
2,  720, 000 
2,680,000 
2, 680, 000 
2,  575, 000 
2, 505, 000 
2, 380, 000 
2,290,000 
2, 280, 000 
2,  205, 000 
2, 155, 000 
2, 105, 000 
2, 080, 000 
1,980,000 
1, 950, 000 
1, 925, 000 
1,925,000 
1,  635, 000 
0 
0 

3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 

2H 
2K 

m 

0 

10-18-37... 

0 

10-19-37  . 

0 

10-19-37     .               

0 

10-25-37 ^ 

10-26-37 

0 

0 

10-27-37 

0 

10-29-37  

0 

10-30-37... 

$6, 973.  72 

11-1-37 

0 

11-8-37 

0 

11-9-37 

0 

11-10-37 

0 

11-12-37          

0 

11-15-37 

0 

11-16-37... 

0 

11-18-37.. 

0 

11-19-37.. 

0 

11-22-37 ! 

0 

11-23-37 

0 

11-24-37 

0 

11-29-37 

0 

11-30-37 

5,  585. 77 

12-23-37 

0 

12-24-37 

2, 611. 46 

$14,170.95 

2.  Activity  of  collateral 

Date 

Deposited 

Issue 

Withdrawn 

10-11-37.. 

$5, 9i3, 600 

4,000 

1,000 

3,000 

0 

0 

0 

12,000 

0 

0 

0 

1,000 

0 

0 

0 

1,000 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

1,000 

6,000 

1,000 

0 

Bethlehem  Steel  Corp.  Conv.  3  1/2/52. 

0 

10-11-37 

$4,000 

10-13-37 

1,000 

10-15-37.... 

3,000 

10-18-37 

do                                  do.. 

569, 600 

10-19-37- •.... 

1, 200,  OOC 

10-19-37. 

200,000 

10-21-37 .... 

do                                  do '.-. 

12,000 

10-22-37 

do                                  do.. 

200, 000 

10-25-37- ....... 

200,000 

10-26-37 

do                                  do 

100,000 

10-27-37 

1,000 

10-27-37 

do                                  do 

40,000 

10-28-37 

do                                  do..'. 

54,000 

11-  1-37— 

130, 000 

11-  4-37-. 

1,000 

11-  8-37 

do                                  do.. 

46,  500 

11-  9-37 

do                                  do 

162, 000 

11-10-37 

do                                  do.  -- 

110, 000 

11-12-37 

do                                  do 

10, 000 

11-15-37 

133,  500 

11-16-37 

<lo                                  do •-.. 

30,000 

11-18-37 

do                                  do 

62,000 

11-19-37 

do                                  do.. 

31,000 

11-22-37 

97,000 

11-29-37.. 

do                                  do 

100,000 

11-30-37 

363,  700 

11-30-37 

1,000 

12-  2-37 

,do                                  do 

6,000 

12-17-37 

do                                  do 

1,000 

12-23-37 

2, 074. 300 

124491— 40--pt.  24- 
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Exhibit  No.  1889-4 


$85,000,000  Shell  Ui*    -n  Oil  Corporation  15  Year  2V>%  Debentures  Due 

July  1,  1954 

closing  date — monday,  july  24,  1039 

Underwriting  $4,000,000  par  value  ®  96%  plus  interest 

$4,000,000  par  value  @  96% $3,  850,  000.  00 

Accrued  Interest 6,  388.  88 


Total  paid  Shell  Union  Oil  Corp $3,  856,  388.  88 

Amount  financed  by  Day  Lonn  at  Guaranty  Trust  Company  7/24__  $3,  300,  000. 00 
From  Bank  Balance  of  $851,234.74  close  of  7/21  at  Guaranty 556,  388. 88 


Total  Payment $3, 856,  388.  88 


Underwriting 

Give-up  to  Selling  Group. 


Balanee  for  Retail  Sales 

Additional  bonds  unsold  to  dealers  taken  down. 


Total  for  Retail  Sales- 
Sold  @  Retail  price  97% 


Unsold  Balance  7/28_ 


$4,  000,  000 
750,000 

$3,  250,  000 
274,000 

$3, 524,  000 
1,  624,  000 

$1, 900,  000 


Balance  of  $1,900,000  sold  on  July  28.    None  of  these  bonds  were  pledged  for  a 
collateral  loan. 


Exhibit  No.  1889-5 

Pennsylvania  Power,  &  Light  Company  $95,000,000  First  Mortgage  Bonds  3V2% 
Dub  August  1,  1969— $28,500,000  4V2%  Debentures  Due  August  1,  1974 

CLOSING  DATE: — FRIDAY,  AUGUST   11,   1939 

SB&Oo.  Underwriting— Bonds  $5,385,000— Debs.  $1,615,000 

$5,385,000  par  value  Bonds  @  103y2 $5,  573,475.  00 

Accrued  Interest 5,  235.  43  $5,  578,  710.  43 


.-$1,615,000  par  value  Debs.  @  101 1/2 $1,639,225.00 

Accrued    Interest 2,  018.  75     1,  641,  243.  75 


Total  paid  Pennsylvania  Power  &  Light  Company $7,  219,  954. 18 


Amount  financed  by  Day  Loan  at  Guaranty  Trust  Company  S/ll___  $5,  000, 000.  00 
From  Bank  Balance  of  $3,041,383.87  close  of  8/10  at  Guaranty 2, 219,  954. 18 


Total  Payment $7,  219, 954. 18 


Bonds 


Debentures 


Underwriting 

Give-up  to  Selling  Group. 


$5,  385, 000 
385,000 


$1,  615, 000 
0 


Balance  for  Retail  Sales. 


$5, 000, 000 


$1,615,000 


All  retail  bonds  were  sold  on  date  of  offering. 
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Exhibit  No.  1890 

Trust  Receipt 

Chicago,  III., 193 

To  Continental  Illinois  National  Bank  and  Trust  Company  of  Chicago: 

Receipt  is  hereby  acknowledged  this  day  from  you  of  the  property  described 
below,  which  the  undersigned  hereby  agrees  to  hold  in  trust  for  you : 

It  is  hereby  agreed  that  the  undersigned  is  and  will  be  the  bailee  of  said 
property  for  you,  and  upon  demand  will  forthwith  return  it  to  you;  or,  the 
undersigned  will  when  and  as  received  forthwith  turn  over  to  you  the  total 
proceeds  of  said  property,  which  shall  be  at  least  the  full  and  true  value 
thereof:  or,  if  you  consent,  the  undersigned  may  (in  lieu  of  such  proceeds) 
forthwith  deliver  to  you  the  equivalent  for  said  property  of  a  kind,  character 
and  value  entirely  satisfactory  to  you,  to  be  held  and  disposed  of  by  you  in  the 
place  of  said  property  so  received  from  you. 


Trust  Receipt 

Chicago,  III., 193 

To  City  National  Bank  and  Trust  Company  of  Chicago: 

Receipt  is  hereby  acknowledged  this  day  from  you  of  the  property  described 
below,  which  the  undersigned  hereby  agrees  to  hold  in  trust  for  you,  to  be 
accounted  for  by : 

It  is  hereby  agreed  that  the  undersigned  is  and  will  be  the  bailee  of  said 
property  for  you,  and  upon  demand  will  forthwith  return  it  to  you ;  or,  at  your 
request,  the  undersigned  will  forthwith  turn  over  to  you  the  total  proceeds  of 
said  property,  which  shall  at  least  be  the  full  and  true  value  thereof;  or,  upon 
demand,  the  undersigned  will  forthwith  deliver  to  you  the  equivalent  for  said 
property  of  a  kind,  character  #nd  value  entirely  satisfactory  to  you  to  be  heid 
and  disposed  of  by  you  in  the  place  of  said  property  so  received  from  you. 


No. 
P-3 


Day  Loan  Agreement 

New  York, ,  193^_. 


The  undersigned  hereby  applies  to  The  National  City  Bank  of  New  York, 

(hereinafter  called  "the  Bank")  for  a  loan  of 

Dollars, 

to  be  credited  to  the  account  of  the  undersigned  with  the  Bank,  upon  the  terms 
and  conditions  below  stated,  and  to  be  repaid,  at  the  Bank's  Head  Office  or  Branch 
at  which  the  loan  was  made,  at  or  before  the  close  of  business  this  day,  together 
with  interest  at  the  rate  of  One  Per  Cent  per  annum.  The  avails  of  said  loan 
shall  be  received  and  used  by  the  undersigned  only  for  one  or  both  of  the  following 
purposes :  To  pay,  in  whole  or  in  part,  the  purchase  price  of,  and  thus  to  obtain, 
certain  securities  which  the  undersigned  has  contracted  to  purchase  and  receive ; 
or,  to  pay,  in  whole  or  in  part,  another  loan  or  other  loans  heretofore  made  to  the 
undersigned,  and  thus  to  release  certain  securities  held  as  collateral  to  such  other 
loan  or  loans.  The  undersigned,  as  Trustee  for  the  Bank,  shall  obtain  possession 
of  the  securities  aforesaid ;  and  shall  deliver,  or  cause  to  be  delivered  the  same  to 
the  Bank,  as  security  for  this  loan,  before  the  close  of  business  this  day,  unless 
in  the  meantime  the  amount  of  this  loan  shall  have  been  repaid  to  the  Bank. 
The  undersigned  may,  however,  before  the  close  of  business  this  day,  sell  or  trans- 
fer, for  cash  or  its  equivalent,  or  pledge  for  money  contemporaneously  borrowed, 
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or  exchange  for  other  securities,  any  or  all  of  said  certain  securities,  but  the 
proceeds  of  such  sales,  transfers  and  pledges,  shall  be  received  by  the  undersigned 
as  Trustees  for  the  Bank,  and  shall  be  delivered  by  the  undersigned  to  the  Bank 
before  the  close  of  business  this  day  where  they  shall  be  credited  in  payment  pro 
twnto  of  said  loan,  and  the  securities  received  in  exchange  shall  be  in  all  respects 
charged  with  the  same  trust,  and  subject  to  the  same  right  of  the  Bank  to  posses- 
sion, and  otherwise,  as  herein  provided  in  respect  of  the  certain  securities  so 
exchanged.  The  undersigned  further  agrees  forthwith  upon  demand  of  the  Bank 
at  any  time  to  execute  and  deliver  to  the  Bank  an  instrument  in  writing  desig- 
nating the  securities  so  held  by  the  undersigned  hereunder  in  trust  for  the  Bank 
and  reciting  that  a  security  interest  therein  remains  in  or  will  remain  in  or  has 
passed  to  or  will  pass  to  the  Bank. 

It  is  agreed  that  the^Bank  shall  have  the  right  at  any  time,  in  event  of  default  in 
payment  of  the  said  loan,  to  sell  without  advertisement  or  notice  to  the  under- 
signed, at  any  broker's  board  in  the  City  of  New  York,  or  at  public  or  private  sale 
in  the  said  City  or  elsewhere,  or  otherwise  to  dispose  of  the  same  in  the  discretion 
of  any  of  the  officers  of  the  Bank,  without  notice  of  amount  due  or  claimed  to  be 
due,  and  without  notice  of  the  time  or  place  of  sale,  each  and  every  of  which  is 
hereby  expressly  waived,  any  or  all  of  the  securities  which  may  come  into  the 
possession  of  the  Bank  hereunder  or  pursuant  to  the  provisions  hereof,  applying 
the  proceeds  thereof  upon  the  said  indebtedness,  together  with  legal  interest  and 
expenses,  the  undersigned  to  be  liable  for  any  deficiency  with  legal  interest.  It  is 
further  agreed  that,  upon  the  sale  by  virtue  hereof,  the  Bank  may  purchase  the 
whole  or  any  part  of  such  property  discharged  from  any  right  of  redemption, 
which  is  hereby  expressly  released  to  the  Bank,  which  shall  have  a  claim  as  above 
defined  against  the  undersigned  for  any  deficiency  arising  from  such  sale. 

The  undersigned,  as  further  security  to  the  Bank,  hereby  assigns  to  the  Bank, 
its  successor  and  assigns,  all  right,  title  and  interest  of  the  undersigned  in  and  to> 
the  securities  hereinabove  referred  to,  and  any  and  all  claims  of  the  undersigned 
against  third  parties  for  the  purchase  price,  or  any  unpaid  balance  thereof,  of  any 
of  said  certain  securities  which  have  been  or  may  hereafter  be  sold  by  the 
undersigned. 

Nothing  herein  contained  is  intended  to  lessen  the  liability  of  the  undersigned 
to  the  Bank  arising  from  the  making  of  said  loan ;  nor  to  impair  the  effect  of  any 
General  Collateral  Agreement  given  by  the  undersigned  to  the  Bank;  nor  to 
confer  upon  the  undersigned  any  authority  to  create  any  liability  on  the  part 
of  the  Bank. 


New  Yokk, ___193- 


The  undersigned  hereby  applies  to  The  Chase  National  Bank  of  the  City  or 

New  York  (hereafter  called  "the  Bank")  for  a  loan  of 

Dollars, 

to  be  credited  to  the  account  of  the  undersigned,  upon  the  terms  and  conditions 
below  stated,  and  to  be  repaid  at  or  before  the  close  of  business  this  day.  The 
avails  of  said  loan  shall  be  received  and  used  by  the  undersigned  only  for  one  or 
both  of  the  following  purposes :  To  pay,  in  whole  or  in  part,  the  purchase  price  of, 
and  thus  to  obtain,  certain  securities  which  the  undersigned  has  contracted  to 
purchase  and  receive ;  or,  to  pay,  in  whole  or  in  part,  another  loan  or  other  loans 
heretofore  made  to  the  undersigned,  and  thus  to  release  certain  securities  held 
as  collateral  to  such  other  loan  or  loans.  The  undersigned,  as  trustee  for  the 
Bank,  shall  obtain  possession  of  -the  securities  aforesaid ;  and  shall  deliver,  or 
cause  to  be  delivered  the  same  to  the  Bank,  as  security  for  this  loan,  before  the 
close  of  business  on  this  day,  unless  in  the  meantime  the  amount  of  this  loan 
shall  have  been  repaid  to  the  Bank.  The  undersigned  may,  however,  before  the 
close  of  business  this  day  sell  or  transfer,  for  .cash  or  its  equivalent,  or  pledge  for 
money  contemporaneously  loaned,  or  exchange  for  other  securities,  any  or  all  of 
said  certain  securities,  but  the  proceeds  of  such  sales,  transfers  and  pledges,  shall 
be  received  by  the  undersigned  as  Trustee  for  the  Bank,  and  shall  be  delivered 
by  the  undersigned  to  the  Bank  before  the  close  of  business  this  day  where  they 
shall  be  credited  in  payment  pro  tanto  of  said  loan,  and  the  securities  received 
in. exchange  shall  be  in  all  respects  charged  with  the  same  trust,  and  subject  to 
the  same  right  of  the  Bank  to  possession,  and  otherwise,  as  herein  provided  in 
respect  of  the  certain  securities  so  exchanged. 
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The  undersigned,  as  further  security  to  the  Bank,  hereby  assigns  to  the  Bank, 
its  successors  and  assigns,  all  of  the  right,  title  and  interest  of  the  undersigned 
to  and  in  «the  securities  hereinabove  referred  to,  and  to  and  in  any  and  all  claims 
of  the  undersigned  against  third  parties  now  existing  and  that  may  be  created 
this  day  for  the  purchase  price,  or  any  present  unpaid  balance  thereof,  of  any  of 
said  certain  securities  sold  or  that  may  be  sold  by  the  undersigned,  and  to  and  in 
all  claims  of  the  undersigned  against  customers  of  the  undersigned  for  the  bal- 
ance due  or  to  become  due  this  day  of  the  purchase  price  of  any  of  said  certain 
securities  delivered  or  deliverable  to  such  customers. 

Nothing  herein  contained  is  intended  to  lessen  the  liability  of  the  undersigned 
to  the  Bank  arising  from  the  making  of  said  loan ;  nor  to  impair  the  effect  of  any 
General  Collateral  Agreement  given  by  the  undersigned  to  the  Bank;  nor  to 
confer  upon  the  undersigned  any  authority  to  create  any  liability  on  the  part  of 
the  Bank. 


1276-SL-6-38 
Day  Note 


$ New  York, 193_ 

The  undersigned  hereby  applies  to 

Manufacturers  Trust  Company,  New  York 

(hereinafter  called  "th^- Trust  Company")  for  a  loan  of 

Dollars  ($ ),  to  be  credited  to  the  account  of  the  undersigned, 

upon  the  conditions  below,  and  to  be  repaid  by  the  close  of  business  this  day. 
The  avails  of  said  loan  shall  be  used  only  for'  the  following  purposes : 

(1)  To  pay,  in  whole  or  in  part,  the  purchase  price  of  securities  which  the 

undersigned  has  contracted  to  purchase  and  receive ;  or 

(2)  To  pay,  in  whole  or  in  part,  other  loans  heretofore  made  to  the  under- 

signed, and  to  release  to  the  undersigned  securities  held  as  collateral 
to  such  loans. 

Securities  received  under  either  of  the  foregoing  subdivisions  shall  be  kept 
separately  from  all  other  securities  and,  upon  their  receipt  by  the  undersigned 
or  the  undersigned's  agent  or  representative,  shall  be  held  in  trust  for  and 
deposited  with  the  Trust  Company  as  collateral  security  for  this  loan  and  for  any 
other  obligation  or  indebtedness  of  the  undersigned  to  the  Trust  Company. 

The  undersigned  may,  however,  before  the  close  of  business  this  day,  sell  or 
transfer,  for  cash  or  its  equivalent,  or  pledge  for  money  contemporaneously 
loaned,  or  exchange  for  other  securities,  any  or  all  of  said  securities  so  pledged, 
but  the  proceeds  of  such  sales,  transfers,  and  pledges  shall  be  deemed  substituted 
security  hereunder.  Before  the  close  of  business  this  day,  unless  in  the  mean- 
time the  amount  of  this  loan  shall  have  been  repaid  to  the  Trust  Company,  such 
securities  shall  be  delivered  to  the  Trust  Company. 

The  undersigned,  as  further  security  for  the  said  obligacion  to  the  Trust  Com- 
pany, hereby  assigns  to  the  Trust  Company,  its  successor  and  assigns,  all  of  the 
right,  title,  and  interest  of  the  undersigned  to  and  in  the  securities  hereinabove 
referred  to,  and  to  and  in  any  and  all  claims  of  the  undersigned  against  third 
parties  now  existing  and  that  may  be  created  for  the  purchase  price,  or  any 
present  unpaid  balance  thereof,  of  any  of  said  securities  sold  or  that  may  be 
sold  by  the  undersigned,  and  to  and  in  all  claims  of  the  undersigned  against 
customers  of  the  undersigned  for  the  balance  due  or  to  become  due  of  the  pur- 
chase price  of  any  of  said  securities  delivered  or  deliverable  to  such  customers. 

Nothing  herein  contained  is  intended  to  lessen  the  liability  of  the  undersigned 
to  the  Trust  Company  arising  from  the  making  of  said  loan ;  nor  to  impair  the 
effect  of  any  General  Collateral  Agreement  given  by  the  undersigned  to  the  Trust 
Company;  nor  to  confer  upon  the  undersigned  any  authority  to  create  any 
liability  on  the  part  of  the  Trust  Company. 

Byi~::::"::::::::::::::":~::: 
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Exhibit  No.  1891 

The  National  City  Bank  of  New  York, 

new  york,  n.  y. 

Date ,  193- 


( Address  of  Head  Office  or  Branch) 

To  induce  The  National  City  Bank  of  New  York  (hereinafter  called  the 
"Bank"),  in  its  discretion,  to  make  loans"  or  otherwise  give,  grant  or  extend 
credit  at  any  time  or  from  time  to  time  to  the  undersigned  (or  any  one  or 
more  of  us),  the  undersigned  agree(s)  to  pledge  and  do(es)  hereby  pledge  to 
the  Bank  as  security  for  any  and  all  obligations  or  liabilities  of  the  undersigned 
(or  any  one  or  more  of  us)  to  it,  now  or  hereafter  existing,  any  and  all  prop- 
erty of  the  undersigned  (or  any  one  or  more  of  us),  which  is  now  or  may  at 
any  time  hereafter  come  into  the  possession  or  control  of  the  Bank,  or  of  any 
third  party  acting  in  its  behalf,  whether  for  the  express  purpose  of  being  used 
by  the  Bank  as  collateral  security  or  for  safekeeping  or  for  any  other  or  dif- 
ferent purpose,  including  such  property  as  may  be  in  transit  by  mail  or  carrier 
for  any  purpose,  or  covered  or  affected  by  any  documents  in  the  Bank's  posses- 
sion, or  in  possession  of  any  third  party  acting  in  its  behalf,  it  being  understood 
that  the  Bank  shall  have  and  is  hereby  given  a  lien  on  any  and  all  such  property 
for  the  aggregate  amount  of  any  and  all  such  obligations  or  liabilities ;  and  the 
undersigned  hereby  authorize(s)  the  Bank,  at  its  option,  at  any  time(s),  whether 
or  not  the  property  held  by  it  as  security  is  deemed  by  it  adequate,  to  appro- 
priate and  apply  upon  any  or  all  of  the  said  obligations  or  liabilities,  whether 
then  due  or  not  due,  any  and  all  moneys  now  or  hereafter  in  the  hands  of  the 
Bank,  on  deposit  or  otherwise,  to  the  credit  of  or  belonging  to  the  undersigned 
(or  any  one  or  more  of  us),  and  should  the  aggregate  market  value  of  the  above 
mentioned  collateral  so  held  or  controlled  by  the  Bank,  or  by  any  third  party 
acting  in  its  behalf,  at  any  time  suffer  any  decline  or  fail  to  conform  to  legal 
requirements,  or  if  the  Bank  should  at  any  time  deem  said  collateral  insufficient 
by  reason  of  the  decline  in  the  market  value  of  any  part  thereof,  the  under- 
signed hereby  agree (s)  to  make  such  payments  on  account  of  the  aforesaid 
obligations  or  liabilities  or,  as  additional  collateral  therefor,  to  deposit  and 
pledge  with  the  Bank  such  other  property,  as  may  be  satisfactory  to  it. 

Upon  the  non-payment  of  all  or  any  part  of  the  principal  of,  or  the  interest 
upon,  any  of  the  obligations  or  liabilities  above  mentioned,  or  upon  the  failure 
of  the  undersigned  forthwith,  with  or  without  notice,  to  furnish  satisfactory 
additional  collateral  or  to  make  payments  on  account  as  hereinbefore  agreed, 
or  to  perform  or  to  comply  with  any  of  the  other  terms  or  provisions  of  this 
agreement,  or  in  case  of  the  death,  failure  in  business,  dissolution  or  termina- 
tion of  existence  of  the  undersigned  (or  any  of  us),  or  if  any  petition  in  bank- 
ruptcy be  filed  by  or  against  the  undersigned  (or  any  of  us),  or  if  any  pro- 
ceedings in  bankruptcy,  or  under  any  Acts  of  Congress  relating  to  the  relief  of 
debtors,  should  be  commenced  for  the  relief  or  readjustment  of  any  indebtedness 
of  the  undersigned  (or  any  of  us),  either  through  reorganization,  composition, 
extension  or  otherwise,  or  if  a  receiver  of  any  property  of  the  undersigned  (or 
any  of  us)  should  be  appointed  at  any  time,  or  if  the  undersigned  (or  any  of 
us)  should  make  an  assignment  for  the  benefit  of  creditors  or  take  advantage 
of  any  insolvency  law,  or  if  any  funds  or  other  property  of  the  undersigned  (or 
any  of  us)  which  may  be  or  come  into  the  possession  or  control  of  the  -Bank,  or 
of  any  third  party  acting  for  tlie  Bank  as  aforesaid  should  be  attached  or  dis- 
trained, or  should  be  or  become  subject  to  any  mandatory  order  of  court  or 
other  legal  process,  then,  or  at  any  time  after  the  happening  of  any  such  event, 
any  or  all  of  the  aforesaid  obligations  or  liabilities  of  the  undersigned  (or  any 
one  or  more  of  us)  to  the  Bank,  then  existing,  shall,  at  the  option  of  the  Bank, 
become  due  and  payable  forthwith,  without  demand  or  notice  to  the  undersigned 
(or  any  one  or  more  of  us),  and  likewise  upon  the  happening  of  any  such  event, 
or  at  any  time  thereafter,  either  before  or  after  the  maturity  of  any  one  or 
more  of  the  aforesaid  obligations  or  liabilities,  the  Bank  is  hereby  authorized 
and  empowered  in  its  discretion  to  appropriate  and  apply  upon  all  or  any  of 
the  aforesaid  obligations  or  liabilities,  any  or  all  of  the  property  hereby  pledged 
and/or  any  other  property  upon  which  the  Bank  may  then  have  a  lien  here- 
under, and  to  sell,  assign  and  deliver  the  whole,  or  any  part  thereof,  at  any 
broker's  board,  or  at  public  or  private  sale,  at  the  option  of  the  Bank,  either 
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for  cash  or  on  credit,  or  for  future  delivery,  without  assumption  of  any  credit 
risk,  and  without  either  demand,  advertisement  or  notice  of  any  kind,  all  of 
which  are  hereby"  expressly  waived.  At  any  such  sale,  the  Bank  may  itself 
purchase  the  whole  or  any  part  of  the  property  so  sold,  free  from  any  'right  of 
redemption  on  the  part  of  the  undersigned  (or  any  of  us),  all  such  rights .being 
also  hereby  waived  and  released,  in  case  of  any  sale  or  other  disposition  of 
any  of  the  property  aforesaid,  after  deducting  all  costs  or  expenses-  of  every 
kind  for  care,  safekeeping,  collectiofl,  sale,  delivery  or  otherwise,  the  Bank 
may  apply  the  residue  of  the  proceeds>>f  the  sale(s),  or  other  disposition  thereof, 
to  the  payment  or  reduction,  either  in  whole  or  in  part,  of  any  one  ,or  more 
of  the  said  obligations  or  liabilities  to  it,  whether  or  not  except  for  this  agree- 
ment such  liabilities  or  obligations  would  then  be  due,  making  proper  allowance 
for  interest  on  obligations  or  liabilities  not  otherwise  then  due,  and  returning 
the  overplus,  if  any,  to  the  undersigned,  (or  the  one(s)  of  us  whose  property 
may  have  yielded  the  overplus)  ;  all  without  prejudice  to  the  rights  of  the  Bank 
as  against  the  undersigned  (or  any  one  or  more  of  us)  with  respect  to  any  and 
all  amounts  which  may  be  or  remain  unpaid  on  any  of  the  obligations  or  liabili- 
ties aforesaid  a^  any  time  or  times.  No  delay  on  the  part  of  the  Bank,  or  any 
assignee  or  transferee  of  the  Bank  hereunder,  in  exercising  any  rights  or  options 
hereunder,  shall  operate  as  a  waiver  of  any  such  rights  or  options,  or  prejudice 
the  rights  of  the  Bank,  its  successors  or  assigns,  as  against  the  undersigned  (or 
any  of  us)t  ;~ 

The  undersigned  further  agree (s)  that  any  and  all  rights  and  liens  of  the 
Bank  hereunder  shall  continue  unimpaired  and  that  the  undersigned  (and 
each  of  us)  shall  be  and  remain  obligated  in  accordance  with  the  terms  hereof 
notwithstanding  the  release  or  substitution  of  any  of  the  property  held  as 
collateral  hereunder,  at  any  time  or  times,  or  of  any  rights  or  interests  thereiu, 
or  any  delay,  extension  of  time,  renewal,  compromise  or  other  indulgence  granted 
by  the  Bank  in  reference  to  any  of  the  obligations  or  liabilities  hereinbefore 
referred  to,  or  any  promissory  note,  draft,  bill  of  exchange  or  other  instrument 
given  in  connection  therewith,  the  undersigned  hereby  (severally)  waiving  all 
notice  of  any  such  delay,  extension,  release,  substitution,  renewal,  compromise 
or  other  indulgence,  and  hereby  consenting  to  be  bound  thereby  as  fully  and 
effectually  as  if  the  undersigned  (and  each  of  us)  had  expressly  agreed  thereto 
in  advance. 

The  Bank  is  hereby  authorized,  at  its  option  and  without  any  obligation. to 
do  so,  to  transfer  to  or  register  in  the  name  of  its  nominee  (s)  all  or  any  part  of 
any  securities  or  other  property  hereinbefore  referred  to,  and  to  do^so  before  or 
after  the  maturity  of  all  or  any  of  the  obligations  or  liabilities  above  mentioned 
and  with  or  without  notice  to  the  undersigned  (or  any  of  us). 

The  Bank  may  assign  or  transfer  this  instrument,  or  any  instrument  evidenc- 
ing all  or  any  of  the  obligations  or  liabilities  hereinbefore  mentioned,  and  may 
deliver  all  or  any  of  the  property  then  held  as  security  therefor,  to  the  trans- 
feree^), who  shall  thereupon  become  vested  with  all  the  powers  and  rights  in 
respect  thereto  given  to  the  Bank  herein  or  in  the  instrument (s)  transferred, 
and  the  Bank  shall  thereafter  be  forever  relieved  and  fully  discharged  from 
any  liability  or  responsibility  with  respect  thereto,  but  the  Bank  shall  retain 
all  rights  and  powers  hereby  given  with  respect  to  any  and  all  instruments, 
rights  or  property  not  so  transferred. 

The  word  "property"  as  used  herein  includes  goods  and  merchandise,  as  well 
as  any  and  all  documents  relative  thereto ;  also,  funds,  securities,  choses  in 
action  and  any  and  all  other  forms  of  property,  whether  real,  personal  or 
mixed,  and  any  right,  title  or  interest  of  the  undersigned  (or  any  of  us)  therein 
or  thereto. 

This  is  a  continuing  agreement  and  shall  remain  in  full  force  and  effect  and 
be  binding  upon  the  undersigned  (and  each  of  us)  and  the  (respective)  legal 
representatives,  successors  and/or  assigns  of  the  undersigned  until  any  and 
all  indebtedness  and/or  obligations  of  the  undersigned  (or  any  one  or  more 
of  us)  to  the  Bank,  whether  now  existing  or  hereafter  arising,  shall  have  been 
fully  satisfied  and  discharged;  provided,  however,  that  should  the  undersigned 
(or  any  of  us)  serve  on  or  deliver  to  the  Bank,  at  its  address  above  set  forth, 
written  notice  revoking  or  terminating  this  Agreement,  such  notifving  party 
(or  parties)  shall  be  released  from  all  obligations  or  liabilities  incurred  relative 
hereto  after  receipt  by  the  Bank  of  such  notice,  but  no  such  notice  shall  in  any 
manner  affect  or  impair  the  rights  of  the  Bank  against  any  such  party  (or 
parties)  with  respect  to  obligations  or  liabilities  theretofore  incurred  hereunder, 
or  against  any  other(s)  of  the  parties  hereto/with  resect  to  any  obligations 
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or  liabilities  hereunder,  whether  theretofore  or  thereafter  incurred.  The  under- 
signed further  agree (s)  that  if  this  Agreement  is  terminated  or  revoked  by 
operation  of  law  as  against  the  undersigned  (or  any  one  or  more  of  us),  the 
undersigned  will  (jointly  and  severally)  indemnify  and  save  the  Bank,  its  suc- 
cessors or  assigns,  harmless  from  any  loss  which  may  be  suffered  or  incurred 
by  the  Bank  in  making,  giving,  granting  or  extending  any  loans  or  other  credit, 
or  otherwise  acting,  hereunder  prior  to  receipt  by  it  of  such  notice  in  writing  of 
such  termination  or  revocation. 

This  agreement  shall  be  deemed  to  be  made  under  and  shall  be  governed  by 
the  laws  of  the  State  of  New  York  in  all  respects,  including  matters  of  con- 
struction, validity  and  performance. 


SF  1512  REV.  SEPT.    1935 

In  consideration  of  the  sum  of  one  dollar  paid  to  the  undersigned  by  The 
National  City  Bank  of  New  York  (receipt  whereof  is  hereby  acknowledged) 
and  of  the  making  by  said  Bank  of  any  loan  or  the  extension  by  it  of  any 
credit  referred  to  in  the  within  agreement  to  any  one  or  more  of  the  parties 
thereto,  all  of  which  loans  and/or  credits  so  extended  are  to  be  deemed  as 
being  hereby  requested  by  the  undersigned,  the  undersigned  hereby  (jointly 
and  severally)  guarantee(s)  to  The  National  City  Bank  of  New  York,  its 
successors  and  assigns,  the  punctual  payment  at  maturity  of  any  and  all  such 
loans  or  other  indebtedness  so  made  or  incurred  by  any  one  or  more  of  the 
parties  to  said  agreement,  and  hereby  assent(s)  to  all  the  terms  and  conditions 
of  the  said  agreement,  and  consent(s)  that  the  securities  for  any  such  loan  or 
other  debt  may  be  exchanged  or  surrendered  from  tini'e  to  time,  or  the  time  of 
payment  for  all  or  any  part  thereof  extended,  without  notice  to  or  further 
assent  from  the  undersigned,  who  will  remain  bound  upon  this  guaranty,  not- 
withstanding any  such  exchange,  surrender  or  extension.  Notice  of  the  accept- 
ance hereof  and  of  the  making  of  any  such  loans  or  extension  of  credit,  and 
promptness  in  making  any  demand  hereunder  or  in  demanding  or  enforcing 
payment  of  any  of  the  indebtedness  hereby  guaranteed,  are  hereby  expressly 
waived. 


Exhibit  No.  1892 
General  Loan  and  Collateral  Agreement 

In  order  to  obtain  loans  from  and  otherwise  deal  with  Bank  of  the  Manhattan 
Company  (whose  corporate  title  is  President  and  Directors  of  the  Manhattan 
Company)  (hereinafter  referred  to  as  the  "Bank"),  whether  acting  in  its  own 
behalf  and/or  in  behalf  of  others,  it  is  hereby  agreed  by  the  undersigned  that 
the  Bank  shall  have  the  rights  hereinafter  set  forth  in  addition  to  those  created 
by  the  circumstances  associated  with  the  incurrence  of  any  "Liabilities"  as  here- 
inafter defined  and  with  the  "Security"  as  hereinafter  defined. 

(1)  The  term  "Liabilities"  as  herein  used  shall  include  any  and  all  loans, 
advances  and  credits  by  the  Rank,  both  in  its  own  behalf  and  in  behalf  of  others. 
to  the  undersigned,  any  and  all  indebtedness,  notes,  bonds,  obligations  and  lia- 
bilities of  any  kind  of  the  undersigned,  whether  to  the  Bank  and/or  to  any  "other 
or  others  in  whose  behalf  the  Bank  shall  have  acted  in  creating  the  same,  now 
or  hereafter  existing,  or  heretofore  or  hereafter  acquired  from  another  by  tin- 
Bank  and/or  by  anyone  for  whom  it  has  acted  or  shall  act  in  acquiring  the  same, 
whether  absolute  or  contingent,  secured  or  unsecured,  due  or  not  due,  direct  or 
indirect,  arising  by  operation  of  law,  contractual  or  tortious,  liquidated  or  un- 
liquidated, at  law,  in  equity,  in  admiralty  or  otherwise,  and  whether  heretofore 
or  hereafter  incurred  or  given  by  the  undersigned  as  security  or  otherwise.  The 
term  "Security"  as  herein  used  shall  include  any  deposit  account  maintained 
by  the  undersigned  with  the  Bank  or  heretofore  maintained  by  the  undersigned 
with  the  Bank  of  Manhattan  Trust  Company  (hereinafter  calied  the  Trust  Com- 
pany) or  any  other  claim  of  the  undersigned  against  the  Bank  or  the  Trust 
.  Jmpany,  all  money,  negotiable  instruments,  commercial  paper,  bonds,  stocks, 
credits,  choses  in  action,  claims,  demands,  or  any  interest  in  any  thereof,  and 
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any  other  property,  rights  and  interests  of  the  undersigned,  or  any  evidence 
thereof,  which  have  been  delivered  to  the  Trust  Company  or  which  have  been  or 
at  any  time  shall  be  delivered  to  the  Bank  or  any  of  its  agents,  associates  or 
correspondents,  for  any  purpose,  whether  or  not  accepted  for  the  purpose  or 
purposes  for  which  they  are  delivered ;  and  all  such  money,  negotiable  instru- 
ments, commercial  paper,  bonds,  stocks,  credits,  choses  in  action,  claims,  demands, 
or  any  interest  in  any  thereof",  and  any  other  property,  rights  and  interests,  or 
any  evidence  thereof  as  have  feome  into  the  possession,  control  or  custody  of  the 
Trust  Company  or  as  have  or  shall  come  into  the  possession,  control  or  custody 
of  the  bank  or  of  any  of  its  a%ents,  associates  or  correspondents,  or  others  acting 
in  its  behalf,  for  account,  subject  to  the  order,  or  otherwise  for  the  benefit  or 
under  the  control  of  the  undersigned.  The  Bank  shall  be  deemed  to  have  pos- 
session, control  or  custody. of  any  security  actually  in  transit  to  or  set  apart  for 
it  or  any  of  its  agents,  associates,  correspondents  or  others  acting  in  its  behalf. 

(2)  As  security  for  any  and  all  such  Liabilities,  the  undersigned  hereby 
pledge(s)  to  the  Bank  all  such  Security  capable  of  pledge  and  bargain(s),  sell(s), 
assign(s)  and  transfer(s)  to  the  Bank,  and/or  give(s)  it  a  general  lien  upon,  all 
right,  title  and  interest  of  the  undersigned  in  and  to  any  thereof  incapable  of 
pledge  or  inadequately  pledged,  such  pledge  and/or  sale,  assignment,  transfer 
and/or  lien  being  made  or  created  for  the  protection  and  security  of  the  Bank 
and/or  any  other  or  others  (but  pro  rata  if  held  for  the  benefit  of  more  than 
one)  for  whom  it  has  acted  or  shall  act  as  agent  in  connection  with  the  creation 
of  any  such  liability ;  and  in  trust  for  the  benefit,  and  to  the  extent  of  the  interest, 
of  any  such  other  or  others  therein. 

(3)  The  Bank,  at  its  discretion,  may,  whether  or  not  any  of  such  Liabilities 
be  due,  in  its  name  and/or  in  the  name  of  anyone  for  whom  it  has  acted  as  agent 
in  connection  with  the  creation  of  any  such  liability,  or  in  the  name  of  the  under- 
signed, demand,  sue  for,  collect  and/or  receive  any  money  or  property  at  any 
time  due,  payable  or  receivable  on  account  of  or  in  exchange  for,  or  make  any 
compromise  or  settlement  deemed  desirable  with  respect  to,  any  Security,  but 
shall  be  under  no  obligation  so  to  do.  If  the  Security  shall  consist  of  or  include 
negotiable  instruments  and/or  other  choses  in  action  and/or  promises  or  agree- 
ments of  any  character  to  pay  money,  they  may  be  sold  in  the  manner  hereinafter 
provided  with  respect  to  the  sale  of  any  Security;  or  the  Bank,  and/or  anyone 
in  whose  behalf  it  has  acted  or  shall  act  in  obtaining  such  Security,  may  extend 
the  time  of  payment  of  any  such  obligation,  or  arrange  for  its  payment  in  install- 
ments, or  otherwise  modify  the  terms  thereof  as  to  any  other  party  liable  thereon, 
without  thereby  incurring  responsibility  to,  or  discharging  or  otherwise  affecting 
any  liability  of,  the  undersigned  thereon  or  in  connection  therewith.  The  Bank, 
and/or  anyone  for  whom  it  has  acted  or  shall  act  as  agent  as  herein  provided, 
upon  default  (in  payment,  furnishing  security  or  otherwise)  hereunder  or  in 
connection  with  any  such  Liabilities  (whether  such  default  be  that  of  the 
undersigned  or  of  any  other  party  obligated  thereon  in  whole  or  in  part),  may 
sell  in  the  Borough  of  Manhattan,  New  York  City,  or  elsewhere,  in  one  or  more 
sales  or  parcels,  at  such  price  or  prices  as  the  Bank  and/or  anyone  for  whom  it 
has  so  acted  or  shall  so  act  as  agent,  may  deem  best,  and  either  for  cash  or  on 
credit,  or  for  future  delivery,  all  or  any  of  the  Security,  at  any  broker's  board 
or  at  public  or  private  sale,  without  demand  of  performance  or  notice  of  intention 
to  sell  or  of  time  or  place  of  sale,  and  the  Bank,  and/or  anyone  in  whose  behalf 
it  has  acted  or  shall  act  as  hereinbefore  provided,  may  be  the  purchaser  of  any 
or  all  property,  rights  and/or  interests  so  sold  and  thereafter  hold  the  same 
absolutely  free  from  any  claim  or  right  of  whatsoever  kind,  including  any 
equity  of  redemption,  of  the  undersigned,  any  such  demand,  notice  or  right  and 
equity  being  hereby  expressly  waived  and  released.  The  undersigned  will  bear 
and  pay  all  expenses  (including  expenses  for  legal  services  of  every  kind)  of,  or 
incidental  to,  the  enforcement  of  any  of  the  provisions  hereof  or  of  any  liability  or 
Liabilities,  or  of  any  actual  or  attempted  sale,  or  of  any  exchange,  enforcement, 
collection,  compromise  or  settlement  of  any  Security,  and/or  of  receipt  of  the 
proceeds  thereof,  and  will  repay  to  the  Bank,  and/or  to  anyone  for  whom  it 
has  acted  or  shall  act  as  agent  as  herein  provided,  any  such  expense  incurred ; 
and  such  expense  shall  be  deemed  an  indebtedness  within  the  terms  of  this 
agreement.  The  Bank,  and/or  anyone  for  whom  it  has  so  acted  or  shall  so  act 
as  agent,  at  any  time,  at  its  and/or  his  and/or  their  option,  may  apply  all  or 
any  of  the  net  cash  receipts  from  or  on  account  of  any  Security  to  the  payment 
in  whole  or  in  part  of  any  or  all  of  the  Liabilities,  applying  or  distributing  the 
same  as  it  and/or  he  and/or  they  shall  elect,  whether  or  not  the  item  or  items 
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on  which  such  payment  is  applied  be  due,  making  proper  rebate  of  interest  or 
discount  in  case  of  payment  on  any  item  not  due.  Notwithstanding  that  the  Bank, 
whether  in  its  own  behalf  and/or  in  behalf  of  another  and/or  of  others,  may 
continue  to  hold  Security  and  regardless  of  the  value  thereof,  the  undersigned 
shall  he  and  remain  liable  for  the  payment  in  full,  principal  and  interest,  of  any 
balance  of  said  Liabilities  and  expenses,  at  any  time  unpaid. 

(4)  If  at  any  time  the  Security  for  any  of  such  Liabilities  shall  be  unsatis- 
factory to  the  Bank,  or  any  of  its  officers,  and  the  undersigned  shall  not  on 
demand  furnish  such  further  security  or  make  such  payment  on  account  as 
shall  be  satisfactory  to  the  Bank,  or  if  any  sum  payable  upon  any  of  said 
Liabilities  be  not  paid  when  due,  or  if  the  undersigned  or  any  maker,  obligor, 
endorser,  guarantor,  surety,  issuer  of,  or  other  person  liable  upon  or  for  any 
of  said  Liabilities,  or  any  maker,  obligor,  endorser,  guarantor,  surety,  issuer 
of,  or  other  person  liable  upon  or  for  any  Security,  shall  die  or  shall  become 
insolvent  (however  such  insolvency  may  be  evidenced),  or  to  make  a  general 
assignment  for  the  benefit  of  creditors,  or,  if  the  undersigned  or  any  co- 
partnership of  which  he  is  a  member  shall  suspend  the  transaction  of  his 
or  its  usual  business,  or  upon  the  commencement  of  any  proceeding  of  any 
nature  by  or  against  the  undersigned  or  any  copartnership  of Iwhich  he  is 
a  member  under  the  Bankruptcy  Act  or  any  amendment  thereof,  or  if  a  receiver 
shall  be  appointed  of  or  a  warrant  of  attachment  issued  against  any  of  the  property 
or  assets,  or  any  part  thereof,  of  the  undersigned,  or  of  any  such  copartnership, 
or  of  any  such  maker,  obligor,  endorser,  guarantor,  surety,  issuer,  or  any  other 
person,  thereupon,  or  upon  the  commencement  of  any  proceeding  against  the 
undersigned  or  any  copartnership  of  which  he  is  a  member  under  Article  45 
of  the  New  York  Civil  Practice  Act,  as  amended,  unless  the  Bank  and/or 
anyone  in  whose  behalf  it  has  acted  or  shall  act  as  hereinbefore  provided, 
shall  otherwise  elect,  any  and  all  of  said  Liabilities  shall  become  and  be  due 
and  payable  forthwith,  without  presentation,  demand,  protest,  notice  of  protest 
or  other  notice  of  dishonor  of  any  kind,  all  of  which  are  hereby  expressly 
waived. 

(5)  The  Bank  may,  without  any  notice  to  the  undersigned,  transfer  or  cause 
to  be  transferred  all  or  any  part  of  the  Security  to  its  name  or  to  the  name 
of  its  nominee,  and  repledge  all  or  any  part  of  the  Security  separate  from 
any  of  the  Liabilities  for  which  it  is  pledged  by  the  undersigned. 

(6)  The  Bank,  and/or  anyone  in  whose  behalf  it  has  acted  or  shall  act  as 
agent  in  connection  with  the  creation  of  the  same,  may  assign  or  otherwise 
transfer  any  or  all,  or  any  part  of  any,  of  said  Liabilities,  and  may  transfer 
and/or  deliver  to  any  transferee  any  or  all  of  the  Security  for  the  liability, 
or  part  thereof,  assigned  or  transferred;  and  shall  be  thereafter  fully  discharged 
from  all  claim  and  responsibility  with  respect  to  any  and  all  Security  so  trans- 
ferred and/or  delivered  and  the  transferee  be  vested  with  all  the  powers  and 
rights  of  the  transferor  and/or  transferors  hereunder  with  respect  to  such 
Security,  but  the  Bank,  and/or  anyone  in  whose  behalf  it  has  so  acted  or  shall  so 
act,  shall  retain  /ill  rights  and  powers  hereby  given  with  respect  to  any  Security 
not  so  transferred.  The  Bank  may  also  transfer  this  agreement  and  in  the 
event  of  such  transfer,  the  transferee  hereof  shall  have  the  same  rights  and 
remedies  hereunder  as  if  originally  named  herein  in  place  of  the  Bank. 

(7)  No  delay  on  the  part  of  the  Bank  and/or  of  anyone  in  whose  behalf  it 
has  acted  or  shall  act  as  herein  provided,  or  of  any  transferee,  in  exercising 
any  power  or  right -hereunder  shall  operate  as  a  waiver  thereof;  nor  shall 
any  single  or  partial  exercise  of  any  power  or  right  hereunder  preclude  other  or  fur- 
ther exercise  thereof  or  the  exercise  of  any  other  power  or  right.  The  rights  and 
remedies  herein  expressly  specified  are  cumulative  and  not  exclusive  of  any 
rights  or  remedies  which  the  Bank  and/or  anyone  in  whose  behalf  it  has  acted 
or  shall  act  as  herein  provided,  or  its  and/or  his  and/or  their  transferees,  may 
or  would  otherwise  have. 

(8)  Unless  otherwise  agreed,  the  loans,  advances  or  credits  heretofore  or 
hereafter  obtained  from  or  through  the  Bank  by  the  undersigned  shall  be 
repayable  at  the  principal  place  of  business  of  the  Link  in  New  York  City 
upon  demand  and  shall  bear  interest  at  the  rate  of  six  pere<  nt.  (6%)  per  annum. 

(9)  The  undersigned,  if  more  than  one,  shall  be  jointly  "d  severally  liable 
hereunder  and  all  provisions  hereof  regarding  Liabilities  or  Security  of  the 
undersigned_ shall  apply  to  any  liability  or  any  security  of  any  or  all  of  them. 
These  presents  are'to  be  bindingtipon  the  heirs,  executors,  administrators,  assigns 
or  successors  of  the  undersigned. 

-New  York «^_ . ,_"_ ,  19 
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General  Loan  and  Collateral  Agreement 

In  order  to  obtain  loans  from  and  otherwise  deal  with  The  Chase  National 
Bank  of  the  City  of  New  York  (hereinafter  called  the  "Bank"),  the  undersigned 
hereby  agree(s)  that  the  Bank  shall  have  the  rights  hereinafter  set  forth  in 
addition  to  those  created  by  the  circumstances  associated  with  the  incurrence  of 
any  "Liabilities"  as  hereinafter  defined  and  with  the  "Security"  as  hereinafter 
defined. 

The  term  "Liabilities"  as  herein  used  shall  include  any  and  all  indebtedness, 
notes,  bonds,  debentures,  obligations  and  liabilities  of  any  kind  of  the  undersigned 
to  the  Bank  and  also  to  others  to  the  extent  of  their  participations  granted  to 
or  interests  therein  created  or  acquired  for  them  by  the  Bank,  now  or  hereafter 
existing,  arising  directly  between  the  undersigned  and  the  Bank  or  acquired 
outright,  conditionally  or  as  collateral  security  from  another  by  the  Bank, 
whether  absolute  or  contingent,  joint  or  several,  or  joint  and  several,  secured 
or  unsecured,  due  or  not  due,  direct  or  indirect,  including,  without  limiting  the 
generality  of  the  foregoing,  liabilities  to  the  Bank  of  the  undersigned  as  a  member 
of  any  partnership,  syndicate,  association  or  other  group,  arising  by  operation 
of  law,  contractual  or  tortious,  liquidated  or  unliquidated,  at  law,  in  equity,  in 
admiralty  or  otherwise,  and  whether  heretofore  or  hereafter  incurred  or  given 
by  the  undersigned  as  principal,  surety,  endorser,  guarantor  or  otherwise.  The 
term  "Security"  as  herein  used  shall  include  the  balance  01  every  deposit  account, 
now  or  at  any  time  hereafter  existing,  of  the  undersigned  with  the  Bank  or  any 
other  claim  of  the  undersigned  against  the  Bank,  all  money,  negotiable  instru- 
ments, commercial  paper,  notes,  bonds,  stocks,  credits,  choses  in  action,  claims, 
demands,  or  any  interest  in  any  thereof,  and  any  other  property,  rights  and  in- 
terests, of  the  undersigned,  or  any  evidence  thereof,  which  have  been  or  at  any 
time  shall  be  delivered  to  or  otherwise  come  into  the  possession  or  custody  or 
under  the  control  of  the  Bank  or  any  of  its  agents,  associates  or  correspondents, 
for  any  purpose,  whether  or  not  accepted  for  the  purpose  or  purposes  for  which 
they  are  delivered  or  intended.  The  Bank  shall  be  deemed  to  have  possession, 
control  or  custody  of  any  of  the  Security  actually  in  transit  to  or  set  apart  for 
it  or  any  of  its  agents,  associates,  correspondents  or  others  acting  in  its  behalf. 

As  security  for  any  and  all  the  Liabilities,  the  undersigned  hereby  pledge (s) 
to  the  Bank  all  such  Security  capable  of  pledge  and  bargain (s),  sell(s),  assign (s) 
and  transfer  (s)  to  the  Bank,  and/or  give(s)  it  a  general  lien  upon,  and/or  right  of 
set-off  of,  all  right,  title  and  interest  of  the  undersigned  in  and  to  any  thereof 
incapable  of  pledge  or  inadequately  pledged,  such  pledge  and/or -sale,  assign- 
ment, transfer  and/or  lien  and/or  right  of  set-off  being  made  or  created  for  the 
protection  and  security  of  the  Bank  and/or  any  other  or  others  (but  in  such  pro- 
portions as  the  Bank  may  determine  if  held  for  the  benefit  of  more  than  one,  such 
determination  of  the  Bank  to  be  conclusive)  having  participations  or  interests  in 
the  Liabilities  as  aforesaid,  and  in  trust  in  the  proportions  aforesaid  for  the  bene- 
fit of  such  other  or  others  to  the  extent  of  the  said  participations  or  interests  of 
any  other  or  others  therein. 

To  the  extent  and  in  the  manner  permitted  by  law,  the  right  is  expressly 
granted  to  the  Bank,  at  its  option,  to  transfer  or  cause  to  be  transferred  to,  or 
registered  in  the  name  of,  itself  or  its  nominee  or  nominees,  any  and  all  stocks, 
bonds,  and  other  securities  and  property  included  in  the  Security,  and  whether 
or  not  so  transferred  or  registered,  to  receive  the  income  and  dividends  thereon, 
including  stock  dividends  and  rights  to  subscribe,  and  to  hold  the  same  as  a  part 
of  the  Security  and/or  apply  it  on  the  principal  of  and/or  interest  on  any  of  the 
Liabilities,  at  its  discretion  to  exchange  all  or  any  of  the  Security  for  other  prop- 
erty upon  the  reorganization,  recapitalization  or  other  readjustment  of  any 
corporation  and  in  connection  with  any  such  reorganization,  recapitalization  or 
readjustment  to  deposit  all  or  any  of  the  Security  with  any  committee  or  depos- 
itary upon  such  terms  and  conditions  as  it  may  determine,  after  such  transfer  or 
registration  to  vote  or  cause  its  nominee  or  nominees  to  vote  all  or  any  of  such 
stocks,  bonds  and  securities,  and  to  exercise  or  cause  its  nominee  or  nominees 
to  exercise  all  or  any  powers  with  respect  to  any  stocks,  bonds  or  other  securities 
or  property  forming  a  part  of  the  Security,  with  the  same  force, and  effect  as  an 
absolute  owner  thereof,  all  without  notice  and  without  liability  except  to  account 
for  property  actually  received  by  it. 

The  Bank,  at  its  discretion,  may,  whether  or  not  any  of  the  Liabilities  be  due 
in  its  name  and/or  the  name  of  anyone  for  whom  it  hs' *  acted  or  shall  act  as 
agent  in  connection  with  any  such  liability,  or  in  the  name  of  the  undersigned, 
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demand,  sue  for,  collect  and/or  receive  any  money,  securities  or  other  property  at 
any  time  due,  payable  or  receivable  on  account  of  or  in  exchange  for,  or  make 
any  compromise  or  settlement  deemed  desirable  with  respect  to,  any  Security 
but  shall  be  under  no  obligation  so  to  do.  If  the  Security  shall  consist  of  or  in- 
clude negotiable  instruments  and/or  other  choses  in  action  and/or  promises  or 
agreements  of  any  character  to  pay  money,  they  may  be  sold  in  the  manner  here- 
inafter provided  with  respect  to  the  sale  of  any  of  the  Security;  or  the  Bank 
may  extend  the  time  of  payment  of  any  such  obligation,  arrange  for  payment  of 
any  thereof  in  installments,  or  otherwise  modify  the  terms  thereof  as  to  any 
other  party  liable  thereon,  without  thereby  incurring  responsibility  to,  or  dis- 
charging or  otherwise  affecting  any  liability  of,  the  undersigned  thereon  or  in 
connection  therewith.  The  Bank  upon  default  (in  payment,  furnishing  security 
or  otherwise)  hereunder  or  in  connection  with  any  of  the  Liabilities  (whether 
such  default  be  that  of  the  undersigned  or  of  any  other  party  obligated  thereon 
or  in  respect  thereto  in  whole  or  in  part),  may  sell  or  cause  to  be  sold  in  the 
Borough  of  Manhattan,  New  York  City,  or  elsewhere,  in  one  or  more  sales  or 
parcels,  at  such  price  or  prices  as  the  Bank  may  deem  best,  and  either  for  cash 
or  on  credit,  or  for  future  delivery,  without  assumption  of  any  credit  risk,  all  or 
any  of  the  Security,  at  any  broker's  board  or  at  public  or  private  sale,  without 
demand  of  performance  or  notice  of  intention  to  sell  or  of  time  or  place  of  sale, 
and  the  Bank,  and/or  anyone  in  whose  behalf  it  has  acted  or  shall  act  as  herein- 
before provided,  or  anyone  else,  may  be  the  purchaser  of  any  or  all  property, 
rights  and/or  interests  so  sold  and  thereafter  hold  the  same  absolutely  free  from 
any  claim  or  right  of  whatsoever  kind,  including  any  equity  of  redemption,  of  the 
undersigned,  any  such  demand,  notice  or  right  and  equity  being  hereby  expressly 
waived  and  released.  The  undersigned  will  bear  and  pay  all  expenses  (including 
expense  for  legal  services  of  every  kind)  of,  or  incidental  to,  the  enforcement  of 
any  of  the  provisions  hereof  or  of  any  of  the  Liabilities,  or  of  any  actual  or 
attempted  sale,  or  of  any  exchange,  enforcement,  collection,  compromise  or  set- 
tlement of  any  of  the  Security,  and/or  of  receipt  of  the  proceeds  thereof,  and 
for  the  care  of  the  Security,  including  expense  of  insurance,  and  will  repay  to  the 
Bank,  and/or  to  anyone  for  whom  it  has  acted  or  shall  act  as  agent  as  herein 
provided,  any  such  expense  incurred;  and  such  expense  shall  be  deemed  an  in- 
debtedness within  the  terms  of  this  agreement.  The  Bank,  at  any  time,  at  its 
option,  may  apply  or  reapply  all  or  any  of  the  net  cash  receipts  from  or  on  account 
of  any  of  the  Security  to  the  payment  in  whole  or  in  part  of,  and  may  for  any 
purpose  allocate  all  or  any  of  the  Security  to,  any  or  all  of  the  Liabilities,  ap- 
plying or  reapplying  or  distributing  or  allocating  the  same  as  it  shall  elect, 
whether  or  not  the  item  or  items  on  which  such  payment  is  applied  or  to  which 
such  allocation  of  Security  is  made  be  due,  making  proper  rebate  of  interest  or 
discount  in  case  of  payment  on  any  item  not  due,  the  determination  of  the  Bank 
in  all  such  matters  being  conclusive.  The  Bank,  in  its  discretion,  may  surrender 
or  release  or  exchange  or  otherwise  deal  with  all  or  any  part  of  the  Security, 
without  the  consent  of  or  notice  to  any  other  or  others  having  a  participation  or 
interest  therein  as  aforesaid  or  any  party  hereto.  Notwithstanding  that  the  Bank, 
whether  in  its  own  behalf  and/or  in  behalf  of  another  and/or  of  others,  may 
continue  to  hold  Security  and  regardless  of  the  value  thereof,  the  undersigned 
shall  be  and  remain  liable  for  the  payment  in  full,  principal  and  interest,  of  any 
balance  of  the  Liabilities  and  expenses,  at  any  time  unpaid. 

If  at  any  time  the  Security  for  all  or  any  of  the  Liabilities  shall  be  unsatis- 
factory to  the  Bank,  the  undersigned  hereby  agree(s)  that,  upon  the  demand 
of  the  Bank  at  any  time  or  from  time  to  time,  the  undersigned  will  furnish 
such  further  security  or  make  such  payment  on  account  as  will  be  satisfactory 
to  the  Bank,  and  if  the  undersigned  fail(s)  so  to  furnish  such  security  or  to 
make  such  payment,  or  if  any  sum  payable  upon  any  of  the  Liabilities  be  not 
paid  when  due,  or  if  the  undersigned  or  any  maker,  obligor,  endorser,  guar- 
antor, surety,  issuer  of,  or  other  person  liable  upon  or  for  any  of  the  Liabilities 
or  Security  shall  die  or  shall  become  insolvent  ( however,  such  insol1  ency  may  be 
evidenced),  or  commit  any  act  of  insolvency,  or  make  a  general  assi^-.r^ent  for 
the  benefit  of  creditors,  or,  if  'the  undersigned  or  any  copartnership  of  \v51eii 
the  undersigned  is  or  may  be  a  member  (or  if  more  than  one)  are  or  may  be 
members,  shall  suspend  the  transaction  of  his  or  its  usual  business,  or  be 
expelled  from  or  suspended  by  the  New  York  Stock  Exchange,  or  any  other  .ex- 
change, or  if  an  application  is  made  under  Article  45  of  the  New  York  Civil 
Practice  Act  by  any  judgment  creditor  of  the  undersigned  for  an  order  direct- 
ing the  Bank  to  pay  over  money,  or  if  a  petition  in  bankruptcy  shall  be  filed 
by  or  against  the  undersigned,  or  if  a  petition  shall  be  tiled  by  or,  against  the 
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undersigned  or  any  proceeding  shall  be  instituted  by  or  against  the  under- 
signed for  any  relief  under  any  bankruptcy  or  insolvency  laws  or  any  laws 
relating  to  the  relief  of  debtors,  readjustment  of  indebtedness,  reorganizations, 
compositions  or  extensions,  or  if  any  governmental  authority  or  any  court  at 
the  instance  of  any  governmental  authority  shall  take- possession  of  any  sub- 
stantial part  of  the  property  of  the  undersigned,  or  shall  assume  control  over 
the  affairs  or  operations  of  the  undersigned,  or  if  a  receiver  shall  be  appointed 
of,  or  a  writ  or  order  of  attachment  or  garnishment  shall  be  issued  or  made 
against  any  of  the  property  or  assets,  of  the  undersigned,  or  of  any  such 
copartnership,  or  of  any  such  maker,  obligor,  endorser,  guarantor,  surety, 
issuer,  or  other  person  liable  upon  or  for  any  of  the  Liabilities  or  Security,  there- 
upon, unless  the  Bank  shall  otherwise  elect,  any  and  all  of  the  Liabilities  shall 
become  and  be  due  and  payable  forthwith. 

The  Bank,  and/or  anyone  in  whose  behalf  it  has  acted  or  shall  act  as  agent 
in  connection  with  the  creation  or  acquisition  of  the  same,  or  to  whom  it  shall 
have  granted  a  participation  or  interest  therein,  may  assign  or  otherwise  trans- 
fer any  or  all,  or  any  part  of  any,  of  the  Liabilities,  and  the  Bank  may  trans- 
fer and/or  deliver  to  any  transferee  any  or  all  of  the  Security  for  the  liability, 
or  part  thereof,  assigned  or  transferred ;  and  thereafter  shall  be  fully  dis- 
charged from  all  claim  and  responsibility  with  respect  to  any  and  all  Security 
so  transferred  and/or  delivered  and  the  transferee  be  vested  with  all  the 
powers  and  rights  of  the  transferor  hereunder  with  respect  to  such  Security, 
but  the  Bank,  and/or  anyone  in  whose  behalf  it  has  so  acted  or  shall  so  act, 
shall  retain  all  rights  and  powers  hereby  given  with  respect  to  any  of  the 
Security  not  so  transferred.  The  Bank  may  also  transfer  this  agreement 
and/or  any  of  its  rights  and  powers  hereunder,  and  in  the  event  of  such 
transfer,  the  transferee  hereof  or  of  such  rights  and  powers  shall  have  the 
same  rights  and  remedies  hereunder  as  if  originally  named  herein  in  place  of 
the  Bank.  No  delay  on  the  part  of  the  Bank  and/or  of  any  transferee,  in 
exercising  any  power  or  right  hereunder  shall  operate  as  a  waiver  thereof; 
nor  shall  any  single  or  partial  exercise  of  any  power  or  right  hereunder  pre- 
clude other  or  further  exercise  thereof  or  the  exercise  of  any  other  power 
or  right ;  nor  shall  the  Bank  be  liable  for  exercising  or  failing  to  exercise  any 
such  power  or  right.  The  rights  and  remedies  herein  expressly  specified  are 
cumulative  and  not  exclusive  of  any  rights  or  remedies  which  the  Bank,  an.d/or 
anyone  in  whose  hehalf  it  has  acted  or  shall  act4  as  herein  provided,  or  its 
and/or  his  and/or  their  transferees,  may  or  would  otherwise  have.  The  under- 
signed hereby  waive(s)  presentment  (except  for  acceptance  when  necessary), 
protest,  notice  of  protest  and  notice  of  dishonor  of  any  and  all  drafts,  notes, 
bills  of  exchange,  checks  and  other  instruments  included  in  the  Liabilities  or 
the  Security  or  herein  mentioned,  whether  upon  inception,  maturity,  accelera- 
tion of  maturity  or  due  date,  or  at  any  other  time,  and  any  and  all  other 
notice  and  demand  whatsoever,  whether  or  not  relating  to  such  instruments. 

No  provision  hereof  shall  be  excluded,  modified  or  limited  except  by  a 
written  instrument  expressly  referring  hereto  and  setting  forth  the  provision 
so  excluded,  modified  or  limited. 

Unless  otherwise  agreed,  the  loans,  advances  or  credits  heretofore  or  hereafter 
obtained  from  or  through  the  Bank  by  the  undersigned  shall  be  repayable 
at  the  principal  place  of  business  of  the  Bank  in  New  York  City  upon  demand 
and  shall  bear  interest  at  the  rate  of  six  per  cent.   (6%)  per  annuna. 

The  undersigned,  if  more  than  one,  shall  be  jointly  and  severally  liable  here- 
under and  all  provisions  hereof  regarding  the  Liabilities  or  Security  of  the 
undersigned  shall  apply  to  any  liability  or  any  security  of  any  or  all  of  them. 
These  presents  are  to  be  binding  upon  the  heirs,  executors,  administrators, 
assigns  or  successors  of  the  undersigned;  they  are  to  constitute  a  continuing 
agreement,  applying  to  all  future  as  well  as  existing  transactions,  whether 
or  not  of  the  character  contemplated  at  the  date  of  this  agreement,  and  if  all 
transactions  between  the  Bank  and  the  undersigned  shall  at  any  time  or  times 
closed,  they  shall  be  equally  applicable  to  any  new  transactions  thereafter; 
they  shall  so  continue  in  force  notwithstanding  any  change  in  any  partnership 
party,  if  any,  hereto,  whether  such  change  occurs  through  death,  retirement 
or  otherwise;  and  they  are  to  be  construed  according  to  the  laws  of  the  State 
of  New  York. 

New  York : 19 
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Know  atx  Men  by  these  Presents,  That  the  undersigned,  in  consideration  of 
financial  accommodations  given,  or  to  be  given  or  continued  to  the  undersigned 
by  the  Guaranty  Trust  Company  of  New  York,  including  any  accommodations 
given  on  behalf  of  any  disclosed  or  undisclosed  principal,  hereby  agree,  jointly 
and  severally,  with  the  said  Trust  Company  that  whenever  the  undersigned  shall 
become  or  remain  directly  or  contingently,  indebted  to  the  said  Trust  Company  for 
money  lent,  or  for  money  paid  for  the  use  or  account  of  the  undersigned,  or  for  any 
overdraft,  or  upon  any  endorsement,  draft  or  guarantee,  or  upon  any  other  claim, 
or  in  any  other  manner  whatsoever,  the  said  Trust  Company  shall  then  and  there- 
after have  the  following  rights,  in  addition  to  those  created  by  the  circumstances 
from  which  such  indebtedness  may  arise,  against  the  undersigned,  or  his  or  their 
executors,  administrators,  successors,  or  assigns,  namely: 

1.  All  securities  deposited  by  the  undersigned  with  said  Trust  Company,  as 
collateral  to  any  such  obligations  or  liabilities  of  the  undersigned  to  said  Trust 
Company,  shall  subject  thereto  also  be  held  by  said  Trust  Company  as  security 
for  any  other  obligation  or  liability,  direct  or  contingent,  of  the  undersigned  to 
said  Trust  Company,  whether  then  existing  or  thereafter  arising;  and  said  Trust 
Company  shall  also  have  a  lion  upon  any  balance  of  the  deposit  account  of  the 
undersigned  with  said  Trust  Company  existing  from  time  to  time,  and  upon  all 
property  of  the  undersigned  of  every  description  given  unto  or  left  with  said 
Trust  Company  for  safe  keeping  or  for  any  other  purpose,  or  coming  into  the 
hands  of  said  Trust  Company  in  any  way,  or  in  transit  to  or  from  said  Trust 
Company,  as  security  for  any  obligation  or  liability  of  the  undersigned  to  said 
Trust  Company  now  existing  or  hereafter  contracted. 

2.  Said  Trust  Company  shall  at  all  times  have  the  right  to  require  from  the 
undersigned  that  there  shall  be  deposited  and  pledged  with  said  Trust  Company 
as  additional  security,  securities  satisfactory  in  character  and  amount  to  said 
Trust  Company ;  and  upon  the  failure  of  the  undersigned  at  all  times  to  keep  a 
margin  of  securities  with  said  Trust  Company  for  any  or  all  such  obligations  or 
liabilities  of  the  undersigned  satisfactory  to  said  Trust  Company,  or  to  furnish 
such  additional  margin  when  required,  or  upon  non-payment  of  either  interest  or 
principal  of  any  obligation  or  liability  to  the  Trust  Company  when  due,  or  upon 
the  insolvency  of  the  undersigned,  or  the  filing  of  a  petition  in  bankruptcy  by  or 
against  the  undersigned  or  the  filing  of  a  petition  for  reorganization  of  the  under- 
signed under  the  bankruptcy  laws,  or  the  making  of  an  assignment  for  the  benefit 
of-  creditors  by  the  undersigned,  o^-the  application  for  the  appointment,  or  the 
appointment  of  any  receiver  of  or  of  any  of  the  property  of  the  undersigned,  or  the 
issuance  of  any  warrant  of  attachment  against  any  of  the  property  of  the  under- 
signed, then  and  in  any  such  event  all  obligations  or  liabilities  of  the  undersigned 
to  said  Trust  Company  shall,  at  the  option  of  said  Trust  Company,  become  imme- 
diately due  and  payable  without  notice,  notwithstanding  any  credit  or  time  there- 
tofore allowed  to  the  undersigned  on  any  of  the  said  liabilities,  provided,  however, 
that  in  the  event  of  the  adjudication  in  bankruptcy  of, -or  appointment  of  a 
Receiver  of.  or  of  any  of  the  property  of,  or  of  the  expulsion  or  suspension  by  the 
New  York  Sto^k  Exchange  or  other  Exchange  as  a  member,  of  any  of  the  under- 
signed, all  said  obligations  or  liabilities  shall  forthwith  become  due  and  payable 
without  demand  or  notice. 

3.  Upon  failure  of  the  undersigned  either  to  pay  the  interest  or  principal  of 
any  obligation  or  liability  to  said  Trust  Company  when  becoming  or  made  due, 
or  to  maintain  the  margin  of  collateral  securities  as  above  provided  for,  then 
and  in  any  such  event  said  Trust  Company  may  immediately,  without  demand 
of  payment,  without  advertising,  and  without  notice  to  the  undersigned,  which 
hereby  are  expressly  waived,  sell  any  or  all  of  the  securities  or  other  property 
of  the  undersigned  held  by  it  as  aforesaid  as  against  any  or  all  of  the  obliga- 
tions or  liabilities  of  the  undersigned,  and  in  connection  therewith  may  grant 
options,  either  at  the  New  York  Stock  Exchange  or  at  any  broker's  board  or 
at  public  or*private  sale,  and  apply  the  proceeds  of  such  sale  as  far  as  needed 
toward  the  payment  of  any  or  all  of  such  obligations  or  liabilities,  whether  then 
due  or  not,  together  with  interest  and  expense  of  sale,  the  undersigned  to 
remain  responsible  for  any  deficiency  remaining  unpaid  after  such  application. 
If  any  such  sale  be  at  either  the  New  York  Stock  Exchange,  or  at  a  broker's 
board  or  at  public  auction,  said  Trust  Company  may  itself  be  a  purchaser  at 
such  sale  of  the  whole  or  any  part,  of  the  securities  or  other  property  sold 
free  from  any  right  or  equity  of  redemption  of  the  undersigned,  such  right 
and  equity  being  hereby  expressly  waived  and  released.  Upon  default  as 
aforesaid,  said  Trust  Company  may  also  apply  toward  the  payment  of  said 
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obligations  or  liabilities  all  balances  of  any  deposit  account  of  tbe  undersigned 
willi  said  Trust  Company  then  existing. 

4.  If  any  tangible  property  shall  at  any  time  become  subject  to  the  lien 
created  hereby  or  by  any  other  agreement  between  the  undersigned  and  tbe 
Trust  Company,  the  undersigned  agrees  at  its  own  expense  at  all  times  to 
keep  the  same  fully  insured  with  responsible  companies  acceptable  to  the  Trust 
Company,  against  loss  by  lire  and  any  other  risk  to  which  said  property  may 
be  subject.  The  insurance  policies  or  certificate  of  acceptable  companies  will 
be  deposited  with  the  Guaranty  Trust  Company  of  New  York  on  demand,  said 
Trust  Company  being  designated  in  the  policies  as  the  Assured  in  the  fol- 
lowing form :  Guaranty  Trust  Company  of  New  York  for  account  of  whom  it 
may  concern.     Loss,  if  any,  to  be  adjusted  with  and  payable  to 

the  Guaranty  Trust  Company  of  New  York  for  account  of  whom  it  may  con- 
cern. In  case  of  failure  on  the  part  of  the  undersigned  to  effect  such  insurance, 
the  Trust  Company  may  itself  insure  such  property  for  account  of  the  under- 
signed. The  Trust  Company  may  at  any  time  transfer  into  its  own  name  or 
that  of  its  nominee  securities  in  registered  form  held  as  collateral  security. 
In  case  during  the  term  of  this  agreement  transactions  of  the  character  referred 
to  herein  shall  be  had  between  said  Trust  Company  and  any  one  or  more 
of  the  undersigned,  the  security  herein  provided  for  shall  be  applicable  to 
and  the  provisions  hereof  shall  govern  each  of  such  transactions.  The  under- 
signed hereby  consents  that  any  and  all  property  deposited  with  the  Trust 
Company  as  collateral  hereunder  may  be  removed  by  the  Trust  Company  from 
the  State  or  Country  in  which  it  may  be  held  or  deposited  to  any  other  State 
or  Country,  and  may  there  be  dealt  with  by  the  Trust  Company  as  hereinabove 
provided. 

It  is  further  agreed  that  these  presents  constitute  a  continuing  agreement 
applying  to  any  and  all  future  as  well  as  to  existing  transactions  between  the 
undersigned  and  said  Trust  Company. 

Dated,  New  York,  the day  of 193 
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The  undersigned  hereby   applies  to   the   guaranty  trust  company  of   new 

york   (hereinafter  called  "the  Trust  Company")    for  a  loan  of 

Dollars'    ($ ),    to    be   credited    to    the   account   of    the 

undersigned,  upon  the  conditions  below,  and  to  be  repaid  by  the  close  of  business 
this  day. 
The  avails  of  said  loan  shall  be  used  only  for  the  following  purposes : 

(1)  Tp  P&y.  m  whole  or  in  part,  the  purchase  price  of  securities  which  the 
undersigned  has  contracted  to  purchase  and  receive ;  or 

(2)  To  pay,  in  whole  or  in  part,  other  loans  heretofore  made  to  the  Under- 
signed, and  to  release  to  the  undersigned  securities  held  as  collateral  to  such 
loans. 

The  securities  received  as  aforesaid  shall  be  kept  separately  from  all  other 
securities,  and  upon  their  receipt  by  the  undersigned,  a  lien  or  mortgage  shall 
arise  in  favor  of  the  Trust  Company  and  an  itemized  list  of  said  securities  may 
be  attached  to  this  instrument  and  made  a  part  thereof,  before  the  close  of 
business  this  day,  and  the  undersigned  hereby  agrees  to  attach  such  itemized 
list  in  accordance  with  these  terms  at  the  demand  of  the  Trust  Company.  The 
undersigned  may,  however,  before  the  close  of  business  this  day,  sell  or  transfer, 
for  cash  or  its  equivalent,  or  pledge  for  money  contemporaneously  loaned,  or 
exchange  for  other  securities,  any  or  all  of  said  securities  mortgaged,  but  the 
proceeds  of  such  sales,  transfers  and  pledges  shall  be  substituted  as  security  for 
this  loan.  Before  the  close  of  business  this  day,  unless  in  the  meantime  the 
amount  of  this  loan  shall  have  been  repaid  to  the  Trust  Company,  such  securi- 
ties shall  be  delivered  to  the  Trust  Company. 

The  undersigned,  as  further  security  to  the  Trust  Compauy,  hereby  assigns 
to  the  Trust  Company,  its  successors  and  assigns,  all  of  the  right,  title  and 
interest  of  the  undersigned  to  and  in  the  securities  hereinabove  referred  to,  and 
to  and  in  any  and  all  claims  of  the  undersigned  against  third  narties  now  exist- 
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ing  and  that  may  be  created  this  day  for  the  purchase  price,  or  any  present 
unpaid  balance  thereof,  of  any  of  said  securities  sold  or  that  may  be  sold  by  the 
undersigned,  and  to  and  in  all  claims  of  the  undersigned  against  customers  of 
the  undersigned  for  the  balance  due  or  to  become  due  this  day  of  the  purchase 
price  of  any  of  said  securities  delivered  or  deliverable  to  such  customers. 

Nothing  herein  contained  is  intended  to  lessen  the  liability  of  the  undersigned 
to  the  Trust  Company  arising  from  the  making  of  said  loan ;  nor  to  impair  the 
effect  of  any  General  Collateral  Agreement  given  by  the  undersigned  to  the 
Trust  Company ;  nor  to  confer  upon  the  undersigned  any  authority  to  create  any 
liability  on  the  part  of  the  Trust  Company. 


By- 
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[Letter   from   Kidder,   Peabody  &  Co.   to   Investment  Banking  Section,   Monopoly    Study, 
Securities  and  Exchange  Commission] 

Kidber,  Peabody  &  Co. 

17   Wall   Street,   New   York.     115   Devonshire    Street,    Boston.     1416   Chestnut 

Street,  Philadelphia 

New  York,  August  29,  1939. 
Securities  and  Exchange  Commission, 

120  Broadway,  New  York,  N.  T. 
(Attention:  Mr.  Whitehead.) 

Dear  Sirs  :  In  accordance  with  your  verbal  request  made  yesterday,  we  are 
pleased  to  submit  the  following  information : 

i     MANHANDLE   EASTERN    PIPE   LINE   CO.    48    DUE    1952 

Our  participation  in  this  issue  was  $4,000,000  principal  amount  of  bonds  out 
of  the  total  issue  of  $24,000,000  bonds.  The  offering  was  originally,  made  on 
March  30,  1937  and  the  settlement  date  was  April  8,  1937.  On  the  latter  date 
we  obtained  a  day  loan  in  the  amount  of  $4,000,000  from  the  National  City 
Bank  of  New  York. 

This  was  done  by  completing  a  Day  Loan  Agreement  form  similar  to  the 
one  enclosed  bearing  their  name  and  sending  it  to  said  Bank,  together  with 
a  check  to  the  order  of  the  National  City  Bank  of  New  York  for  the  face 
amount  of  the  loan,  and  another  check  for  interest  for  one  day  at  the  rate 
of  1%  per  annum  which  in  this  case  was  $111.11.  The  afore-mentioned  prob- 
ably arrived  at  the  National  City  Bank  at  9  A.  M.  on  the  morning  of  April 
eighth  at  which  moment  the  Bank  gave  Kidder,  Peabody  &  Co.  immediate 
credit  for  the  total  of  the  loan.  In  the  normal  course  of  business,  that  is,  by 
the  end  of  that  day,  we  had  delivered  most  of  our  bonds  to  the  accounts  to 
which  they  were  sold  and  received  checks  in  payment.  These  checks  are 
generally  deposited  in  the  bank  from  which  the  day  loan  is  obtained,  thereby 
building  up  a  balance  sufficient  to  allow  the  Bank  to  charge  the  dealer's 
account  with  the"  check  which  accompanied  the  day  loan  application ;  and  in 
that  way  the  Bank  is  reimbursed  for  such  day  loan.  In  this  particular  case, 
there  were  several  hundred  thousand  dollars  principal  amount  of  bonds  gold 
which  could  not  be  delivered  against  payment  for  some  days,  the  purchasers 
having  requested   us  to  delay  delivery. 

Occasionally  an  insurance  company  requests  a  delay  in  delivery  in  order  to 
give  its  legal  department  sufficient  time  to  review  certain  legal  phases  of 
the  bonds.  In  this  instance  we  do  not  appear  to  have  borrowed  funds  on 
these  bonds  over  the  night  of  April  eighth  but  on  April  ninth  we  did  borrow 
$300,000  from  the  National  City  Bank  of  New  York,  using  as  collateral  $325,000 
of  said  bonds.  This  loan  was  repaid  by  us  on  April  twelfth  with  interest  at 
the  rate  of  1%  per  annum. 
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2.    COMMERCIAL   CREDIT   CO.    2%8   DUE    1942 

Our  participation  in  this  issue  was  $6,500,000  principal  amount  of  bonds.  The 
offering  was  intially  made  on  June  16,  1937  and  the  cash  date  was  June  18, 
1937.  On  the  latter  date  we  obtained  a  uay  loan  in  the  amount  of  $6,500,000 
from  the  Chase  National  Bank,  New  York.  In  this  instance  the  mechanics  of 
the  day  loan  were  similar,  in  general,  to  those  previously  described.  The 
interest  on  the  aforesaid  day  loan  amounted  to  $180.56.  However,  in  this  case 
we  did  not  sell  all  of  our  bonds  prior  to  the  date  of  payment  but  appear  to 
have  had  on  that  date  a  substantial  long  position.  On  June  eighteenth  we 
obtained  a  demand  loan  from  the  Chase  National  Bank  of  $1,200,000,  using  as 
collateral  of  $1,321,000  of  these  bonds.  This  loan,  which  carried  interest  at 
V-h/o,  was  repaid  and  the  bonds  withdrawn  as  follows: 


6/21/37 
fi/22/37 
6/23/37 
6/24/37 
6/24/37 
6/25/37 
6/28/27 
6/20/37 


Bonds 
Withdrawn 


$195, 000 
95, 000 
131, 000 
325, 000 
25,000 
65, 000 
59,000 
25,000 


Reduction 
in  Loan 


$200, 000 
100,000 
100,000 
300,000 
25, 000 
60,000 
60,  000 
20,000 


Date 


7/2/37 

7/6/37 

7/7/37 

7/22/37 

7/23/37 

7/26/37 

Total 


Bonds 
Withdrawn 


$56,000 
10,000 
20,000 
75,000 
50,000 

190,000 


$1, 321, 000 


Reduction 
in  Loan 


$45,000 
None 
20,000 
70,000 
50,000 

160,000 


$1,  200, 000 


3.  PURE  OIL  COMPANY    5%    CUMULATIVE   CONVERTIBLE  PREFERRED   STOCK 

On  October  22,  1937  we  purchased  24,547  shares  of  said  stock  from  the  Pure 
Oil  Co.  On  this  day  we  obtained  a  loan  from  the  New  York  Trust  Co.  of  $1,470,- 
000,  using  this  stock  as  collateral.  This  loan  which  was  to  run  for  a  period  of 
four  months,  we  retaining  the  right  to  effect  reduction,  remained  intact  through- 
out the  entire  period.  A  renewal  for  a  like  period  was  obtained  on  February  23, 
1938  at  a  reduced  rate  of  interest.  You  will  find  below  a  schedule  of  the  various 
amounts  of  stock  withdrawn,  the  reductions  in  the  amount  of  the  loan  and  the 
various  rates  of  interest  applicable  to  the  unpaid  balances : 


Date 


3/7/38. 
3/22/38 
3/23/38 
3/25/38 
3/29/38 
4/1/38. 
4/4/38. 
4/6/38- 
4/7/38. 
4/8/38- 
4/11/38 
4/12/38 
4/13/38 
4/18/38 
4/20/38 
4/21/38 
4/25/38 
4/28/38 
5/3/38. 
5/4/38. 


Shares 
With- 
drawn 


47 

1,500 

2,100 

200 

800 

600 

900 

800 

None 

700 

2,700 

600 

1500 

900 

600 

900 

200 

500 

100 

400 


Reduction 
in  Loan 


None 
$90,000 
126.i)00 
12,  J00 
48,000 
36,000 
54,000 
48,000 
88,000 
38.500 
148, 500 
33,000 
27,500 
49,500 
33,000 
49,500 
11,000 
27,500 
6,500 
22,000 


Dato 


5/5/38 

5/6/38 

5/9/38 

5/10/38 

5/12/38 

5/13/38 

5/16/38 

5/17/38 

5/18/38 

5/20/38 

6/23/38 

5/24/38 

6/10/38 

10/11/38 

10/14/38 

10/18/38 

10/21/38 

10/25/38 

Total 


Shares 
.  With- 
drawn 


200 
300 
200 
900 
400 
200 
400 
100 
300 
500 

1,100 
300 

1,500 
500 
700 
500 
700 
700 


24,647 


Reduction 
in  Loan , ' 


11,000 
16,600 
11,000 
49,500 
22,000 
11,000 
22,000 
5,500 
16,500 
27,500 
60,500 
16,600 
82,500 
27,500 
38,500 
27,500 
38,500 
38,500 


$1, 470, 000 


1  Renewed. 


As  a  general  rule  we  obtain  our  day  loans  from  the  National  City  Bank, 
Guaranty  Trust  Co.  or  Chase  National  Bank  as  these  are  the  banks  we  use 
most  frequently  for  our  other  banking  requirements.  Occasionally  we  nave 
obtained  a  day  loan  from  the  Bank  of  the  Manhattan  Co. 

If  there  is  any  further  information  you  desire,  we  shall  be  pleased  to  submit  it. 
Yours  very  truly, 


B:W. 

124491 — 40 — pt.  24 35 
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[Letter    from    Investment    Banking    Section,    Monopoly   Study,    Securities   and   Exchange 
Commission,  to  The  First  Boston  Corporation] 

September  1,  1939. 
Airmail — Special  Delivery. 
Mr.  Nevxl  Fokd, 

The  First  Boston  Corporation,   100   Broadway, 

New  York,  New  York. 
Dear  Mb.  Ford:  Mr.  William  Whitehead  of  the  Staff  of  the  Investment 
Banking  Section  informs  me  that  you  have  requested  a  letter  from  me  setting 
forth  the  information  which  Mr.  Whitehead  asked  for  orally.  As  you  are  aware, 
these  studies  are  being  undertaken  at  the  direction  of  the  Temporary  National 
Economic  Committee,  established  pursuant  to  Public  Resolution  No.  113,  75th 
Congress,  "i  shall  appreciate,  therefore,  your  submitting  to  us  the  following 
information : 

1.  Whether  your  firm,  during  the  past  five  years  has  obtained  a  clearing 
loan  to  provide  payment  to  the  extent  of  your  commitment  on  any  issue  in 
which  you  were  the  manager  or  co-manager. 

2.  If  so,  furnish  the  name  of  the  bank  arranging  same,  the  type  and  amount 
of  the  three  largest  loans  negotiated,  type  of  collateral  (whether  same  included 
securities  of  the  issue  involved),  the  form  of  contract,  the  duration  thereof, 
the  interest  rate  and  the  date  and  amounts  on  which  same  were  liquidated, 
and, 

3.  The  basis  for  selecting  X  bank  in  connection  with  the  loan. 

Your  cooperation  "in  assisting  us  with  our  studies  is  very  much  appreciated. 
Sincerely  yours, 

Peter  R.  Nehemkis,  Jr., 
Special  Counsel,  Investment  Banking  Section,  Monopoly  Study. 

PRNehemkis :  vr. 

CC:  William  S.  Whitehead. 


[letter   from  The   First  Boston  Corporation,   to  Investment  Banking  Section,   Monopoly 

Study,  Securities  and  Exchange  Commission] 
H.  M.  Addinsell 

Chairman  Executive  Committee 

The  First  Boston  Corporation, 
One  Hundred  Broadway,  New  York, 

September  7th,  1939. 
Peter  R.  Nehemkis,  Jr.,  Esq., 

Securities  &  Exchange  Commission, 

Washington,  D.  C. 
Dear  Sir  :  In  the  absence  of  Mr.  Ford  who  is  away  from  the  city  on  a  holiday, 
your  letter  of  September  1st  has  been  referred  to  me.     I  enclose  a  memorandum 
prepared  by  our  Treasurer's  Department  which  I  think  will  give  you  the  informa- 
tion you- desire. 

Yours  very  truly, 

H.  M.  Addinseix. 


Thk  First  Boston  Corporation 
new  york  office 

Memorandum 
To :  Mr.  H.  M.  Addinsell,  September  6,  1939. 

Chairman  of  Executive  Committee. 
In  connection  with  our  conversation  this  morning  relative  to  the  letter  which 
Mr.  Ford  received  from  the  S.  E.  C.  examination  of  my  files  has  revealed  that 
the  three  largest  issues  we  manageo  are  as  follows: 

Government  of  the  Dominion  of  Canada  2%%  due  1945   (participation  of 

$10,000,000) 
Southern   California   Edison   4%   Bonds   and   Debentures    (participation   of 

$19,625,000) 
Eastern  Gas  &  Fuel  4%  due  1956  (participation  of  $9,000,000) 
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At  the  present  time  it  is  the  customary  procedure  for  an  underwriter,  when 
making  payment  for  his  participation,  to  present  a  check  to  the  manager  drawn 
to  the  order  of  the  debtor  corporation.  Immediately  after  the  closing  there 
is  released  to  each  of  the  underwriters,  by  the  manager,  the  total  number  of 
bonds  to  be  taken  down  by  such  manager  for  his  own  retail  distribution.  Any 
bonds  given  up  by  an  underwriter  to  the  selected  dealers,  or  for  institutional 
sales,  are  retained  by  the  manager  against  receipt,  and  before  the  close  of  busi- 
ness, on  the  initial  delivery  day,  the  manager  reimburses  the  underwriters  for 
the  bonds  retained.  Usually  each  underwriter  takes  out  with  a  bank  what  is 
commonly  known  as  a  "day  loan"  in  order  to  pay  for  his  commitment.  We  try 
as  nearly  as  possible  to  take  out  the  day  loan  with  the  trustee  of  the  new 
issue.  This  is  done  as  a  compliment  to  the  trustee  for  their  cooperation  in 
the  preliminary  examination  and  packaging  of  the  securities  and  their  assist- 
ance in  expediting  delivery  on  the  initial  delivery  day.  In  the  event  all  of  the 
bonds  retained  by  the  manager  are  not  sold  by  the  initial  delivery  day,  the 
manager  arranges  a  loan,  using  such  unsold  bonds  as  collateral,  and  each  under- 
writer is  reimbursed  with  the  proceeds  of  loans  made  for  its  account.  Each 
underwriter  then  uses  such  proceeds  of  loans,  plus  the  proceeds  he  receives  on 
the  delivery  of  bonds  against  his  retail  sales,  to  liquidate  the  day  loan,  or  in 
the  event  he  has  failed  to  sell  all  bonds  allotted  him  for  retail  distribution, 
if  his  capital  did  not  permit  it,  he  would  have  to  arrange  a  collateral  loan  on 
such  unsold  bonds. 

In  connection  with  item  two  in  the  letter  received  from  the  S.  E.  C,  I  would 
say  that  what  they  are  probably  referring  to  is  whether  or  not  money  borrowed 
from  banks  is  actually  secured  when  making  payment  for  an  underwriting 
commitment.  Obviously  the  same  type  of  collateral,  when  paying  for  a  new 
issue,  could  not  collateralize  a  day  loan,  since  it  does  not  become  in  possession 
of  the  underwriter  until  such  time  as  they  have  been  paid  for. 

Of  the  above  mentioned  issues,  according  to  my  records,  it  was  only  necessary 
to  borrow  on  the  same  issue  of  securities  once,  and  that  was  in  the  case  of 
Eastern  Gas  &  Fuel.  This  was  necessary  because  of  the  fact  that  all  of  the 
bonds  given  up  by  the  underwriters  for  selling  syndicate  were  not  disposed  of 
before  the  initial  delivery  date. 

As  to  the  method  of  payment  for  the  three  issues  above  mentioned,  it  was 
necessary  to  pay  for  the  securities  a  little  different  than  securities  are  paid 
for  at  the  present  time.  For  "example,  in  the  case  of  the  Dominion  of  Canada 
issue,  it  was  decided  that  the  underwriters  would  only  pay  The  First  Boston 
Corporation  an  amount  equivalent  to  the  price  of  the  number  of  bonds  that 
they  would  take  down  for  their  own  retail  distribution.  The  First  Boston 
Corporation  would  then  finance  the  total  number  of  bonds  contributed  to  selling 
syndicate,  plus  special  sales.  In  this  issue  we  had  made  arrangements  with 
the  Chase  National  Bank  to  finance  us  initially  with  a  day  loan  up  to  their 
limit  of  $20,000,000.  Arrangements  were  made  with  the  Guaranty  Trust  Com- 
pany for  the  balance  of  approximately  $19,000,000.  In  the  case  of  the  Eastern 
Gas  &  Fuel,  it  was  necessary  to  make  payment  in  Boston  in  Boston  Federal 
Reserve  funds  with  a  check  drawn  to  the  order  of  The  First  Boston  Cor- 
poration. We  then  paid  the  Eastern  Gas  &  Fuel  Associates  our  check  for 
$70,375,000.  In  the  case  of  Southern  California  Edison,  both  bonds  and  de- 
bentures, payment  was  made  by  each  underwriter  with  a  check  drawn  on  the 
Federal  Reserve  Bank,  payable  to  the  Guaranty  Trust  Company,  for  the  account 
of  the  California  Trust  Company  of  Los  Angeles. 

As  to  the  form  of  contract  and  the  duration  thereof,  the  contract  is  known 
as  a  day  loan,  which  means  it  must  be  liquidated  the  same  day,  and  the  rate 
charged  by  all  New  York  City  banks  for  a  day  loan  is  1%. 

If  there  is  any  further  information  you  desire  before  you  reply  to  this  letter, 
please  advise  me  and  I  will  make  every  effort  to  obtain  it! 

E.  J.  Costello,  Assistant  Treasurer. 


12854  CONCENTRATION  OF  ECONOMIC  TOWER 

Exhibit  No.  1896 

[Letter  from  Halsey,  Stuart  &  Co.   Inc.  to  Investment  Banking  Section,  Monopoly  Study, 
Securities  &  Exchange  Commission] 

Halsey,  Stuart  &  Co.  Inc. 

Chicago,  New  York,  and  other  principal  cities 

201  So.  La  Salle  St.    Telephone  State  3900 

Chicago,  III.,  September  11,  1939. 
Mr.  W.  S.  Whitehead, 

Securities  and  Exchange  Commission,  Washington,  D.  C 

Dear  Sik:  In  reply  to  the  various  questions  -which  you  gave  our  Mr.  Mat- 
thiessen  over  the  telephone  last  Saturday,  Septemher  9,  we  desire  to  advise  you 
as  follows: 

1st  Question:  Type  of  contact  with  hanks  for  Day  Loans. 

Ans. :  We  do  not  make  Day  Loans. 

2nd  Question:  Collateral  and  type  of  guarantee  of  loan. 

Ans. :  All  loans  made  by  us  are  for  our  own  account  and  are  collaterally 
secured  by  miscellaneous  collateral  available.     No  guarantees  are  given. 

3rd  Question:  Duration  of  loans. 

Ans. :  Demand. 

Jjth  Question:  Interest  rate. 

Ans. :  Lowest  rates  we  can  obtain,  which  are  now  from  1%  to  1%*%>. 

5th  Question:  Mechanics  of  reducing  or  cancelling  loans.  A — Amount  of  col- 
lateral taken  down. 

Ans. :  On  pro-rata  basis. 

B — Reduction  of  loan. 

Ans. :  In  proportion  to  our  various  cash  needs,  which  are  varied. 

6th  Question:  Basis  for  selecting  banks. 

Ans.:  It  is  generally  our  practice  to  rotate  our  loans  with  the  different  banks 
with  whom  we  carry  accounts. 

7th  Question:  Banks'  knowledge  of  loans  of  other  underwriters. 

Ans. :  We  are  not  advised. 

8th  Question:  What   difference  between  successful  and  unsuccessful   issues? 

Ans. :  None. 

9th  Question:  Specimen  documents  covering  Day  and  General  Loans. 

Ans.:  Standard  form  customary  among  banks. 
Very  truly  yours. 


CTM  JC. 


Halsey,  Stuart  &  Co.,  Inc. 


Exhibit  No.  1897 


[Source:  Registration    Statement    on    file   with    the    S.    E.    C.      Abstract    of   provision    in 
contract  granting  preferential  rights  for  future  financing] 

Company :  Airplane  Manufacturing  &  Supply  Corp. 
Underwriter:  G.  Brashears  &  Co.  (Los  Angeles,  Cal.) 
Major  Provisions:  Contract  dated  April  28,  1939. 

Paragraph  12.  Exclusive  right  for  10  years  to  purchase  and/or  sell  or  other- 
wise handle  any  securities  to  be  sold  to  the  public. 


Exhibit  No.  1898 

[Source:  Eralsey,   Stuart  Co.  New  York,  N.  Y.     Abstract  of  provision  in  contract  granting 
preferential  rights  for  future  financing] 

Associated  Gas  &  Electric  Co. 

(#2   through    #6) 

Company:  South  Carolina  Electric  &  Gas  Co.  (former  title  Broad  River  Power 

Co.-),  General  Gas  &  Electric  Corp. 
Underwriters:  Halsey,  Stuart  &  Co.,  Pynchon  &  Co. 

Major  Provisions:  Contracts  dated    November   7,   1924,   supplemented    Jan.    22, 
.  192.r>  and  May  1,  1925. 
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Paragraph  26   (original  contract).  Right  for  JO  days  from  date  of  offer,  to 
lie  offered  all  securities  prior  to  their  sale  to  others. 

Note:  Option  cancelled  by  Halsey  Stuart  &Co.,  June  2,  193D 

From  Halsey   Stuart.  .V   Co.,   New   York.    N.    V.     By    R.    S.    Holmes. 


Exhibit  No.  1S99 

[Source:   Halsey  Sluart  \  Co.,  N'ew  York,  N.  V.     Abstract  of  provision  in  contract  granting 
preferential  Eights  for  future  financing] 

Company:  Metropolitan  Edison  < 'u. 

Underwriter:  Halsey  Stuarl  &  Co. 

.Major  Provisions:  Contract  dated  Oct.  10,  1919. 

Option  to  purchase  any  securities  which  may  be  issued  at  any  time  in  the 
future  provided  a  fair  and  equitable  price  could  be  agreed  upon  in  the  usual 
manner. 

Contract  dated  Nov.  10,  1920  provides  an  amendment  to  the  effect,  or  is 
willing  to  purchase  at   a  price  equal  to  any  other  bona  tide  offer. 

Notb:  Option  cancelled  by  Halsey  Sloan  &  Co..  June  2,  1939. 

From  Halsey  Stuart  &  Co.,  New  York,  N.  Y.     By  R.   S.   Holmes. 


Exhibit  No.   1900 

[Source:   Halsey  Stuart  it  Co.  New  York.  N.  Y.     Abstract  of  provisions  in  contract  grant- 
ing preferential  rights  for  future  financing] 

(Jompany:  Lexington  Water  Power  Co.,  General  Gas  &  Electric  Corp. 

Underwriter:  Halsey  Stuart  &  Co. 

Major  Provisions:  Contract  dated  Dee.  14,  1927.     Right  to  purchase  obligations 
of  company  provided  agreement  on  price  could  be  made  within  two  weeks,  if 
not,  company  could  offer  at  no  lower  price  to  others  for  30  days  after  which 
company  required  to  reoffer  to  Halsey  Stuart  on  original  terms. 
Note:  Option  cancelled  by  Halsey  Stuart  &  Co.,  June  2.  1939. 
From  Halsey  Stuart  &  Co.,  New  York,  N.  Y.     By  R.   S.  Holmes. 


ExunUT  No.  1901 

[Source  :  Ilal.spy  Stuart  &  Co.,  New  York.  N.  Y.     Abstract  of  provision  in  contract  granting 
preferential  rights  for  future  financing] 

<  Company :  IJinghamton  Light  Heat  &  Power  Co. 

Underwriter :  Halsey  Stuart  &  Co. 

Major  Provisions:  Contract  dated  Aug.  29.  1917.  Privilege  of  purchasing  obli- 
gations provided  agreement  upon  fait  and  equitable  price  or  willingness  to  pay 
price  equal  to  any  other  bona  fide  offer. 

Note:  Option  cancelled  by  Halsey  Stuart  &  Co.,  June  2.  1939. 
E'rom  Halsey  Stuart  &  Co.,  New  York,  N.  Y.     By  R.   S.  Holmes 


Exhibit  No.  1902 

[Source  :  Halsey  Stuart  &  Co.,  New  York,  N.  Y.     Abstract  of  provision  in  contract  granting 
preferential  rights  lor  future  financing] 

Company:  General  Gas  &  Electric  Co.,  re  New  Jersey  Power  &  Light  Co. 
Securities. 

Underwriter:  Halsey  Stuart  &  Co. 

Major  Provisions:  Contract  dated  Sept.  SO,  1919.  T<>  sell  to  Halsey  Stuart  any 
obligations  maturing  more  than  12  months  or  any  preferred  stock  which 
may  be  issued  any  time  in  the  future  subject  to  agreement  dated  Feb.  23, 
1910,  of  New  Jersey  with  N.  W.  Halsey  &  Co.  which  had  first  opportunity  on 
additional  bonds  and  if  Halsey's  bid  shall  equal  high  :st  of  other  bids  received. 
Note:  Agreements  of  1910  and  1919  cancelled  by  agreements  dated  June  2, 

1939. 
From  Halsey  Stuart  &  Co.,  New  York,  N.  Y.     By  R.  S.  Holmes. 
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Exhibit  No.  1903 

[Source:  Registration    Statement   on   file   with    the   S.    E.    C.      Abstract   of   provision    in 
contract  granting  preferential  rights  for  future  financing] 

Company :  Brown-McLaren  Manufacturing  Co.  and  the  six  directors. 
Underwriter:  Alison  &  Co.   (Detroit,  Mich.). 
Major  Provisions:  Contract  dated  Feb.  17,  1937. 

Paragraph  VI.  For  5  years  first  right  for  20  days  to  purchase  any  seCVlties 
sold  by  either  company  or  directors  after  which  securities  may  be  sold  but  only 
at  same  or  better  price  than  offered  by  Alison. 


Exhibit  No.  1904 

[Source:  Registration    Statement   on   file    with    the    S.    E.    C.      Abstract   of  provision   in 
contract  granting  preferential  rights  for  future  financing] 

Company :  Bender  Body  Co. 

Underwriters:  Wm.  J.   Mericka  &  Co.    (Cleveland,  Ohio),  Carlton  M.  Higbee 

Corp.    (Detroit,   Mich.). 
Major  Provisions:  Contract  dated  Feb.  20,  1937. 

Paragraph  4  (k).  First  right  of  negotiation  on  future  securities  provided  if  at 
end  of  30  days  no  agreement  is  reached,  may  sell  to  others. 


Exhibit  No.  1905 

[Source  :  Registration  Statement  on  file  with  the  S.  E.  C.    Abstract  of  provision  in  contract 
granting  preferential  rights  for  future  financing] 

Company:  Cinecolor    (Inc.). 

Underwriter:  G.  Brashears  &  Co.  (Los  Angeles,  Cal.). 

Major  Provisions :  Contract  dated  July  7,  1937. 

Paragraph  9.  Exclusive  right  for  5  years  to  purchase  all  securities  to  be  issued 
to  the  public  providing  agreement  is  reached  within  30  days  on  terms  not  less 
favorable  than  offered  by  others. 

Exhibit  No.  1906 

[Source:  Registration    Statement   on   file    with    the   S.   E.    C.      Abstract- _of   provision   in 
contract  granting  preferential  rights  for  future  financing^'  - 

Company :  Mode  O'Day  Corp.  3  officers  and  directors. 
Underwriter :  Banks  Huntley  &  Co.  ( Los  Angeles,  Cal. ) 
Major  Provisions:  Contract  dated  Sept.  13,  1937. 

Paragraph  18.  For  three  years  after  stock  closing  date  not  to  sell  any  securi- 
ties without  first  giving  Banks  Huntley  the  right  to  purchase  on  at  least  as  favor- 
able terms  within  15  days.  Failure  to  purchase  an  issue  does  not  cancel  option 
on  subsequent  issues. 

Exhibit  No.  1907 

[Source:  Halsey,  Stuart  Co.  New  York,  N.  Y.    Abstract  of  provision  in  contract  granting 
preferential  rights  for  future  financing] 

Company :  Land  &  Sea  Investment  Co.  re  Wisconsin  Public  Service  Corp.  Securi- 
ties. 
Underwriter :  Halsey  Stuart  &  Co. 
Major  Provisions :  Contract  dated  Sept.  15,  1922. 

Paragraph  8.  Except  on  securities  offered  direct  to  the  public,  Corporation  shall 
first  offer  securities  to  Halsey  at  fair  and  equitable  price  to  be  agreed  upon,  or 
at  price  equal  to  any  other  bona  fide  offer.  Failure  to  purchase  any  issue  cancels 
contract  as  to  subsequent  issues. 

Note:  (1)  Above  confirmed  in  letter  dated  January  6,  1926  addressed  to  H.  M. 
Byllesby  &  Co.  and  Halsey  Stuart  &  Co.  by  Wisconsin  Public  Service  Corp.  but 
preferential  rights  excluded  on  any  securities  that  may  be  pledged  as  collateral 
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by  the  company  or  sold  to  Northern  States  Power  Co.,  Standard  Gay  &  Electric 
Co.  or  any  affiliate  of  these  two  companies. 

Note:  (2)  Contract  voided  by  Oct.  10,  1930  due  to  the  realignment  of  Stand- 
aid  Gas  properties  and  entry  of  new  interests. 


Exhibit  NoT  1908 

[Source:  Registration    Statement   on    file   with    the   S.    E.    C.      Abstract   of   provision    in 
contract  granting  preferential  rights  for  future  financing] 

Company :  Eight  stockholders  of  Dixie- — Home  Stores 
Underwriters :  J.  G.  White  &  Co.  and  nine  others. 
Major  Provisions :  Contract  dated  July  14,  1938. 

Article  VI.  Provided  stock  is  all  sold  stockholders  agree  to  use  their  best 
efforts  to  cause  company  to  give  underwriters  preferential  rights  for  future 
financing  for  a  period  of  5  years. 


Exhibit  No.   1909 

[Source:  Registration    Statement   on       a   with    the   S.   E.    C.     Abstract   of   provision    in 
contract  granting  preferential  rights  for  future  financing] 

Company :  Bell  Aircraft  Corp. 

Underwriters :  G.  M.  P.  Murphy  &  Co.  and  four  others. 

Major  Provisions:  Contract  dated  July  10,  1936.     First  opportunity  for  10  years 

to  purchase  securities  upon  at  least  as  favorable  terms  as  proposed  by  others. 


Exhibit  No.  1910 

[Source:  Registration    Statement   on    file   with    the   S.    E.    C.      Abstract   of   provision   in 
contract  granting  preferential  rights  for  future  financing] 

Company :  Rands  and  the  stockholders. 
Underwriter :  Floyd  D.  Cerf  Co. 

Major  Provisions:  Contract  dated  May  5,  1939.  If  35,000  shares  of  preferred 
are  sold  within  180  days  after  Dec.  31,  1939,  Cerf  will  have  right  for  5  years  to 
purchase  any  securities,  except  those  offered  to  stockholders,  officers  or  em- 
ployees, on  terms  not  more  favorable  than  can  be  secured  elsewhere  with  10 
days  to  accept  or  reject. 


Exhibit  No.  1911 

[Source:  Registration    Statement   on   file   with    the   S.    E.    C.      Abstract   of   provision   in 
contract  granting  preferential  rights  for  future  financing] 

Company :  Norwich  Phawnacal  Co.  and  two  stockholders. 
Underwriter:  F.  Eberstadt  &  Co. 

Major  Provisions:    Contract  dated   Jan.   17,   1939.      First  right   of  negotiation 
for  purchase  of  any  securities  for  3  years. 


Exhibit  No.  1912 

[Source:  Registration    Statement   on    file   with    the    S.    E.    C.      Abstract   of    provision    in 
contract  granting  preferential  rights  for  future  financing] 

Company :  Houston  Oil  Field  Material  Co. 

Underwriters:   Robinson  Miller  &  Co.   (New  York),  Minsch  Monell  &  Co.   (New 

York) 
Major  Provisions:  Contract  dated  April  6,  1937. 

Paragraph  20.  First  call  on  future  financing  for  3  years  provided  terms  equal 
any  others  and  that  underwriters  act  thereon  within  30  days. 
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Exhibit  No.  1913 

[Source:   Registration    Statement   on   file  with   the    S.   E.   C.     Abstract    of   provision   in 
contract  granting  preferential  rights  for  future  financing] 

Company :  L.  E.  Carpenter  &  Co. 

Underwriter:   Whittaker  Bros.  &  Co.,  Inc.  (New  York). 

Major  Provisions :  Contract  dated  Sept.  28,  1937. 

Paragraph  13.  Provided  65,000  shares  taken  down  first  right  to  do  any  other 
public  financing  in  the  future  if,  after  30  days  underwriter  does  not  accept 
terms  company  shall  be  free  of  this  provision. 


Exhibit  No.  1914 

[Source:  Registration    Statement    on    file  with    the   S.    E.    C.     Abstract   of   provision   in 
contract  granting  preferential  rights  for  future  financing] 

Company:  Reed  Drug  Company. 
Underwriter:  Floyd  D.  Cerf  Co. 

Major  Provisions:  Agreement  dated  July  9,  1937.     For  5  years  the  first  refusal 
to  act  as  selling  agent  for  the  sale  of  any  securities. 


Exhibit  No.  1915 

[Source:  Registration    Statement    on    file  with    tbe   S.    Et   C.     Abstract    of   provision   in 
contract  granting  preferential  rights  for  future  financing] 

Company :  General  Plastics  Inc. 

Underwriter:  Fuller  Cruttenden  &  Co.   (Chicago,  111.)'. 

Major  Provisions:  Contract  dated  April  12,  1938. 

Paragraph  10.  First  right  of  negotiation  provided  if  at  end  of  30  days  no 
agreement  is  reached,  company  will  have  right  to  moke  other  arrangements. 


Exhibit  No.  1916 

[Source:  Registration    Statement    on    file  with    the   S.    E.    C.     Abstract   of   provision   in 
contract  granting  preferential  rights  for  future  financing] 

Company :  Continental  Motors  Corp. 

Underwriter:  Van  Alstyne,  Noel  &  Co. 

Major  Provisions:  Contract  dated  Oct.  26,  1939. 

Article  VII  E.  Option  which  must  be  exercised  within  10  days  of  offer  to  run 
ifor  5  years  also  may  purchase  any  securities  on  same  terms  as  any  other  person. 


Exhibit  No.   1917 

[Source:    Registration    Statement   on   file    with   the   S.    E.   C.     Abstract   of   provision   in 
contract  granting  preferential  rights  for  future  financing] 

Company:  Butler's  Inc. 

Underwriters:  R.   S.   Dickson  &  Co.    (Charlotte,   N.   C.)  ;   Kirchofer  &  Arnold 

(Raleigh,  N.  C). 
iMajor  Provisions:  Contract  dated  Aug.  23,  1939. 
Paragarph  14.  Agreed  that  company  for  10  years  will  give  notice  of  proposed 

issue  and  price  and  be  given  30  days  to  come  to  agreement ;  also,  will  not 

sell  such  securities  to  others  unless  underwriters  shall  be  given  15  days  to 

agree  tc  purchase  at  same  price  and  terms. 

Exhibit  No.  1918 

[Source  :  Registration  Statement  on  file  with  the  S.  E.  C.     Abstract  of  provision  in  contract 
granting  preferential  rights  for  future  financing] 

Company:  Finch  Telecommunications,  Inc. 

Underwriter:  Distributors  Group  Incorporated  (Jersey  City). 

Major  Provisions :  Contract  dated  Aug.  4,  1939. 

Section  15.  If  Company  decides  to  sell  securities  'to  or  through  a  syndicate  or 

underwriters,  Distributors  given  first  right  to  purchase  on  a  basis  of  most 

favorable  bona  fide  bid  received  by  company. 
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Exhibit  No.  1019 

[Source:  Registration  Statement  on  file  with  the  S.  E.  C.     Abstract  of  provision  in  contract 
granting  preferential  rights  for  future  financing] 

Company:  Hayes  Body  Corp. 

Underwriter:  A.  W.  Porter  Inc.  (New  York) 

Major  Provisions:  Contract  dated  March  25,  1939. 

Paragraph  8:  Provided  120,000  shares  are  purchased,  for  5  years  Underwriter 

shall  have  30  days  in  which   to  agree  to  do  future  financing.     If  done  hy 

others,  this  right  cancelled. 


Exhibit  No.  1920 

[Source:  Registration  Statement  on  file  with  the  S.  E.  C.     Abstract  of  provision  in  colli  racl 
granting  preferential  lights  for  future  financing] 

Company:  Burd  Piston  Ring  Co.  and  certain  stockholders 

Underwriter:  Van  Alstyne,  Noel  &  Co. 

Major  Provisions:  Contract  dated  Feb.  4,  1937. 

Article  11:  For  5  years  right  to  acquire  any  securities  at  same  price  as  any 
other  person,  except  securities  issued  to  acquire  property  or  shares  of  smother 
corporation.    Option  expires  in  event  of  Van  Alstyne  going  out  of  business. 


Exhibit  No.  1921 

[Source;  Registration  Statement  on  file  with  the  S.  E.  C.     Abstract  of  provision  in  contract 
granting  preferential  rights  for  future  financing] 

Company:  Brewster  Aeronautical  Corp.  and  a  stockholder. 
Underwriter :  Van  Alstyne,  Noel  &  Co. 
Major  Provisions :  Contract  dated  Jan.  19,  1937. 

Article  16 :  For  5  years,  an  option  good  in  each   case  for  30  days  to   acquire 
securities  at  same  price  and  terms  as  any  other  person. 


Exhibit  No.  19L'2 

[Source:  From  files  of  Central  Republic  Co.     Abstract  of  provision  in  contract  granting 
preferential  rights  for  future  financing] 

Company:  Commonwealth  Power  Railway  &  Light  Co.     Commonwealth  Power 

Corp. 
Underwriters:  Federal     Securities    Corp.     (Chicago,     111.)     Bonbright    &    Co. 

Hayden  Stone  &  Co. 
Major  Provisions:  Contract  dated  May  15,  1922. 
Section  11:  First  offer  of  bonds  or  notes  to  Bankers  at  lowest  price  company 

would  sell  to  anyone  with  15  days  to  accept  or  reject. 
Note:   (1)  Companies  now  part  of  Commonwealth  &  Southern  Corp.  picture. 
Note:   (2)   Federal  Securities  Corp.  now  inactive. 


Exhibit   No.    1923 

[Source:  From  files  of  Central  Republic  Co.     Abstract  of  provision  in   contracl 
preferential  rights  for  future  financing] 

Company:  Central  Illinois  Light  Co. 
Underwriters :  Federal  Securities  Corp. 

Ames  Emerich  &  Co. 
Major   Provisions:  Letter   dated    Sept.   24,   1921.     On   future   funded       lancin 

have  prior  right  to  any  other  banking  institution  on  an  equal  basi. 
Benefits   Derived:  Feb.   6,   1922   purchased   $2,750,000   first   and   refui   .ing   5.' 

Bonds  due  April  1,  1943.     Dec.  6,  1924  to  purchase  for  the  compa    /  at  n.  t 

exceeding  110,  $851,000  of  the  above  bonds. 
Note:  Federal  Securities  Corporation  now  inactive.     Ames  Emerich       Co.  no^ 

out  of  business. 


128G0  CONCENTRATION  OF  ECONOMIC  POWER 

Exhibit  No.   1924 

[Source:  From  flies  of  Central  Republic  Co.     Abstract  of  provision  in  contract  granting 
preferential  lights  for  future  financing] 

Company:  Illinois  Electric  Power  Co.  (formed  by  Commonwealth  Power  Corp.) 

Underwriter :  Federal  Securities  Corp. 

Major  Provisions :  Agreement  dated  March  1,   1923.     Purchase  any  securities, 

except  issued  under  customer  ownership  plan,  on  at  least  as  favorable  terms 

as  are  offered  by  any  other  purchaser. 


Exhibit  No.  1925 

[Source:  From  riles  of  Central  Republic  Co.     Abstract  of  provision  in  contract  granting 
preferential  rights  for  future  financing] 

Company :  Illinois  Power  Co. 
Underwriter :  Federal  Securities  Corp. 

Alajor  Provisions :  Letter  dated  Nov.  29,  1921.     On  any  future  funded  financing 
have  prior  right  to  any  other  banking  institution  on  an  equal  basis. 


Exhibit  No.  1926 

[From  l'ocket  No.  31-420,  Securities  and  Exchange  Commission] 

Agreement  Dated  19th  Day  of  June,  1925,  Between  Ladenburg,  Thalmann  & 
Co.,  H.  M.  Byllesby  and  Company,  Standard  Gas  and  Electric  Company 

This  Agreement,  dated  the  19th  day  of  June,  1925,  between  Ladenburg, 
Thalmann  &  Co.,  a  co-partnership,  in  the  Borough  of  Manhattan,  City  of  New 
York,  (hereinafter  called  Ladenburg),  party  of  the  first  part,  H.  M.  Byllesby 
and  Company,  a  corporation  of  the  State  of  Delaware,  (hereinafter  called 
Byllesby)  party  Of  the  second  part,  and  Standard  Gas  and  Electric  Company, 
a  corporation  of  the  State  of  Delaware,  (hereinafter  called  Standard)  party 
of  the  third  part, 

WITNESSETH  : 

All  the  parties  hereto  are  or  are  to  be  interested,  as  stockholders  of  two 
new  corporations  to  be  formed  pursuant  hereto,  in  the  property  of  Pittsburgh 
Utilities  Corporation,  a  New  York  corporation,  and  have  come  to  the  agree- 
ments herein  contained  with  respect  to  the  management  thereof  and  with 
respect  to  the  other  matters  covered  by  this  agreement. 

1.  There  shall  be  formed  the  Standard  Power  and  Light  Corporation,  under 
the  laws  of  the  State  of  Delaware  under  a  charter  satisfactory  to  counsel  for  all 
parties  hereto  which  shall  have  only  one  class  of  voting  stock  consisting  of 
thirty  thousand.  (30,000)  shares  of  Class  B  Common  Stock,  without  par  value, 
of  which  one-half  will  be  owned  by  Ladenburg  or  their  nominee  and  the  other 
half  owned  by  Standard  or  its  nominee,  and  the  charter  shall  provide  that 
one-half  the  directors  shall  at  all  times  be  elected  by  the  stock  to  be  initially 
owned  by  Ladenburg,  or  their  nominee,  and  that  the  other  half  shall  at  all 
times  be  elected  by  (he  stock  r>>  he  initially   owned  by  Standard,  or  its  nomine". 

Standard  Power  ana  Light  Corporation  shall  also  presently  issue  one  hun- 
dred thousand  (100,000)  shares  of  Preferred  Stock  and  four  hundred  and  ten 
thousand  (410.000)  shares  of  Glass  A  Common  Stock.  out  of  a  total  authorized 
issue  of  five  hundred  thousand  (500,000)  shares  of  Preferred  Stock  and  eight 
hundred  thousand  (S00.00O)  shares  of  Class  A  Common  Stock,  all  without  par 
value.  The  one  hundred  thousand  (100,000)  shares  of  Preferred  Stock  and  one 
hundred  and  ten  thousand  (110,000)  shares  of  Class  A  Common  Stock  to  he 
presently  issued  are  to  he  allocated  to  members  of  the  public,  now  the  holders 
of  one  hundred  thousand  (100.000)  shares  of  Preferred  Slock  and  one  hundred 
thousand  (100,000)  shares  of  Common  Stock  of  Standard  Power  and  Light 
Corporation,  a  Maryland  corporation;  and  one  hundred  and  fifty  thousand 
(150,000)  shares  of  Class  A  Common  Stock  will  he  owned  by  Byllesby,  or  its 
nominee. 

The  preferences,  rights  and  privileges  of  the  various  classes  of  stock  shall 
be  such  as  are  agreed  upon  by  (he  counsel  for  all  parties. 

Byllesby  is  to  procure  the  transfer  to  Standard  Power  and  Light  Corporation 
(Delaware)  of  eighty  thousand  one  hundred  (SO,  100)  shares  of  Preferred  Stock 
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of  Pittsburgh  Utilities  Corporation,  a  New  York  corporation,  represented  in  part 
by  voting  trust  certificates,  for  the  price  of  $2,344,500.' 

Initialed  opposite  amount:  J.  J.  O'B.  B  W  S.  C  H  O'R  Reissue.) 
La  den  burg  are  to  procure  the  transfer  to  Standard  Power  and  Light  Corpora- 
tion (Delaware)  of  at  least  four  hundred  and  sixty  thousand  (460,000)  shares 
and  not  more  than  five  hundred  and  five  thousand  (505,000)  shares  of  Preferred 
Stock  of  said  Pittsburgh  Utilities  Corporation,  represented  by  voting  trust  cer- 
tificates in  whole  or  in  part.  In  the  acquisition  of  such  shares  there  shall  be 
paid  and  delivered  to  Ladenburg,  Thalmann  &  Co.,  fifteen  dollars  ($15)  per 
share  plus  $1,555,500  and  one  hundred  and  fifty  thousand  $150,000)  shares  of 
the  Class  A  Common  Stock  of  Standard  Power  and  Light  Corporation  (Dela- 
ware). It  is  understood  that  at  least  ninety-four  thousand  four  hundred  (94,400) 
shares  of  Preferred  Stock  of  Pittsburgh  Utilities  Corporation  to  be  transferred 
by  Ladenburg  are  now  owned  or  controlled  by  themselves,  and  that  the  remainder 
of  the  minimum  of  four  hundred  and  sixty  thousand  (460,000)  shares  are  owned 
by  the  following  named  corporations,  from  whom  Ladenburg  have  received  written 
authority  to  sell  the  same,  to  wit : — 

Name  No.  of  shares 

First  Security  Company 94,000 

Chase  Securities  Corporation 54,000 

Haystone  Securities  Corporation 17,  600 

Union  Trust  Company  of  Pittsburgh 200,000 

The  delivery  of  the  said  shares  of  Preferred  Stock  of  said  Pittsburgh  Utilities 
Corporation  to  Standard  Power  and  Light  Corporation  (Delaware)  and  the  pay- 
ment of  the  consideration  therefor  are  to  be  made  concurrently  on  or  before 
July  27,  1925. 

2.  There  shall  also  be  formed  a  corporation  under  the  laws  of  the  State  of 
Delaware  under  a  charter  to  be  approved  by  counsel  for  all  parties,  herein, 
referred  to  as  United  Railways  Investment  Holding  Corporation,  to  which  shall 
be  transferred  by  or  on  behalf  of  Byllesby  or  Standard  seventy-one  thousarid 
eight  hundred  (71,800)  shares  of  Preferred  Stock  and  one  hundred  twenty-three 
thousand  three  hundred  (123,300)  shares  of  Common  Stock  of  United  Railways 
Investment  Company,  a  New  Jersey  Corporation,  which  latter  corporation, 
among  other  things,  owns  two  hundred  and  forty  thousand  (240,000)  shares  of 
the  Common  Stock  (being  all  the  Common  Stock  outstanding)  of  Pittsburgh 
Utilities  Corporation,  which  shares  of  Common  Stock  are  represented  by  voting 
trust'  certificates.  Such  corporation  so  to  be  formed  shall  have  an  authorized 
capitalization  of  Nine  million,  nine  hundred  and  ninety-nine  thousand  Dollars 
($9,999,000)  of  Preferred  Stock,  represented  by  ninety-nine  thousand  nine  hun- 
dred and  ninety  (99,990)  shares  of  a  par  value  of  one  hundred  dollars  ($100.) 
each,  and  one  thousand  dollars  ($1,000)  par  value  of  Common  Stock,  consisting 
of  one  thousand  (1,000)  shares  of  a  par  value  of  One  dollar  ($1)  each.  Seven, 
million  dollars  ($7,000,000)  in  par  value  of  non-voting  Preferred  Stock  shall  be 
issued  to  Standard  or  to  Byllesby,  or  their  respective  nominees,  in  exchange  for 
the  aforesaid  shares  of  Preferred  and  Common  Stock  of  United  Railways  Invest- 
ment Company.  Five  hundred  (500)  shares  of  the  Common  Stock  shall  be  issued 
to  Byllesby,  or  its  nominee,  and  five  hundred  (500)  shares  of  the  Common  Stock 
shall  be  issued  to  Ladenburg.  or  their  nominee,  for  a  nominal  consideration,  and 
the  charter  shall  provide  that  one-half  the  directors  shall  at  all  limes  be  elected 
by  the  stock  to  be  initially  owned  by  Ladenburg,  or  their  nominee,  and  that  the 
other  half  shall  at  all  times  be  elected  by  the  stock  to  be  initially  owned  by 
Byllesby,  or  its  nominee.  The  preferences,  privileges  and  other  characteristics 
of  the  Preferred  Stock  and  the  Common  Stock  shall  be  such  as  are  agreed  upon 
by  counsel  for  all  parties. 

3.  It  is  understood  as  a  simultaneous  condition  of  the  purchase  from  or 
through  Ladenburg  of  not  less  than  four  hundred  and  sixty  thousand  (4f>0.- 
000)  shares  of  Preferred  Stock  of  Pittsburgh  Utilities  Corporation,  pursuant 
to  paragraph  1.  of  this  Agreement,  that  Ladenburg  shall  procure  the  resigna- 
tions of  L.  F.  Loree  and  M.  B.  Starring,  or,  at  Ladenbnrg's  option,  of  B.  S. 
Guinness  in  lieu  of  M.  B.  Starring,  as  Voting  Trustees,  and  shall  appoint  J.  J. 
O'Brien  (hereby  selected  by  Standard)  and  another  executive  of  Standard 
to  be  selected  by  Standard  in  their  places  as  Voting  Trustees  under  the  Pitts- 
burgh Utilities  Corporation  Voting  Trust  Agreement,  dated  January  17,  1925. 
Ladenburg  hereby  agree  that  in  the  event  of  any  vacancy  in  the  office  of  any 
Voting  Trustee  selected  by  Standard  another  Voting  Trustee  shall  be  appointed 


1Amount  handwritten. 
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by  Ladenburg  to  fill  such  vacancy  who  shall  be  selected  by  Standard  and 
directly  connected  as  an  executive  with  the  organization  of  Standard.  In  the 
event  that  Ladenburg  shall  not  appoint  a  Voting  Trustee  or  Voting  Trustees 
selecti  d  by  Standard  under  the  circumstances  set  forth  in  this  paragraph, 
within  thirty  (30)  days  after  having  received  a  notice  from  Standard  of  the 
person  or  persons  selected  by  Standard  so  to  be  appointed  as  Voting  Trustee 
or  Voting  Trustees,  then  Ladeuburg  will  upon  the  expiration  of  such  thirty 
(30)  days  sell  to  Byllesby  at  its  request  the  one  hundred  and  fifty  thousand 
(150,000)  shares  of  Class  A  Common  Stock  of  Standard  Power  and  Light 
Corporation  (Delaware)  to  be  delivered  to  Ladenburg  or  their  nominee,  pur- 
suant to  paragraph  1  of  this  Agreement,  or  so  many  thereof  as  may  not  have 
been  sold  pursuant  to  paragraph  "6"  of  this  Agreement,  for  the  consideration 
of  one  hundred  thousand  dollars  ($100,000),  or  one  dollar  ($1.)  per  share, 
whichever  may  be  less,  and  Ladenburg  will  further  sell  to  Byllesby  at  its  re- 
quest the  five  hundred  (500)  shares  of  Common  Stock  of  United  Railways 
Investment  Holding  Corporation,  to  be  issued  to  Ladenburg  or  their  nominee, 
pursuant  to  paragraph  2  of  this  Agreement,  for  the  consideration  of  five 
hundred  dollars  ($500),  and  Ladenburg  will  sell  to  Standard  at  its  request  the 
fifteen  thousand  (15,000)  shares  of  Class  B  Common  Stock  of  Standard  Power 
and  Light  Corporation  (Delaware)  to  be  issued  to  Ladenburg  or  their  nominee, 
pursuant  to  paragraph  1  of  this  Agreement,  for  the  consideration  of  fifteen 
thousand  dollars   ($15,000). 

4.  Ladenburg,  Byllesby  and  Standard  hereby  each  agrees  with  the  other 
(1)  not  directly  or  indirectly  to  promote;  further  or  participate  in  any  of  the 
following  named  acts  of  (I)  Pittsburgh  Utilities  Corporation  (II)  Philadelphia 
Company  (III)  Duquesne  Light  Company  (IV)  Pittsburgh  Railways  Company 
or  (V)  any  other  corporation  controlled,  directly  or  indirectly,  by  said  Pittsburgh 
Utilities  Corporation,  Philadelphia  Company,  Duquesne  Light  Company  and/or 
Pittsburgh  Railways  Company,  whether  such  control  be  by  ownership  of  stock 
m  any  such  ether  corporation  by  said  Pittsburgh  Utilities  Corporation,  Phila- 
delphia <  'ompany,  Duquesne  Light  Company  and/or  Pittsburgh  Railways  Com- 
pany and/or  by  any  corporation  controlled  by  any  one  or  more  of  them,  or  by 
any  other  manner  or  method  whatsoever,  to  the  extent  that  any  of  such  acts 
by  such  other  corporation  would  make  a  change  in  the  ownership  or  control 
of  the  electric  light,  power,  artificial  and -natural  gas,  and/or  street  railway 
systems  of  Philadelphia  Company,  or  Duquesne  Light  Company  or  Pittsburgh 
Railways  Company  or  of  any  substantial  part  of  any  thereof,  and  (2)  to  pre- 
sent by  all  the  means  in  its  power  the  doing  of  any  of  said  acts,  and  (3) 
that  if  any  of  said  acts  nevertheless  shall  be  done  not  to  share  in  any  of  the 
profits  thereof,  directly  or  indirectly,  unless  in  any  such  case  the  said  acts 
Shall  have  been  previously  agreed  upon  between  Byllesby  and  Ladenburg: 

(a)  the  reclassification  of  any  class  of  stock  of  the  pertinent  corporation; 

.(b)  the  alteration  of  the  terms  of  any  class  of  stock  of  the  pertinent  corpora- 
tion; 

(c>   the  creation  of  any  new  class  of  stock  of  the  pertinent  corporation; 

(d)  the  increase  in  the  authorized  amount  of  any  class  of  stock  of  the  per- 
tinent corporation ; 

(e)  the  sale,  other  disposition,  mortgage  or  pledge  by  the  pertinent  corpora- 
tion of  the  stock  (or  voting  trust  certificates  therefor)  of  any  other  corporation 
in  which  it  may  hold  a  controlling  voting  interest,  in  any  manner  which  may 
cause  it,  except  in  event  of  default  under  t ho  terms  of  the  mortgage  or  pledge, 
to  lose  such  controlling  voting  interest; 

(f)  the  distribution  of  any  shares  of  stock  (or  voting  trust  certificates  there- 
for) of  any  other  corporation  in  which  rite  pertinent  corporation  may  hold  a 
controlling  voting  interest,  among  its  s'ockholders  by  w&y  of  dividend  or 
otherwise ; 

(g)  the  liquidation  in  whole  or  iu  part  or  other  winding  up  of  the  pertinent 
corporation  ; 

(h)  the  vote  of  any  stock  in  any  other  corporation  in  which  the  pertinent 
oorpoj  aihn  may  hold  a  controlling  voting  interest  to  permit  a  recapitalization  of 
such  other  corporation  in  such  manner  that  the  pertinent  corporation  shall  lose 
its  controlling  voting  interest  therein; 

(i)  the  sale,  mortgage,  lease  or  other  disposition  of  all  the  property  of  the 
pertinent  corporation,  or  of  so  much  thereof  as  shall  work  a  substantial  change 
>n  *he  nature  of  its  business  (except,  for  the  refunding  of  the  outstanding  bonds. 
assumed  by  Pittsburgh  Utilities  Corporation,  and  then  only  on  such  terms  that 
the  controlling  interest  of  Pittsburgh  Utilities  Corporation  in  Philadelphia  Com- 
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pauy  shall  not  be  jeopardized,  except  In  the  event  of  default  under  the  terms  of 
the  mortgage  or  pledge)  ; 

(j)  the  issue  by  the  pertinent  corporation  through  its  directors  or  otherwise 
of  any  authorized  but  as  yet  unissued  shares  of  its  capital  stock,  or  treasury 
stock,  or  securities  convertible  into  shares  of  its  capital  stock  ; 

(k)  the  merger  or  consolidation  of  the  pertinent  corporation  into  or  with  any 
other  corporation  except  the  act  of  Duquesne  Light  Company,  Philadelphia  Com- 
pany and/or  Pittsburgh  Railways  Company  in  causing  consolidations  or  mergers 
into  each,  respectively  of  its  respective  subsidiary  companies. 

Without  limiting  the  generality  of  the  words  "promote,  further  or  participate" 
it  is  hereby  expressly  agreed  that  the  vote  either  as  a  director  of  the  pertinent, 
corporation  or  of  any  other  corporation,  or  as  a  Voting  Trustee,  or  as  the  holder 
of  any  proxy,  of  any  member,  officer  or  director  of  Ladenburg  or  of  any  firm  or 
corporation  controlled  by  them,  or  of  any  Voting  Trustee  (unless  selected  by 
Byllesby  or  by  Standard)  whose  successor  is  appointable  by  Ladenburg  under 
any  Voting  Trust  Agreement,  (hereinafter  called  Ladenburg  Officials),  and  the 
vote  either  as  a  director  of  the  pertinent  corporation  or  of  any  other  corporation, 
or  as  a  Voting  Trustee,  or  as  the  holder  of  any  proxy,  of  any  member,  officer  or 
director  of  Byllesby  or  of  Standard  (respectively)  or  of  any  firm  or  corporation 
controlled  by  Byllesby  or  Standard  (respectively)  or  of  any  Voting  Trustee 
selected  by  Byllesby  or  Standard,  respectively,  (hereinafter  called  Byllesby 
Officials  and  Standard  Officials  respectively)  in  favor  of  any  such  proposition, 
shall  be  included  within  the  meaning  of  the  said  words. 

If  at  any  meeting  there  shall  be  voting  at  least  one  Ladenburg  Official  and  at 
least  one  Byllesby  Official  or  Standard  Official,  and  the  votes  of  all  the  Ladenburg 
Officials,  Byllesby  Officials  and  Standard  Officials  who  shall  be  voting  at  that 
meeting  shall  be  cast  to  the  same  effect,  then  it  shall  be  conclusively  presumed 
that  Ladenburg  and  Byllesby  have  reached  an  agreement  to  that  effect. 

None  of  the  covenants  of  this  paragraph  4  shall  be  deemed  to  have  been 
violated  unless  and  until  one  of  the  acts  specified  in  sub-divisions  (a)  to  (k) 
shall  have  been  consummated  by  the  pertinent  corporation. 

5.  Ladenburg  agree  with  Byllesby  that  if  Ladenburg  shall  commit  any  viola- 
tion of  any  of  their  agreements  contained  in  paragraph  4,  then  Ladenburg  will, 
within  thirty  days  after  such  violation,  sell  to  Byllesby  at  its  request  the  one 
hundred  fifty  thousand  shares  (150,000)  of  Class  A  Common  Stock  of  Standard 
Power  and  Light  Corporation  (Delaware),  to  be  delivered  to  Ladenburg  or  their 
nominee,  pursuant  to  paragraph  1  of  this  agreement,  or  so  many  thereof  as  may 
not  have  been  sold  pursuant  to  paragraph  6  of  this  Agreement,  for  the  considera- 
tion of  One  hundred  thousand  dollars  ($100,000)  or  one  dollar  ($1.)  per  share, 
whichever  may  be  less,  and  Ladenburg  will  further  sell  to  Byllesby  at  its  request 
the  five  hundred  shares  (500)  of  Common  Stock  of  United  Railways  Investment 
Holding  Corporation,  to  be  issued  to  Ladenburg  or  their  nominee,  pursuant  to 
paragraph  2  of  this  agreement,  for  the  consideration  of  five  hundred  dollars 
($500.).  Ladenburg  agree  with  Standard  that  if  Ladenburg  shall  commit  any 
violation  of  any  of  their  agreements  contained  in  paragraph  4,  then  Ladenburg 
will,  within  thirty  days  after  such  violation,  sell  to  Standard  at  its  request  the 
fifteen  thousand  shares  (15,000)  of  Class  B  Common  Stock  of  Standard  Power 
and  Light  Corporation  (Delaware),  to  be  issued  to  Ladenburg  or  their  nominee, 
pursuant  to  paragraph  1  of  this  Agreement  for  the  consideration  of  fifteen  thou- 
sand dollars  ($15,000). 

Byllesby  and  Standard  jointly  and  severally  agree  with  Ladenburg  that  if 
either  Standard  or  Byllesby  shall  commit  any  violation  of  any  of  its  respective, 
agreements  contained  in  paragraph  4,  then  Byllesby  will,  within  thirty  days 
after  such  violation,  sell  to  Ladenburg  at  their  request  the  one  hundred  fifty 
thousand  shares  (150,000)  of  Class  A  Common  Stock  of  Standard  Power  and 
Light  Corporation  (Delaware),  to  be  issued"  to  Byllesby  or  its  nominee,  pur- 
suant to  paragraph  1  of  this  Agreement,  or  so  many  thereof  as  may  not  have 
been  sold  pursuant  to  paragraph  6  of  this  Agreement,  for  the  consideration  of 
one  hundred  thousand  dollars  ($100,000),  or  one  dollar  ($1.)  per  sh^are,  which- 
ever may  be  less,  and  Byllesby  will  further  sell  to  Ladenburg  at  their  request 
the  five  hundred  shares  (500)  of  Common  Stock  of  United  Railways  Investment 
Holding  Corporation,  to  be  issued  to  Byllesby  or  its  nominee,  pursuant  Lo 
paragraph  2  of  this  Agreement,  for  the  consideration  of  five  hundred  dollars 
($500.),  and  Standard  will  sell  to  Ladenburg  at  their  request  the  fifteen 
thousand  shares  (15,000)  of  Class  B  Common  Stock  of  Standard  Power  and 
Light  Corporation  (Delaware),  to  be  issued  to  Standard  or  its  nominee,  pur- 
suant to  paragraph  1  of  this  Agreement,  for  the  consideration  of  fifteen 
thousand  dollars  ($15,000). 
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6.  Ladenburg  and  Byllcsby  agree  that  none  of  the  one  hundred  fifty  thousand 
(150,000)  shares  of  Class  A  Common  Stock  of  Standard  Power  and  Light 
Corporation,  (Delaware),  to  be  issued  to  Byllesby  or  its  nominee,  pursuant  to 
paragraph  1  of  tliis  Agreement,  and  none  of  the  one  hundred  fifty  thousand 
(150,000)  shares  of  Class  A  Common  Stock  of  Standard  Power  and  Light 
Corporation  (Delaware)  to  be  delivered  to  Ladenburg  or  their  nominee,  pur- 
suant to  paragraph  1  of  this  Agreement,  shall  be  sold  without'  the  consent  of 
both  Byllesby  and  Ladenburg,  and  that  in  the  event  that  any  of  said  three  hun- 
dred thousand  (300,000)  shares  of  Class  A  Common  Stock  of  Standard  Power 
and  Light  Corporation  (Delaware)  shall  be  sold,  the  sale  shall  be  made  equally 
for  the  account  of  Ladenburg  and  of  Byllesby,  unless  a  contrary  agreement  shall 
have  been  made  in  writing  signed  both  by  Ladenburg  and  by  Byllesby  prior  to 
any  such  sale. 

7.  To  assure  and  secure  the  performance  of  the  agreements  made  by  the 
parties  hereto  contained  in  paragraphs  5  and  6  of  this  Agreement,  the  parties 
hereto  agree  that  there  shall  be  deposited  with  The  Chemical  National  Bank  of 
New  York : 

(1)  By  Ladenburg:  One  hundred  fifty  thousand  (150,000)  shares  of  Class  A 
Common  Stock  of  Standard  Power  and  Light  Corporation  (Delaware),  and 
fifteen  thousand  (15,000)  shares  of  Class  B  Common  Stock  of  Standard  Power 
and  Light  Corporation  (Delaware),  and  five  hundred  (500)  shares  of  Common 
Stock  of  United, Railways  Investment  Holding  Corporation. 

(2)  By  Standard  and/or  by  Byllesby:  One  hundred  fifty  thousand  (150,000) 
shares  of  Class  A  Common  Stock  of  Standard  Power  and  Light  Corporation 
(Delaware),  and  fifteen  thousand  (15,000)  shares  of  Class  B  Common  Stock 
of  Standard  Power  and  Light  Corporation  (Delaware),  and  five  hundred  (500) 
shares  of  Common  Stock  of  United  Railways  Investment  Holding  Corporation. 

Such  deposit  shall  be  made  concurrently  by  Ladenburg,  Standard  and  Bylles- 
by as  and  when  the  aforesaid  shares  of  stock  are  respectively  issued  and  de- 
livered to  them  or  their  nominees  respectively. 

Such  deposit  shall  be  made  pursuant  to  an  agreement  with  The  Chemical 
National  Bank  of  New  York,  or  a  letter  of  instructions  to  The  Chemical  Na- 
tional Bank  of  New  York  satisfactory  to  counsel  for  all  parties,  which  shall 
contain  provisions  consistent  with  the  provisions  of  this  Agreement  and  de- 
vised for  the  purpose  of  effectuating  its  provisions,  including  the  authority  to 
The  Chemical  National  Bank  of  New  York  to  release  shares  of  Class  A  Com- 
mon Stock  of  Standard  Power  and  Light  Corporation  (Delaware)  as  and 
when  the  same  shall  be  sold  with  the  consent  of  Ladenburg  and  Byllesby,  and 
to  release  shares  of  Class  A  Common  Stock  of  Standard  Power  and  Light 
Corporation  (Delaware),  Class  B  Common  Stock  of  Standard  Power  and  Light 
Corporation,  (Delaware)  and  Common  Stock  of  United  Railways  Investment 
Holding  Corporation  against  payment  therefor,  as  hereinabove  provided,  to  The 
Chemical  National  Bank  of  New  York  for  account  of  the  party  entitled  to  such 
payment,  in  any  of  the  events  hereinabove  specified  in  which  any  party  may 
be  entitled  to  purchase  from  another  party  such  shares  of  Class  A  Common 
Stock  and/or  Class  B  Common  Stock  of  Standard  Power  and  Light  Corporation 
(Delaware)  and/or  shares  of  Common  Stock  of  United  Railways  Investment 
Holding  Corporation. 

8.  Ladenburg  agree  that  they  will  always  permit  at  least  two  of  the  members 
of  their  firm  as  it  now  or  hereafter  may  be  constituted  to  act  as  directors  of 
Pittsburgh  Utilities  Corporation,  if  nominated  and  elected  by  the  stockholders ; 
and  that  they  will  use  their  best  endeavors  to  procure  such  nomination  and 
■election  if  thereunto  recpiested  by  Byllesby.  Byllesby  agrees  that  it  will  always 
permit  at  least  two  of  its  executives  to  act  as  directors  of  Pittsburgh  Utilities 
Corporation  if  nominated  and  elected  by  the  stockholders ;  and  Byllesby  and 
Standard  jointly  and  severally  agree  that  they  will  use  their  best  endeavors  to 
procure  such   nomination   and    election  if   thereunto   requested   by    Ladenburg. 

9.  This  Agreement  and  the  deposit  of  stock  provided  for  by  paragraph  7  shall 
continue  either  until  the  termination  of  both  the  Pittsburgh  Utilities  Corpora- 
tion Voting  Trust  dated  March  30,  1923,  and  the  Pittsburgh  Utilities  Corpora- 
tion Voting  Trust  dated  January  17,  1925.  or  until  the  dissolution  or  complete 
liquidation  of  Pittsburgh  Utilities  Corporation,  pursuant  to  Agreement  reached 
between  Ladenburg  and  Byllesby,  whichever  event  shall  first  occur ;  except  that 
the  provisions  of  paragraph  6  hereof  with  respect  to  the  sale  by  the  parties  of 
Class  A  Common  Stock  of  Standard  Power  and  Light  Corporation  (Delaware) 
shall  continue,  notwithstanding  the  termination  of  the  other  parts  of  this 
Agreement,  and  notwithstanding  the  release  of  said  stock  from  deposit  with 
The  Chemical  National  Bank  of  New  York  upon   the  termination  of  the  other 


CONCENTRATION  OF  ECONOMIC  POWER  12865 

parts  of  this  Agreement,  until  the  expiration  of  ten  years  from  the  date  of  tnis 
Agreement. 

10.  The  term  Ladenburg  means  not  only  the  present  firm  of  Ladenburg,  Thal- 
maiin  &  Co.,  but  any  person,  firm,  association  or  corporation  which  may  here- 
after carry  on  the  business  now  conducted  by  Ladenburg,  Thalmann  &  Co. 

The  term  Standard  means  not  only  the  present  corporation  of  Standard  Gas 
and  Electric  Company,  hut  any  person,  firm,  association  or  corporation  which 
may  hereafter  carry  on  the  business  now  conducted  by  Standard  Gas  and 
Electric  Company. 

The  term  Bylleshy  means  not  only  the  present  corporation  of  H.  M.  Byllesby 
and  Company,  but  any  person,  firm,  association  or  corporation  which  may  here- 
after carry  on  the  business  now  conducted  by  H.  M.  Byllesby  and  Company. 

In  witness  whereof  the  parties  hereto  have  duly  executed  these  presents 
under  seal  as  of  the  date  hereof. 

[seal]  Ladenburg,  Thalmann  &  Co.,   (L.  S.) 

By  Mokitz  Rosenthal 

H.  M.  Byllesby  and  Company. 
By  J.  J.  O'Brien,  President. 
Attest:  C.  H.  O'Reilly, 

Secretary. 
[seal]  Standard  Gas  and  Electric  Company, 

By  B.  W.  Lynch,  Vice  President. 
Attest :  M.  A.  Morrison, 

Secretary. 


Exhibit  No.  1927 

[From  Docket  31-420,  Securities  and  Exchange  Commission] 

Memorandum  of  Agreement  Between  H.  M.  Byllesby  and  Company  (Herein- 
after Called  Byllesby)  and  Standard  Gas  and  Electric  Company  (Here- 
inafter Called  Standard),  Dated  June  19,  1925. 

Whereas,  Standard  and  Byllesby  in  the  year  1924  formed  Standard  Power 
:md  Light  Corporation  under  the  laws  of  the  State  of  Maryland,  which  ha's  an 
issued  capitalization  of  100,000  shares  of  Preferred  Stock  without  par  value  and 
•100,000  shares  of  Common  Stock  without  par  value,  of  which  180,000  shares  of 
Common  Stock  are  owned  by  Standard  and  120,000  shares  of  Common  Stock  are 
owned  by  Byllesby ;  and 

Whereas,  Byllesby  has  acquired  a  majority  of  the  outstanding  stock  of  United 
Railways  Investment  Company  and  a  substantial  number  of  shares  of  stock  of 
Pittsburgh  Utilities  Corporation,  winch  corporations  together  control  Philadel- 
phia Company,  which  in  turn  controls  a  large  public  utility  and  street  railway 
system  in  and  ahout  Pittsburgh,  Pennsylvania ;  and 

Whereas,  Standard  desires  to  acquire  an  interest  in  said  public  utility  and 
street  railway  system  but  neither  Standard  nor  Byllesby  is  able  to  acquire  any 
measure  of  control  in  respect  thereof  by  reason  of  the  existence  of  certain  voting 
trusts  which  are  controlled  by  Ladenburg,  Thalman  &  Co. ;  and 

Whereas,  Standard  and  Bylleshy  have  for  some  months  been  in  negotiations 
with  Ladenburg,  Thalmann  &  Co."  and  have  reached  the  basis  of  an  agreement 
with  said  Ladenburg.  Thalmann  &  Co.,  by  virtue  of  which  Ladenburg,  Thalmann 
&  Co.  shall  surrender  one-half  control  and  retain  onedialf  control,  as  well  as  a 
one-half  interest  in  the  equity;  and 

Whereas,  said  one-half  control  rs  to  be  exercised  by  Ladenburg,  Thalmann  & 
Co.  by  the  ownership  of  one-half  of  the  voting  stock  in  two  new  corporations 
to  be  formed,  to-wit.  Standard  Power  and  Light  Corporation  to  be  formed  under 
the  laws  of  the  State  of  Delaware  to  own  a  controlling  interest  in  Pittsburgh 
Utilities  Corporation  and  United  Railways  Investment  Holding  Corporation  to 
be  formed  under  the  laws  of  the  State  of  Delaware  to  own  a  controlling  interest 
in  United  Railways  Investment  Company  (which  corporation  has  a  valuable 
asset,  interest  in  Pittsburgh  Utilities  Corporation  but  not  a  controlling  interest 
enabling  it  to  control  the  Philadelphia  Company  system  which  control  is  vested 
in  Pittsburgh  Utilities  Corporation)  ;  and 

Whereas,  Standard  Power  and  Lisrht  Corporation  (of  Maryland)  will  acquire 
100,000  shares  of  the  Preferred  Stock  of  the  new  Standard  Power  and  Light 
Corporation  (of  Delaware)  and  410,000  shares  of  its  common  stock  for  a  con- 
sideration of  $11,400,000  and  distribute  100,000  shares  of  Preferred  Kt-ck  and 
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110,000  shares  of  Common  Stock  of  said  Delaware  corporation  to  the  holders 
of  Trust  Receipts  calling  for  the  delivery  of  100,000  shares  of  its  Preferred 
Stock  and  100,000  shares  of  its  Common  Stock  and  will  distribute  the  remaining 
300,000  shares  of  Common  Stofk  of  said  Delaware  corporation  to  Byllesby  and 
Standard  in  lieu  of  the  300,000  shares  of  its  common  stock  now  severally  held 
by  them  as  aforesaid;  and 

Whekeas  Byllesby  and  Standard,  pursuant  to  arrangement  with  Ladenburg, 
Thalmann  &  Co.,  will  be  obligated  to  deliver  to  said  Ladenburg,  Thalmann  & 
Co.  150,000  out  of  the  said  300,000  shares  of  common  stock  of  said  Delaware 
corporation;  and 

Whereas,  said  Standard  Power  and  Light  Corporation  (of  Delaware)  will 
issue  30,000  shares  of  Class  B  Common  Stock,  constituting  its  sole  voting  stock, 
of  which  only  15,000  shares  will  be  issued  to  Ladenburg,  Thalmann  &  Co.,  the 
remaining  15,000  shares  being  issuable  to  Standard  and  Byllesby,  and  Byllesby 
claims  the  right  to  subscribe  to  two-fifths  thereof  by  reason  of  its  proportionate 
interest  in  the  common  stock  of  Standard  Power  and  Light  Corporation  (of 
Maryland)  and  Standard  is  anxious  to  subscribe  to  the  whole  thereof  and  ex- 
clude Byllesby  from  subscribing  to  any  part  thereof,  so  that,  if  there  should  be 
any  future  diversity  of  interest  between  Standard  and  Byllesby,  Standard  would 
not  be  in  the  position  of  holding  a  minority  interest;  and 

Whekeas,  Standard  is  desirous  of  acquiring  the  asset  value  incident  to  the 
ownership  of  a  majority  of  the  stock  of •  United  Railways  Investment  Company 
to  be  represented  by  the  70.000  shares,  of  the  par  value  of  $100  each,  of  Pre- 
ferred Stock  of  United  Railways  Investment  Holding  Corporation; 

Now,  Therefore,  this  memorandum  of  agreement  disposes  of  all  the  foregoing 
matters  as  follows : 

1.  Standard  shall  have  the  sole  right  to  subscribe  to  the  15,000  shares  of  voting 
stock  of  the  new  Standard  Power  and  Light  Corporation,  and  Byllesby  sur- 
renders its  right  to  subscribe  to  the  same,  in  consideration  whereof  Standard 
agrees  to  pay  to  Byllesby  the  sum  of  $800,000  and  to  contribute  130,000  out  of  the 
150,000  shares  of  common  stock  of  Standard  Power  and  Light  Corporation  to 
be  paid  to  Ladenburg,  Thalmann  &  Co.,  and  Byllesby,  in  further  consideration 
for  the  aforesaid  agreements  of  Standard,  agrees  to  contribute  the  remaining 
20,000  shares  of  said  common  stock  to  be  paid  to  Ladenburg,  Thalmann  &  Co. 
and  to  make  to  Standard  a  fair  cash  allowance,  estimated  at  $125,000,  as  income 
on  its  investment  in  Standard  Power  and  Light  Corporation  of  Maryland. 

2.  Byllesby  agrees  to  sell  to  Standard  and  Standard  agrees  to  purchase  from 
Byllesby  as,  if  and  when  issued  the  aforesaid  70,000  shares  of  preferred  stock 
of  United  Railways  Investment  Holding  Corporation  for  the  sum  of  $7,000,000 
and  Byllesby  in  further  consideration  agrees  to  pay  to  Standard  from  time  to 
time  while  Standard's  investment  in  such  stock  shall  not  be  income-producing, 
sums  equivalent  to  a  fair  rate  of  dividends  on  said  shares  of  preferred  stock. 

3.  Based  on  the  foregoing  adjustment,  Byllesby  and  Standard  mutually 
agree  with  one  another  to  enter  into  the  proposed  contract  with  Ladenburg, 
Thalmann  &  Co.  of  whieh_the  terms"  have  been  substantially  settled  by  the 
negotiations  aforesaid. 

H.  M.  Byllesby  and  Company 
By  R.  W.  Graf, 

Vice  President 
Standard  Gas  and  Electric  Company 
By  B.  W.  Lynch 

Vice  President 


"Exhibit  No.  1H28,"  introduced  on  p.  12553,  is  on  file  with  the  Securities  and 

Exchange  Commission 


CONCENTRATION  OF  ECONOMIC  POWER 


12867 


oooooooo 

gg'ggg'gg'g 


MM 


Wfc-  03  W 
Eh  CO 


•3  8 
"« -5 
■5  «o 

CO     *- 

CQbt 


VI 


CO 


CO 


". 


i*       -s 


,30 


"3  a--  3 


n  in  k. 

js  3  o 


r1*3  °3  • 


«|3 

03  ^  «3   ki 


«  So 


OOOOOVCOCD 

o  d  oi  oi  Ol  '^  Ol  O) 


CM  Tl<  (N  C-»  C<  CM  IN  CM 


io*ocMCMCMcoeoco 

CM--1«CMCMCMCMCMCM 


ooooqoSq 

85oo552o 
ooooo    „o 

— I  cn  >a  -H  co  cm  °°  «» 


CO  -^t-H  »-l  Oi"| 
O'CMC^''  ' 


cm  cm; 


O  QOOrt  gen  g 

M3ddg,dg,6 

.2^00  |ofo 

g  £  6£  CJ)1-'  oil1-'  SI) 

i=>  033.53.23 

.P"  O  CD'S  CD'S  0) 

"■goaO'o»| 

gSe  a3.S  a>,2  « 
£■3  d  3  3  3  3  3 

•HCMCO-^IOCo't^od 


03   53 


CP^ 
W^ 


.od 

s"2 


as 


03  >> 
03 

la 
o  8 

3  Q. 
3& 

CD  rj 

o"S 

25  .. 

CO  ®S 
Sol 

u  -  s 

CD  O  CO 

g  2  co 
2  *  o 

t^rt  CD 


C3.SQ 

.&a  . 
•jao 

Sow 


a§g 

z  "^ 

t.o 

§  o  e 
5>,S 

too  §• 

03  ft 
OVJ 


124491-  -pt.  24- 


-36 


2868       CONCENTRATION  OF  ECONOMIC  POWER 

"Exhibit  No.  1930,"  introduced  on  p.  12555,  is  on  file  with  the  committee. 


Exhibit  No.  1981 
[From  Docket  31-^20,  Securities  and  Exchange  Commission] 

Note:  Figures  in  brackets  refer  to  pages  of  the  original. 

December  21,  1929. 
Memorandum  : 

Banking 

In  view  of  the  fact  that  it  is  anticipated  that  United  States  Electric  Power 
Corporation  and  H.  M.  Byllesby  and  Company  will  each  have  a  very  large  invest- 
ment in  Standard  Power  and  Light  Corporation,  and,  through  it,  in  Standard 
Gas  and  Electric  Company,  it  is  deemed  advisable  to  provide,  so  far  as  is  prac- 
ticable, at  the  present  time,  for  strong  and  continued  financial  support  in  con- 
nection with  these  companies  and  their  respective  subsidiaries,  sub-subsidiaries 
and  affiliated  companies  which  will,  from  time  to  time,  require  the  services  of 
bankers  in  the  placing  of  issues  of  securities  necessary  to  raise  money  to  defray 
expenditures  needed  in  the  public  interest,  to  refund  existing  obligations  and 
for  other  and  necessary  or  advisable  corporate  purposes.  To  that  end,  United 
States  Electric  Power  Corporation  and  H.  M.  Byllesby  and  Company  contem- 
plate that  all  financing  for  Standard  Power  and  Light  Corporation  and  Standard 
Gas  and  Electric  Company,  and  their  respective  subsidiaries,  sub-subsidiaries, 
and  affiliated  companies,  shall  be  undertaken  as  to  interest  and  liability  therein, 
at  original  cost,  as  follows,  provided  in  each  instance  that  the  terms  and  condi- 
tions of  such  financing  shall  be  undertaken  on  fair  prices  and  on  fair  terms, 
considering  the  market  conditions  at  the  time : 

United  States  Electric  Power  Corporation 75% 

H.  M.  Byllesby  and  Company 25% 

[2]  The  foregoing  is  subject  to  the  provisions  hereafter  made  relating  to  the 
interests  of  others  in  Philadelphia  Company  financing. 

In  view  of  the  fact  that  Ladenburg,  Thalmann  &  Co.  have  for  many  years  been 
associated  in  financing  of  the  Philadelphia  Company  and  its  subsidiaries,  and  in 
view  of  the  further  fact  that  Philadelphia  Company  will  become  one  of  the  im- 
portant subsidiaries  of  Standard  Gas  and  Electric  Company,  it  has  been  deemed 
advisable  that  Ladenburg,  Thalmann  &  Co.  shall  be  a  party  to  this  memorandum. 

OTHER  BANKING  HOUSES 

1.  The  provisions  of  this  section  are  not  applicable  to  Philadelphia  Company 
financing  which  is  dealt  with  below. 

2.  As  to  all  other  financing  by  Standaru*Power  and  Light  Corporation  and 
Standard  Gas  and  Electric  Company  and  their  respective  subsidiaries,  sub-sub- 
sidiaries and  affiliated  companies,  all  existing  agreements  relating  to  banking 
and  involving  the  services  of  other  banking  houses  shall  be  disregarded  by  H.  M. 
Byllesby  and  Company  and  United  States  Electric  Power  Corporation  in  dealing 
with  the  respective  companies. 

3.  In  the  event  that  H.  M.  Byllesby  and  Company  and  United  States  Electric 
Power  Corporation  shall  mutually  agree  to  permit  other  banking  houses  to  join 
with  them  in  [3]  any  piece  of  financing  involving  Northern  States  Power  Com- 
pany, Louisville  Gas  and  Electric  Company,  Oklahoma  Gas  and  Electric  Com- 
pany and  San  Diego  Consolidated  Gas  and  Electric  Company  (this  provision 
applying  only  to  respective  properties  as  they  now  exist  and  the  extensions 
thereof),  United  States  Electric  Power  Corporation  agrees  that  II.  M.  Byllesby 
and  Company  shall  have  an  interest  and  liability  in  such  financing  of  not  less 
than  20%.  irrespective  of  what  interests  may  be  granted  in  any  such  financing 
to  other  banking  houses. 

4.  In  the  event  that  H.  M.  Byllesby  and  Company  and  United  States  Electric 
Power  Corporation  shall  mutually  agree  to  permit  other  banking  houses  to 
join  with  them  in  any  piece  of  financing  involving  any  other  company  covered 
by  this  memorandum  or  any  new  properties  acquired  by  Standard  Power  and 
Light  Corporation,  Standard  Gas  and  Electric  Company,  and  their  respective 
subsidiaries,  sub-subsidiaries  and  affiliated  companies,  the  interest  of  such  other 
banking  houses  shall  be  provided  for  ratably  out  of  their  respective  basic 
interests  by  United  States  Electric  Power  Corporation  and  H.  M.  Byllesby  and 
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Company,  that  is,  United  States  Electric  Power  Corporation  shall  provide  75% 
thereof  and  H.  M.  Byllesby  and  Company  shall  provide  25%  thereof. 

LEADERSHIP 

H.  M.  Byllesby  and  Company  is  to  have  leadership  [4]  in  all  financing  of  Stand- 
ard Gas  and  Electric  Company  itself  and  Oklahoma  Gas  and  Electric  Company 
and  the  subsidiaries  of  the  latter.  Bankers  selected  by  United  States  Electric 
Power  Corporation  are  to  have  the  leadership  in  all  financing  of.  Standard 
Power  and  Light  Corporation  and  its  subsidiaries  and  sub-subsidiaries  and  affil- 
iated companies  (other  than  Standard  Gas  and  Electric  Company  itself  and 
Oklahoma  Gas  and  Electric  Company  and  the  subsidiaries  of  the  latter)  aud  all 
subsidiaries,  sub-subsidiaries  and  affiliated  companies  of  Standard  Gas  and 
Electric  Company. 

In  all  cases  in  which  H.  M.  Byllesby  and  Company  has  leadership,  a  banking 
firm  affiliated  with  and  selected  by  United  States  Electric  Power  Corporation 
shall  have  second  position.  In  all  cases  in  which  a  banking  firm  selected  by 
United  States  Electric  Power  Corporation  has  leadership,  H.  M.  Byllesby  and 
Company  shall  have  second  position  subject  only  as  hereinafter  provided  in 
respect  to  Philadelphia  Company  and  subsidiaries. 

SYNDICATE   MANAGERS 

In  connection  with  any  financing,  it  is  understood  and  agreed  that  whether 
H.  M.  Byllesby  and  Company  or  a  banking  house  selected  by  United  States 
Electric  Power  Corporation  leads  the  business,  the  banking  house  leading  the 
business  shall  keep  the  books  of  account,  send  out  all  necessary  notices  and 
shall  be  the  operating  manager  of  the  [5]  syndicate,  in  accordance  with  general 
practice.  The  association  of  other  members  as  joint  syndicate  managers  of  any 
group  purchasing  securities  shall  be  a  matter  of  determination  between  H.  M. 
Byllsby  and  Company  and  United  States  Electric  Power  Corporation  in  all 
cases,  except  with  reference  to  the  Philadelphia  Company,  its  subsidiaries,  sub- 
subsidiaries  and  affiliated  companies,  in  which  it  shall  be  a  matter  of  determi- 
nation by  H.  M.  Byllesby  and  Company,  United  States  Electric  Power  Corpora- 
tion and  Ladenburg,  Thalmann  &  Co.,  up  to  January  17,  1935,  and  thereafter 
shall  be  a  matter  of  determination  by  H.  M.  Byllesby  and  Company  and 
United  States  Electric  Power  Corporation. 

PHILADELPHIA    COMPANY    AND    SUBSIDIARIES 

It  is  contemplated  that  until  January  17,  1935,  the  financing  of  Philadelphia 
Company  and  its  subsidiaries  shall  be  undertaken  as  to  interest  and  liability 
therein  as  follows: 

[6]  By  a  banking  group  heretofore  farmed  by  Ladenburg,  Thalmann  &  Co., 
including  H.  M.  Byllesby  and  Company  and  without  any  association 
therein  of  Harris,  Forbes  &  Co.  or  Harris  Trust  and  Savings  Bank 50% 

By  United  States  Electric  Power  Corporation,  including  Harris,  Forbes  & 
Co.  and  Harris  Trust  and  Savings  Bank 50% 

After  January  17,  1935,  it  is  contemplated  that  all  financing  of  Philadelphia 
Company  and  its  subsidiaries  shall  be  undertaken  as  to  interest  and  liability 
therein  as  follows: 

By  United  States  Electric  Power  Corporation- '. 65% 

By  H.  M.  Byllesby  and  Company -i__    25% 

By  Ladenburg,  Thalmann  &  Co 10% 

Until  January  17,  1935,  (a)  in  case  of  financing  of  the  Philadelphia  Com- 
pany, second  place  is  to  be  taken  by  H.  M.  Byllesby  and' Company,  and  third 
place  by  Ladenburg,  Thalmann  &  Co. ;  (b)  in  the  case  of  financing  of  Duquesne 
Light  Company,  second  place  is  to  be  taken  by  Ladenburg,  Thalmann  &  Co., 
and  third  place  by  H.  M.  Byllesby  and  Company,  and  (c)  in  the  case  of  any 
other  subsidiary  of  Philadelphia  Company,  H.  M.  Byllesby  and  Company  and 
Ladenburg,  Thalmann  &  Co.  are  to  alternate  in  second  and  third  places  in 
accordance  with  their  present  arrangement.  After  January  17,  1935,  it  is 
contemplated  that  the  position  of  Ladenburg,  Thalmann  &  Co.  in  such  financing 
shall  follow  the  position  of  every  other  banking  house  having  an  interest  and 
liability  in  said  financing  of  15%  or  more;  provided  that  in  any  case  Laden- 
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burg,  Thalmann  &  Co.,  without  surrendering  its  interest  and  liability  in  said 
financing,  may  decline  publicly  to  appear  therein. 

The  foregoing  provisions  as  to  the  Philadelphia  Company  and  its  subsidiaries 
apply  only  to  the  properties  and  to  the  extensions  of  Philadelphia  Company  and 
its  subsidiaries  as  they  now  exist.  On  the  other  hand,  if  Philadelphia  Company 
and/or  any  of  its  subsidiaries  shall  be  transferred  to  outside  interests  and  other 
properties  are  acquired  by  Standard  Gas  and  Electric  Company  or  Standard 
[7]  Power  and  Light  Corporation  in  lieu  thereof,  the  aforesaid  banking  arrange- 
ments as  to  Philadelphia  Company  shall  apply  to  such  substitute ;  provided  that 
if  the  consideration  for  the  acquisition  of  such  substitute  shall  include  a  sub- 
stantial amount  of  cash  or  substantial  properties  or  securities  other  than  the 
Philadelphia  Company  and/or  any  of  its  subsidiaries  and  if  the  gross  earnings 
of  such  substitute  shall  exceed  the  gross  earnings  of  the  Philadelphia  Company 
and/or  any  of  its  subsidiaries  (as  the  case  may  be)  so  substituted,  then  the  inter- 
est of  Ladenburg  in  the  financing  of  such  substitute  shall  be  reduced  in  the  pro- 
portion that  the  gross  earnings  of  such  substitute  bear  to  the  gross  earnings  of 
the  Philadelphia  Company  and/or  any  of  its  subsidiaries  (as  the  case  may  be) 
so  substituted. 

The  foregoing  is  without  prejudice  to  any  arrangement  which  may  be  made  in 
the  future  by  mutual  consent  to  include  Ladenburg,  Thalmann  &  Co.  in  some 
share  of  the  general  financing  of  Standard  Gas  and  Electric  Company  and  its 
subsidiaries. 

MISCELLANEOUS  PROVISIONS 

Nothing  in  the  foregoing  is  to  be  deemed  to  exclude  the  possibility  of  financing 
by  Standard  Power  and  Light  Corporation  of  Standard  Gas  and  Electric  Com- 
pany or  their  respective  subsidiary  or  sub-subsidiary  or  affiliated  corporations 
without  the  intervention  of  bankers  as  distributors  or  securities  or  underwriters 
by  direct  offering  of  [8]  securities  to  their  stockholders  or  to  their  customers.  It 
is  contemplated  that  all  customer  ownership  companies  shall  be  conducted  by 
H.  M.  Byllesby  and  Company  as  heretofore,  but  without  substantial  profit  to 
them. 

H.  M.  Byllesby  and  Company 
By  J.  H.  Briggs   (Sgd.)    Vice-President. 

United  States  Electric  Power  Corporation 
By  Victor  Emanuel   (Sgd.)   President 

Ladenburg,  Thalmann  &  Co. 
By  Walter  T.  Rosen  (Sgd.)  General  Partner 


"Exhibit  No.  1932"  appears  in  full  in  the  text,  p.  12563. 


Exhibit  No.  1933 
[Prom  the  files  of  Schroder  Rockefeller  &  Co.,  Inc.     Memorandum  by  Carlton  P.  Puller] 

May  16,  1929. 
STANDARD  gas  &  electric  company 

A  letter  on  present  status  for  London: 

(1)  Our  cable  No.  361  of  April  12th  outlined  the  possibility  of  litigation  in 
which  we  did  not  desire  to  become  involved  and  their  reply  No.  183  of  April  13th 
agreed  with  this  attitude  and  suggested  that  Harrison  Williams  and  Electric 
Shareholdings  press  the  attack.  No  communication  with  London  has  taken  place 
since,  but  the  following  events  have  occurred : 

(2)  G.  Reginald  Schumann  as  nominee  for  Hydro-Electric  signed  a  letter 
addressed  to  Standard  Gas  &  Electric  in  conjunction  with  other  stockholders 
demanding  access  to  the  books.     This  demand  was  refused. 

(8)  Emanuel's  next  step  was  to  collect  proxies  fa  the  annual  meeting  of 
Standard  Gas,  which  was  held  May  15th.  He  procured  217,000  shares  which 
were  voted  against  Byllesby's  nominations  for  directors. 

(4)  Schumann  signed  a  proxy  for  Hydro-Electric  stock  in  his  name  and  in 
favor  of  Emanuel's  men- upon  cable  authorization  froii  Fisher. 

(5)  Emanuel  now  asks  Schumann  as  nominee  to  sign  two  further  letters: 
(a)  a  letter  to  Siegbert  &  Riggs,  authorizing  them  to  represent  the  stock  in  his 
name  in  legal  proceedings  against  Standard  Gas  (6)   A  letter  to  Standard  Gas 
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&  Electric  Company  in  complete  legal  detail  demanding  access  to  their  books 
and  setting  forth  the  reasons  for  such  demand,  presumably  to  be  submitted  to 
the  court  upon  another  refusal  of  the  Standard  Gas.  Fisher  has  cabled  special 
authorization  to  Schumann  to  sign  the  letter  to  Siegbert  &  Riggs  under  (a)  above. 

Mr.  A.  Dulles  states  that  there  is  no  posisbility  of  Schrobanco  being  drawn 
into  these  proceedings  officially.  It  is  of  course  possible  that  in  the  course  of 
the  trial  some  lawyer  might  refer  to  Schumann  as  employee  of  Schrobanco,  and 
it  is  quite  probable  that  our  close  relations  to  Fisher  and  Hydro  Electric  and 
Lowenstein  will  tend  to  identify  us  in  the  public  mind  with  the  litigation.  Inci- 
dentally, Mr.  Dulles  says  that  this  case,  if  it  comes  to  trial,  will  be  followed 
with  the  closest  interest  by  all  lawyers  and  will  doubtless  be  one  of  the  outstand- 
ing cases  of  the  year,  since  it  will  make  law  on  this  particular  subject. 

Emanuel  has  sent  Fisher  rather  complete  details  which  London  might  ask 
Fisher  to  show  them. 

(Initialed:)   CPF  :AB 

Exhibit  No.  1934 

[From  the  files  of  Schroder  Rockefeller  &  Co.,  Inc.     Cable  from  Frank  Tiarks  to  J.  Henry 
Schroder  &  Co.,  London] 

OUTGOING    CABLE 

J.  Henry  Schroder  Banking  Corporation,  . 

New  York,  October  15th,  1928. 
FCTNO 

SCHRODPRIV, 

J.  Henry  Schroder  &  Co., 

London. 
No.  277 

Second  meeting  with  Emanuel  today  shows  that.  O'Brien  not  yet  anxious  to  play 
with  us  but  still  nervous  of  our  attitude  as  important  shareholders  towards  his 
$1,000,000.  preferred  stock  control     Stop 

Emanuel  convinced  that  Standard  Gas  better  and  cheaper  investment  today 
than  any  of  Hydro  holdings  as  price  kept  down  by  existence  of  preferred  control 
stock  Stop 

Emanuel  and  we  all  advise  immediate  sale  of  all  Central  States  Electric  Buffalo 
Niagara  Southeastern  Power  &  Light  with  a  view  to  investing  part  or  all  proceeds 
in  Standard  Gas  and  thus  improving  our  investment  and  strengthening  our  posi- 
tion vis-a-vis  O'Brien     Stop 

Emanuel  is  seeing  O'Brien  again  next  week  and  proposes  to  alter  his  tactics 
telling  him  we  have  increased  our  holdings  and  have  intention  of  further  increas- 
ing   Stop 

Also  that  we  are  not  anxious  to  buy  his  preferred  stock  as  we  doubt  validity  and 
fear  public  enquiry     Stop 

In  view  of  O'Briens  fears  Emanuel  feels  we  can  obtain  representation  on  board 
and  interest  in  finance  as  large  shareholders  and  have  such  a  nuisance  value  as 
critics  of  all  Byllesby  operations  as  to  make  preferred  stock  of  little  value  to 
them    Stop 

Plan  is  to  force  O'Brien  to  join  Emanuel  and  ourselves  in  all  financial  operations 
of  Standard  Gas  and  between  us  gradually  obtain  real  control  of  common  stock 
instead  of  trick  control  as  now  held  by  Byllesby     Stop 

If  O'Brien  inclined  to  cooperate  on  these  lines  corporation  would  be  formed 
along  lines  described  in  my  notes  mailed  to  Baron  into  which  Emanuel  and  Hydro 
would  place  all  their  Standard  Gas  common  and  O'Brien  would  place  his  preferred 
stock  and  some  Byllesby  stock  in  exchange  for  common  stock  of  corporation  for 
amounts  to  be  agreed     Stop 

This  corporation  would  proceed  to  acquire  real  control  and  finance  its  operations 
by  means  of  bank  borrowing  followed  by  issues  of  stock  and  bonds     Stop 

Next  steps  contemplate  very  important  mergers  of  companies  known  to  Fisher 
Stop 

As  regards  our  holding  North  American  we  propose  seeing  Harrison  Williams 
with  a  view  to  forcing  them  either  to  bid  us  a  good  price  for  bulk  our  holdings 
or  give  us  an  intimate  position  in  all  his  operations  which  Emanuel  believes  might 
be  very  valuable  to  us  all     Stop 

This  policy  of  cooperation  with  O'Brien  seems  to  us  far  wiser  and  safer  than 
buying  ourselves  at  a  high  price  into  the  Byllesby  position  which  even  O'Brien 
seems  not  too  happy  about  and  far  less  cash  will  be  required  from  us    Stop 
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Should  appreciate  your  prompt  reaction  on  these  ideas  and  authority  if  favor- 
able to  proceed  with  negotiations  O'Brien  Harrison  Williams  and  immediate  sale 
of  above  mentioned  stocks     Stop 
Regards. 

Frank. 


Exhibit  No.  1935 

[From  the  files  of  Schroder  Rockefeller  &  Co.,  Inc.] 

Copy  of  Cable  from  Fisheb  to  Loewenstol,  Brussels,  October  19,  1929 

Subject  to  our  counsel  and  Byllesbys  counsel  coming  to  terms  between  them 
upon  language  of  series  of  written  agreements  embodying  undermentioned  settle- 
ment we  have  settled  with  Standgas  board  after  long  and  exhaustive  negotiations 
on  following  conditions  firstly  Byllesby  surrender  their  one  million  preferred  for 
cancellation  secondly  Stands  board  equally  divided  our  group  appoints  chair- 
man company  and  chairman  finance  committee  Byllesby  keep  presidency  thirdly 
Usepco  buys  Ladenburgs  position  in  Standpower  and  Light  representing  37  ^ 
percent  of  common  stock  of  that  company  stop  Board  of  that  company  equally 
divided  our  group  appoints  chairman  company  and  chairman  executive  commit- 
tee Byllesby  appoints  president  and  chairman  finance  committee  fourthly  new 
company  formed  v«  h  will  become  shareholder  of  half  all  ( Standgas  common 
outstanding  board  this  company  equally  divided  our  group  appoints  chairman 
of  company'  and  of  ,  xecutive  committee  Byllesby  receives  presidency  and  chair- 
manship of  finance  committee  our  group  appoints  all  officers  stop  Will  explain 
to  you  on  my  return  by  what  series  of  transactions  this  new  company  becomes 
possessed  of  half  all  Standgas  common  outstanding  stop  It  will  therefore  own 
control  Standgas  fifthly  Byllesby  entitled  continue  manage  properties  but 
Standgas  bylaws  to  be  altered  by  inserting  express  provision  that  affirmative  vote 
of  three  quarters  of  all  directors  necessary  for  any  of  following  acts  purchase 
properties  sell  properties  purchase  securities  sell  securities  alter  rates  conclude 
any  power  contacts  over  10000  k.  w.  any  change  in  bookkeeping  practice  deter- 
mine public  relations  fix  maintenance  and  depreciation  approve  annual  budget 
decide  new  construction  vote  subsidiary  shares  issue  securities  declare  dividends 
merge  with  other  companies  stop  This  gives  us  full  power  protect  our  invest- 
ment and  means  our  cooperation  necessary  for  everything  material  sixthly  our 
group  receives  75  percent  of  banking  which  means  issuance  new  securities  to 
provide  for  annual  growth  parent  company  and  subsidiaries  totalling  thirty  to 
sixty  million  dollars  seventhly  when  steps  to  accomplish  above  completed  we  with- 
draw our  legal  action  stop  Emanuel  has  borne  largest  share  work  and  deserves 
great  credit  please  communicate  above  confidentially  Tabri  Baron  Schroder 

Fisher. 


Exhibit  No.   1936 

[From   the   Files   of   Schroder   Rockefeller  &    Co.,   Inc.      Cable  from   J.    Henry    Schroder 
Banking  Corporation,  New  York,  to  J.  Henry  Schroder  &  Co.,  London] 

From  issues  Department. 

Send  the  following  Cable  and  Charge :  Date  September  12,  1929. 

Expense        Addressee  Account :  #1. 

To  scHBODPRiy,  London.  Authorized  JLS.  CPE 

(Handwritten) 

Reference  United  States  Electric  Power  Corporation  your  Wednesday  cable 
to  Fisher  could  not  have  presented  situation  more  effectively  and  it  made  deep 
impression  on  him  stop  As  result  your  wire  and  our  efforts  he  has  reopened 
question  our  position  stop  We  understand  Fisher  cabling  you  tonight  that 
company  organizers  agree  give  us  representation  provided  Baron  Schroder  would 
also  accept  invitation  join  board  stop  We  of  course  recognize  senior's  general 
reluctance  assume  new  directorships  but  feel  present  case  extraordinarily  im- 
portant stop  Company  will  undoubtedly  wield  considerable  influence  in  Amer- 
ican utility  field  and  presence  of  Chellis  Austin  new  president  of  Equitable 
Trust  and  three  Harris  Forbes  partners  on  board  assures  dignity  and  standing 
stop  Believe  senior's  joining  board  accompanied  by  representative  of  Schro- 
banco  would  give  us  real  weight  in  situation  and  enable  us  through  our  efforts 
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here  work  out  interesting  banking  position  with  Harris  Forbes  stop  As  you 
know  Gray  is  convinced  that  present  period  is  probably  only  opportunity  for 
Schrobanco  to  gain  foothold  in  utility  regroupings  of  this  country  stop  That 
is  why  we  have  made  such  efforts  obtain  position  in  present  combination  of 
interests  stop  Furthermore  while  we  have  no  assurance  we  think  if  senior 
later  desires  withdraw  in  favor  some  other  Lou  'on  partner  this  could  probably 
be  arranged  stop  Therefore  hope  earnestly  senior  may  s«.^,  way  clear  make 
exception  this  instance  and  accept  invitation  stop  Final  arrangements  being 
completed  rapidly  therefore  important  have  reply  early  as  convenient. 

(Stamped:)  Cable  Dept.,  J.  Henry  Schroder  Banking  Corp.,  N.  Y.,  Sep.  12, 
1929. 

Received  R;  Time 


Exhibit  No.  1937 

[From    the    Files   of   Schroder   Rockefeller    &   Co.,    Inc.     Cable  from   Baron   Schroder   to 

C.  L.  Fisher] 

[Western  Union] 

CD34= CABLE     LONDON     110     1/49  Authorized  JLS.  CPF 

LCo  Schkodpuv  For  Fisher — NYK —  (Handwritten) 

Greatly  appreciate  your  efforts  in  interest  of  Schrobanco  and  although  as 
you  know  I  never  accept  directorships  I  wish  to  show  you  and  your  colleagues 
my  appreciation  of  their  good  will  by  accepting  the  position  on  the  board 
understanding  of  course  that  Schrobanco  has  a  fair  position  in  the  banking 
arrangements  to  which  end  you  will  doubtless  assist  them  stop  Although  I 
have  accepted  this  kind  offer  please  tell  your  associates  that  I  should  much 
prefer  in  their  own  and  your  interest  to  nominate  my  son  who  will  be  more  often 
in  New  York  than  I  and  who  is  sailing  for  New  York  on  Wednesday. 

Baron  Schroder. 


Exhibit  No.  1938 

[From  the  files  of  Schroder  Rockefeller  &  Co.,  Inc.     Cable  from  J.  Henry  Schroder  Bank- 
ing Corp.,  New  York,  to  Baron  Schroder] 

From  Issues  Department.  Date  September  13,  1929. 

Send  the  following  Cable  and  Charge :  Account : 

Expense        Addressee  Authorized :  JLS.  CPF 
To  Schrodpriv  for  Baron  Schroder  (Handwritten) 

Your  W 

United  States  Electric  Power  Corporation  satisfactory  conversation  with 
Harris  Forbes  makes  us  feel  we  shall  receive  fair  position  in  banking  business 
stop  We  are  deeply  appreciative  of  your  acceptance  which  we  realize  was 
most  unusual  departure  and  was  purely  to  further  Schrobanco's  interests  stop 
Hope  that  new  connection  can  be  developed  in  manner  to  justify,  present  decision 
and  shall  certainly  bend  every  effort  to  that  end  stop  Have  communicated 
substance  of  foregoing  to  Fisher  and  understand  he  is  cabling  tonight. 

(Stamped:)  J.  Henry  Schroder  Banking  Corp.,  N.  Y.,  Sep.  13,  1929 


Exhibit  No.  1939 

[From   the  files  of  Schroder  Rockefeller  &   Co.,   Inc.     Cable   from   Baron  Schroder  to  J. 
Henry  Schroder  Banking  Corp.,  New  York] 

[Original] 
Cablegram  Date  sent  9/13/29 

From  Schrodpriv  Date  rec'd  9/13/29 

Baron  Schroder, 

London 
477 

See  my  cable  Fisher  in  which  I  have  accepted  directorship  subject  to  your 
receiving  fair  position  in  banking  business  stop     I  have  only  done  this  in  the 
interest  of  Schrobanco. 
642FR 
(Stamped  on  margin  with  check  marks:)  Simpsop;  Issues. 
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Exhibit  No.  1940-4 


Supplementary  Exhibit  A  to  table  "Securities  sold  to  the  public  by  Standard 
Oas  and  Electric  Company  or  any  of  the  corporations  in  its  system  January 
7,  1930  to  June  1,  1936,  and  percentages  of  participations  therein." 


Title  of  Issue 


Wisconsin  Public  Service  Corp. 

4s  of  1932 

Wisconsin  Public  Service  Corp. 

6s  of  1933 

Wisconsin  Public  Service  Corp. 

5#s  of  1959 

The  California  Oregon  Power 

Co.  4s  of  1966.... 


Date  of 
Issue 


7/15/31 

6/24/32 

3/22/35 

4/6/36 


Amount  of 
Issue 


$2,  500, 000 
2,  500, 000 
7, 000, 000 

13,  500, 000 


Percent- 
age of 
Interest 
of  Out- 
side In- 
vestment 
Banking 
Houses 


10% 
10% 
20% 
31. 10% 


Amount 
of  this 
Per  Cent 
Provided 
by  U.  S. 
E.  P. 


7.  48% 
7.  50% 
15. 00% 
24. 26% 


Per  Cent 
of  Total 
Provided 
by  U.  S. 

E.  P. 
(Col.  2-5- 

Col.  1) 


74.8% 
75.0 
75.0% 
78. 0% 


Amount 
of  this 
Per  Cent 
Provided 
byH.M. 
Byllesby 
&  Com- 
pany 


2.  52% 
2.  50% 
5.00% 
6. 84% 


Per  Cent 
of  Total 
Provided 
byH.M. 
Byllesby 
&  Com- 
pany 
(Col.  4+ 
Col.  1) 


25.  2% 
25. 0% 
25. 0% 
22.0% 


Source:  Perceatage  participations  compiled  from  "Names  of  Issues,  and  Participants  Therein,  of  Se- 
curities Sold  to  the  Public  from  Jan.  1, 1930,  to  Apr.  22, 1938,  by  Standard  Qas  &  Electric  Company  or  any 
of  the  Corporations  in  its  System,"  Commission's  Ex.  No.  20,  together  with  supplementary  data  from 
Commission's  Exhibit  No.  22,  In  the  Matter  of  H.  M.  Byllesby  &  Co.  and  The  Byllesby  Corp.,  Docket  No. 
31-379  and  31-420. 


Exhibit  No.  1940-3 


Supplementary  Exhibit  B  to  Table  "Securities  sold  to  the  public  by  Standard 
Oas  and  Electric  Company  or  any  of  the  Corporations  in  its  System  January 
7,  1930  to  June  1,  1936,  and  Percentages  of  Participations  Therein.'" 


Issues 

Participants 

100,000  Shs.  Philadel- 
phia Co.  $6.  Prior 
Pfd.  Stock  (offering 
date:  6/es/SO),   Per- 
centage     Participa- 
tion 

$5,000,000      Duquesne 
Light  Co.,   iW»  of 
1867    (offering   date: 
SIS/St).     Percentage 
Participation 

U.  S.  E.  P.  Group. 

W.  C.  Langley  &  Co 

23.6% 

16.6 

10.0 

13.5% 

26.5 

A.  C.  Allyn  &  Co 

10.0 

50.0% 

60.0% 

Ladenburg,  Thatmann  Group: 

11.8% 
11.8 

7.6 

7.6 

4.8 

3.8 

2.6 

11.8% 

H.  M.  Byllesby  &  Co - - 

11.8 

7.6 

7.6 

Union  Trust  Co.  (Pittsburgh) 

4.8 

3.8 

2.6 

Sub-total 

60.0% 

60.0% 

Grand  Total - 

100. 0% 

100.0% 

Source:  Percentage  participations  compiled  from  "Names  of  Issues,  and  Participants  Therein,  of  Securi- 
ties Sold  to  the  Public  from  Jan.  1,  1930,  to  Apr.  22,  1938,  by  Standard  Qas  &  Electric  Company  or  any  of 
the  Corporations  in  its  System,"  Commission's  Ex.  No.  20,  together  with  supplementary  data  from  Com- 
mission's Exhibit  No.  22,  In  the  Matter  of  II.  M.  Byllesby  &  Co.  and  The  Byllesby  Corp.,  Docket  No.  31-3/9 
and  31^20. 
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Supplementary  Exhibit  C  to  Table  "Securities  Sold  to  the  Public  by  Standard 
Gas  and  Electric  Company  or  Any  of  the  Corporations  In  Its  System  January 
7,  19S0  to  June  1,  1986,  and  Percentages  of  Participations  Therein." 


$70,000,000  Duquesne  Light  Co.  Zyia  of  1965 
(offering  date:  7/18/35 j 

Participants 

Percentage  Participa- 
tions in  total  issue 

Percentage  Participa- 
tion in  the  74.4%  taken 
by  Byllesby,   Laden- 
burg,  Thalmann,  and 
the  U.  S.  E.  P.  group 

H.  M.  Byllesby  &  Co -.- 

17.6% 
7.6 

11.9 
22.1 

8.9 

6.3 

23.6% 

10.2 

U.  S.  E.  P.  Group: 

W.  C.  Langlcy  &  Co - 

16.0 

29.7 

A.  C.  Allyn&Co     

12.0 

8.5 

Total  U.  S.  E.  P.  Qroup  .                

49.  2% 

66.  2% 

74. 4% 
25.6 

100. 0% 

Total 

100.0 

Source:  Percentage  participations  compiled  from  "Names  of  Issues,  and  Participants  Therein,  of  Secur- 
ities Sold  to  the  Public  from  Jan.  1, 1930,  to  Apr.  22,  1938,  by  Standard  Gas  &  Electric  Company  or  any  of 
the  Corporations  in  its  system,"  Commission's  Ex.  No.  20,  together  with  supplementary  data  from  Com- 
mission's Exhibit  No.  22,  In  the  Matter  ofH.  M.  Byllesby  &  Co.  and  The  Byllesby  Corp.,  Docket  No.  31-379 
and  31-420. 


"Exhibit  No.  1941,"  introduced  on  p.  12576,  is  on  file  with  the  committee. 


"Exhibit  No.  1942,"  introduced  on  p.  12576,  is  on  file  with  the  committee. 


Exhibit  No.  1943 

[From  the  files  of  Schroder  Rockefeller  &  Co.,  Inc.     Memorandum  by  Carlton  P.  Fuller] 

General  Evaluation  of  Future  Prospects  of  Standard  Gas  &  Electric 

Corporation 

favorable  points 

1.  Working  capital  position  is  reasonably  satisfactory. 

2.  Depreciation  has  probably  been  adequate,  although  not  generous. 

3.  Of  the  prior  capitalization  of  the  system,  a  fairly  large  amount  (38%) 
is  in  preferred  stock,  allowing  some  elasticity  by  reducing  preferred  dividends 
before  receivership  is  threatened ;  this  is  already  being  taken  advantage  of 
(bonds  form  55%  of  total  capitalization  and  common  stock  7%). 

4.  If  business  improves  without  any  serious  inflationary  period,  a  moderate 
increase  in  the  system's  gross  will  remedy  most  of  the  dangers. 

5.  In  case  of-  inflation  there  is  a  possible  hedge  in  the  $35,000,000  lock-up  in 
Deep  Rock  Oil  now  in  receivership. 

From  point  of  view  of  U.  S.  Electric  Corporation : 

(a)  An  increase  in  gross  for  Standard  Gas  of  only  5%  would  suffice  to  cover 
U.  S.  Electric's  bank  interest,  if  present  costs,  etc.  were  maintained. 

(b)  There  is  considerable  financing  in  the  system  to  be  counted  upon  and 
hitherto  U.  S.  Electric  has  had  a  small  participation  in  the  profits  of  such 
issues. 

UNFAVORABLE   POINTS 

1.  $24,000,000  note  maturity  October  1st,  1935. 

2.  To  take  care  of  this  maturity  it  will  probably  be  necessary  to  offer  some 
sweetening  such  as  stock  of  the  Duquesne  Light  Company  which  Is  the  best 
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asset  of  the  system  and  would   therefore  dilute  the  earnings   of  the  parent 
company. 

3.  16%  of  the  system's  gross  is  from  traction  properties. 

4.  The  parent  company  has  practically  no  interest  in  its  subsidiaries  other 
than  the  common  stock  which  bears  the  brunt  of  any  reduction  in  rates, 
regulations,  etc. 

5.  There  is  no  fundamental  diversification  because  the  system  depends  so 
largely  on  the  Philadelphia  Company  with  its  Duquesne  Light  properties  in 
Pittsburg,  which  could  be  easily  affected  by  a  bad  rate  case,  a  steel  strike,  etc. 
(See  table  attached.) 

6.  The  Philadelphia  Company  has  one  of  the  highest  rates  of  return  on 
investment  of  any  utility  in  the  country,  which  might  well  make  it  a  subject 
of  attack  sooner  or  later. 

7.  The  second  largest  subsidiary,  in  point  of  gross  income,  contributes  only 
2%  of  Standard  Gas'  income  (Northern  States  Power). 

8.  A  smaller,  but  steady  and  dependable  subsidiary,  Louisville  Gas  &  Elec- 
tric, may  eventually  suffer  from  the  Tennessee  Valley  Development  by  the 
Government. 

9.  Income  tax  regulations  eliminating  consolidated  returns  may  cut  down 
Standard  Gas'  net  because  of  its  numerous  subsidiaries. 

10.  An  application  for  rate  reduction  is  now  being  fought  in  the  Northern 
States  territory  and  a  franchise  dispute  is  under  way  in  Minneapolis. 

11.  Unforeseeable  cash  demands  may  arise  from  subsidiaries  which  would 
impair  the  moderately  satisfactory  current  position  of  the  holding  company. 

CPF.DF 
8/10/34 

Exhibit  No.  1944 

[From  the  Files  of  Schroder  Rockefeller  &  Co.,  Inc.     Cable  from  Vanderstraten,  Brussels, 
to  Albert  Emanuel  Company,  New  York] 

[Copy] 

September  13,  1934. 
Bruxelles 
LC     Alemanuel,  New  York: 

Hydro  Committee  surprised  learn  Chasebank  negotiating  with  group  Harrison 
Williams  cession  securities  pledged  by  Usepco  feeling  that  Chasebank  appeared 
disposed  accept  our  proposals  about  which  other  banks  had  to  be  approached 
stop  What  is  present  position  stop  We  suppose  Chasebank  could  not  conclude 
deal  with  Harrison  Williams  without  Usepco's  renunciation  assets  pledged  or 
protracted  formalities  stop  Usepco  under  no  circumstances  must  give  such  renun- 
ciation but  should  endeavor  obtain  consent  Chasebank  that  our  negotiations  be 
postponed  for  few  weeks  until  Fisher's  recovery  stop  Hydro  Committee  cabled 
following  to  Stone  quote  We  understand  Harrison  Williams  group  might  be  nego- 
tiating with  view  to  purchase  by  North  American  of  securities  pledged  by  Usepco 
as  security  for  loan  from  Chasebank  stop  As  you  know  Hydro  largely  interested 
in  Usepco  which  is  negotiating  repayment  loan  stop  Should  be  grateful  if  you 
would  inform  Harrison  Williams  that  we  should  appreciate  if  in  view  excellent 
relations  between  our  respective  groups  he  would  cable  our  Director  Vander- 
straten whose  address  is  CANABELGE  Brussels  details  of  these  alleged  negotia- 
tions which  would  be  detrimental  to  constructive  plan  Usepco  hopes  to  put  forward 
shortly  and  therefore  should  if  possible  be  postponed  until  recovery  of  Fisher 
unquote  Will  advise  you  Stone's  reply  Please  communicate  present  telegram  to 
Usepco  Committee  and  Common    Regards 

Vanderstraten  Canabelge. 


Exhibit  No.  1945 

[From  the  Files  of  Schroder  Rockefeller  &  Co.,  Inc.      Cable  from  Albert  Emanuel   Com- 
pany, New  York,  to  Vanderstraten,  Brussels] 

[Copy] 

September  16,  1934. 
Vanderstraten, 

Canabelge,  Brussels,  (Belgium) 
Reference  your  radiogram  we  convinced  large  and  strong  group  acting  with 
North  American  and  that  they  approached  Chasebank  and  perhaps  one  other  of 
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the  three  banks  to  whom  we  owe  money  stop  Banks  in  position  sell  notes  or 
shares  securing  them  stop  Proposal  submitted  Fisher  was  one  suggested  by 
officer  Chasebank  which  however  was  not  definite  commitment  stop  Arrange- 
ment was  then  negotiated  with  Byllesby  giving  us  option  on  securities  required 
and  after  we  had  satisfied  ourselves  funds  could  be  raised  from  group  we  again 
saw  this  officer  who  in  first  instance  at  our  suggestion  took  it  up  with  one  of 
the  other  banks  and  after  some  interval  told  us  proposition  unsatisfactory 
although  we  still  hoped  proposition  or  something  similar  would  be  acceptable 
stop  As  Fisher  understood  considerable  delay  was  occasioned  by  summer  vaca- 
tions bank  officials  and  at  time  we  learned  of  North  American  negotiations  we 
were  awaiting  counter  suggestion  from  bank  officials  stop  Bank  takes  position 
they  have  been  cooperative  and  lenient  regarding  our  situation  over  long  period 
of  time  but  never  considered  themselves  estopped  from  considering  any  propo- 
sition from  others  stop  We  not  renouncing  any  rights  we  may  have  but  if 
banks  decide  sell  due  attractiveness  other  proposition  we  will  probably  have 
great  difficulty  in  preventing  or  delaying  sale  stop  So  far  we  have  not  been 
able  obtain  consent  for  postponement  negotiations  until  Fisher  able  act  and 
dont  think  we  will  stop  Other  people  seemingly  using  all  possible  pressure 
consummate  quick  deal  stop  We  doing  everything  possible  this  side  and  believe 
might  be  able  make  deal  along  lines  Fishers  proposal  to  Granbery  in  London 
last  March  which  would  not  entail  more  cash  than  proposal  turned  down  but 
would  involve  giving  banks  certain  amount  USEPCO  income  notes  ranking  pari 
passu  with  new  money  which  proposition  would  be  better  than  Fishers  March 
proposal  as  that  entailed  new  money  taking  obligation  or  preferred  stock  rank- 
ing junior  to  notes  given  banks  stop  If  American  group  willing  proceed  along 
these  lines  do  you  think  this  would  be  agreeable  to  you  without  awaiting  Fishers 
recovery  as  prompt  action  appears  necessary  stop  If  time  permits  Granbery 
willing  sail  Tuesday  to  discuss  in  detail  and  may  be  able  advise  you  of  this 
Monday  meantime  would  appreciate  your  immediate  consideration  and  will  be 
glad  hear  any  word  received  from  Stone. 

Alemanuel,  Newyork. 

Exhibit  No.  1946 

[From  the  riles  of  Schroder  Rockefeller  &  Co.,  Inc.     Cable  from  J.  Henry  Schroder  &  Co., 
London,  to  J.  Henry  Schroder  Banking  Corp.,  New  York] 

Date  September  21,  1929.  Date  September  21,  1934. 

Send  following  Cable  and  Charge :  Account : 

Expense        Addressee  Authorized :  JLS. 

TO   SCHRODPRIV  FOR  PAM, 

London. 
(Confidential.) 

Hydro  your  503  quite  understand  paragraph 

After  careful  thought  we  believe  we  should  pass  on  to  you  for  what  they  may 
be  worth  our  views  regarding  whole  problem  stop  Please  consider  these  views 
entirely  personal  and  confidential  as  hydro  at  present  working  with  USEPCO 
group  and  to  suggest  any  change  in  this  policy  would  be  extremely  delicate 
stop  Our  specific  points  as  follows  stop  One  USEPCOS  entire  assets  consist 
of  Standard  Power  &  Light  shares  pledged  outright  for  overdue  bank  loans 
which  are  greatly  undermargined  stop  Hence  Hydros  equity  in  USEPCO  must 
today  be  considered  nonexistent  and  acquistion  Standard  Power  &  Light  shares 
from  banks  by  Hydro  and  associates  or  by  anybody  else  really  involves  alto- 
gether new  operation  Two  we  believe  questionable  whether  Hydro  justified 
in  putting  new  money  into  such  operation  jointly  with  members  USEPCO  group 
along  lines  we  understand  being  discussed  stop  One  reason  is  that  Standard 
Power  &  Light  shares  themselves  represent  highly  pyramided  equity  so  far 
removed  from  actual  operating  earnings  that  impossible  foretell  what  their  value 
may  ever  be  stop  Another  reason  is  that  we  believe  USEPCO  group  consists 
discordant  interests  with  some  extremely  weak  members  and  no  real  force  or 
competence  in  utility  field  stop  For  Hydro  to  contribute  substantially  to  re- 
habilitation USEPCO  would  we  think  probably  be  throwing  good  money  after 
bad  stop  Three  if  Williams  acquires  control  Standard  Power  &  Light  and 
Standard  Gas  he  will  not  count  on  purchase  these  shares  ever  showing  profit  but 
will  attempt  reimburse  himself  by  purchase  underlying  bonds  of  operating  com- 
panies at  substantial  discounts  and  then  improving  position  these  bonds  by  far- 
reaching  corporate  economies  under  auspices  North  American  management    stop 
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Feel  convinced  Williams  will  not  conclude  deal  unless  he  has  free  hand  to  clean 
house  and  put  Standard  Gas  operating  companies  on  basis  comparable  with 
those  of  North  American  system  stop  Four  in  our  opinion  Hydros  only  real 
chance  of  recouping  Standard  Gas  losses  would  be  to  form  financial  alliance  with 
really  strong  utility  interest  such  as  North  American  and  proceed  along  above 
mentioned  lines  Five  We  do  not  say  this  is  necessarily  best  way  to  employ 
Hydros  free  cash  but  we  do  feel  sure  it  would  be  greatly  preferable  to  trying 
build  something  out  of  USEPCOS  dead  timber    paragraph 

We  feel  impossible  convey  these  views  to  Granbery  or  Hydro  interests  in 
present  circumstances  as  to  do  so  would  probably  destroy  our  usefulness  with 
parties  here  stop  However  believe  these  considerations  should  carry  weight 
with  you  and  Gray  as  directors. 

Exhibit  No.  1947 

[From  the  Files  of  Schroder  Rockefeller  &  Co.,  Inc.] 

Extract  From  Mr.  Mocakski's  Letter  NY  58  of  December  17,  1934. 

USEPCO 

I  presume  you  are  fully  posted  about  Granbery  and  Seagraves'  negotiations  in 
London  and  the  fact  that  the  bid  made  by  Hydro  (I  think  of  $2,000,000)  for  the 
Usepco  indebtedness  with  the  New  York  banks,  has  been  rejected  by  these  banks. 
It  seems  further  that  the  banks  asked  for  an  improved  bid  but  the  Directors 
of  Hydro  felt  that  there  is  absolutely  no  point  in  raising  the  figure  without 
even  an  intimation  of  what  the  banks  have,  in  mind.  The  Directors  felt  that 
it  now  is  up  to  the  banks  to  name  their  figure,  as  a  counter  proposal  to  the 
Hydro's  bid. 

According  to  what  I  heard,  Fisher  fooled  everyone  and  does  not  plan  to  die 
or  retire;  although  not  completely  well,  he  attends  to  his  job  and  J.  H.  S.  &  Co., 
are  no  more  worried  about  the  Hydro  being  put  on  their  shoulders. 

When  I  was  in  Brussels,  both  Madame  Loewenstein  and  Bobby  Loewenstein 
were  away  and  I  did  not  try  to  get  exact  information  as  to  what  would  happen 
in  case  of  Fisher's  death,  lest  my  inquiry  would  get  around.  I  gathered  definite 
impression  however  that  in  the  case  of  his  demise  the  Belgians,  including  van 
der  Straaten,  have  quite  definite  ideas  who  should  assume   the  management. 

Copy 

JAS 

1/4/35 


Exhibit  No.  1948 

[From  the  Files  of  Schroder  Rockefeller  &  Co.,  Inc.     Cable  from  J.  Henry  Schroder  Bank- 
ing Corporation,  New  York,  to  J.  Henry  Schroder  &  Co.,  London] 

From  Executive  Department. 

Send  the  following  Cable  and  Charge :  Date  11/6/34. 

Expense        Addressee  Account : 

To  Schrodpriv  for  Pam,  Authorized :  JLS. 

London. 

( Handwritten  over  date : )  10/6/34. 
Hydro  our  385 

We  have  privately  ascertained  following  from  North  American  one.  They 
feel  strongly  that  attractiveness  of  Standard  Power  or  Standard  Gas  Equity 
to  themselves  or  anyone  else  depends  entirely  on  comprehensive  readjustments 
among  operating  companies.  Stop.  By  that  they  mean  not  only  operations  in 
securities  (mentioned  our  Schrodprive  385  point  three)  but  also  improvement 
whole  structure  by  realignments  operating  companies  increased  efficiencies. 
Etc.     Stop. 

Two.  Byllesby  quite  prepared  work  with  North  American  subject  only  to  ex- 
ploring question  whether  combination  would  arouse  political  hostility.     Stop. 

Three.  North  American  does  not  plan  ignore  Usepco  but  rather  disposed  work 
out  something  which  would  include  themselves,  Byllesby,  the  creditor  banks,  and 
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Usepco  group.  Stop.  They  not  certain  whether  really  going  ahead  hut  may 
deride  do  so  and  foregoing  represents  their  tentative  views.     Stop. 

No  objection  your  passing  on  these  ideas  in  purely  personal  and  informal 
way  to  Hydro.  Stop.  However  please  don't  make  this  wire  matter  of  record. 
Stop. 

For  our  private  information  is  there  any  news  regarding  Granbery  conversa- 
tions. 

(Handwritten.)     Copy  in  Usepco  file. 


Exhibit  No.  1949 
[From  the  Piles  of  Schroder  Rockefeller  &  Co.,  Inc.     Memorandum  by  Robin  Wilsonl 


Emanuel  believe  that  the  Chase  Bank,  Chemical  Bank  and  Guaranty  Trust 
are  prepared  to  sell  for  $3,000,000  their  claim  against  USEPCO  which  is  secured 
by  that  company's  holdings  of  Standard  Power  &  Light  shares.  He  proposes 
to  offer  them  $1,000,000  and  thinks  they  might  compromise  at  between  $1,500,000 
and  $2,000,000.     He  proposes: 

(a)  A  three  party  joint  account  for  this  transaction  between  himself,  Leaden- 
hall  Securities  and  Hydro  Electric.  Having  acquired  the  claim,  he  would  fore- 
close and  take  title  to  the  Standard  Power  &  Light  stock.  He  would  then  call 
a  meeting  of  directors  and  principal  stockholders  of  USEPCO  and  inform  tbem 
that  the  shares  of  USEPCO  were  valueless,  but  he  proposed  to  offer  pro  rata 
to  each  shareholder  of  USEPCO  the  right  to  buy  from  our  syndicate  all  the 
Standard  Power  &  Light  shares,  less  a  small  number  of  commission  shares, 
for  the  sum  which  we  had  paid  for  them.  These  Standard  Power  &  Light 
shares  are  about  70%  of  the  company  and  before  making  the  offer  to  USEPCO 
shareholders,  he  would  want  the  directors  to  confirm  that  our  syndicate  ac- 
quired the  benefit  of  the  existing  contract  allotting  75%  of  Standard  Gas 
financing  to  the  present  finance  group.  Our  syndicate  would  then  be  left  with 
such  shares  of  Standard  Power  &  Light  as  USEPCO  shareholders  would  not 
take  up,  and  the  right  to  75%  of  Standard  Gas  financing. 

The  next  step  would  be  to  confirm  with  the  Byllesbys  that  their  management 
contracts  with  Standard  Gas  were  secure,  and  obtain  their  cooperation  in 
liquidating  Standard  Power  &  Light,  shareholders  of  which  would  receive  their 
due  proportion  of  Standard  Gas  &  Electric  shares,  thereby  turning  our  syndi- 
cate's investment  into  marketable  securities. 

(Handwritten:)  RW  12/18/35. 

(Handwritten  at  bottom  of  first  page:)   Confidential. 


Exhibit  No.  1950 

[Cable  from  Robin  Wilso.    to  Adshead,  London.     From  the  7>'iles  of  Schroder  Rockefeller 

&  Co.,  Inc.] 
From  Department.  Date  12/19/35. 

Send  the  following  Cable  'rd  Charge:  Account:   Chg.   London. 

Expense        Addressee  Authorized:  RW. 

To  Adshead, 

17  John  Street,  Adelphi,  London. 

Mailed  you  Deutschland  Emanuel's  proposal  for  Hydro  Leadenhall  Emanuel 
acquire  Usepco's  holdings  Standard  Power  &  .Light  shares  plus  right  to  75% 
of  Standard  Gas  System  financing  for  $1,500,000  stop  Negotiations  moving 
faster  than  expected  and  would  appreciate  your  opinion  on  following  three 
points 

Firstly.  Could  Hydro  take  prompt  action  on  definite  proposal 

Secondly.  Would  an  official  proposal  of  the  plan  at  this  juncture  prejudice 
or  improve  Schroder's  position  with  Hydro 

Thirdly.  Reference  two  would  you  prefer  preliminary  plan  submitted  imme- 
diately or  more  definite  plan  next  week  or  later  stop 

Going  country  with  Emanuel  today  so  please  cable  Beal  direct 

Robin. 


12880       CONCENTRATION  OF  ECONOMIC  POWER 

Exhibit  No.  1951 
[From  the  Files  of  Schroder  Rockefeller  &  Co.,  Inc.] 


Date  sent  12/19/35. 

Date  rec'd  12/19/35.     791L 


[Original] 
Cablegram  : 
From  Schrodpriv. 

J.  Henry  Schroder  &  Co., 

London. 
For  Mr.  Beal 
Robin's  wire  Usepco  think  preferable  await  definite  plan  stop 
Following  Fishers  death  Hydro  board  require  certain  time  consider  general 
future  policy  while  Schroder   also  need  carefully   consider  policy   such   close 
association  Standard  Power  situation  stop 

Hydro  Leadenhall  would  rely  mainly  Emanuel  placing  power  make  standard 
finance  justify  investment  stop 
Do  you  think  we  can  make  it 

Neil 
(Stamped  on  margin  with  check  mark  after  it:) 
Investment. 


Exhibit  No.  1952-1 

[From  the  Files  of  Schroder  Rockefeller  &  Co.,  Inc.     Cable  from  J.  Henry  Schroder  &  Co., 
London,  to  J.  Henry  Schroder  Banking  Corp.,  New  York] 


[Original] 


Date  sent  12/20/35. 
Date  rec'd  12/20/35. 


833HS 


Cablegram  : 
From  Schrodpriv. 

J.  Henry  Schroder  &  Co., 

London. 
No.  89 

With  reference  to  USEPCO  deal  stop 

As  Standard  Power  and  Light  Corp  shares  have  no  value  whatever  please 
cable  your  ideas  of  possible  value  75%  financing  Standard  Gas  System  as  we 
believe  this  would  be  dearly  bought  for  $1,500,000  in  view  of  precarious  position 
of  company  ana  political  situation. 

(Stamped  in  margin  with  check  mark  before  them:)  Senior  officer,  Investment. 


Exhibit  No.  1952-2 
[From  th?  Files  of  Schroder  Rockefeller  &  Co.,  Inc.] 

MEMORANDUM 

Standard  Gas  &  Electric  Co. — Information  Obtained  by  Robin  Wilson  from 

Victor  Emanttel 

tj.  s.  electric  power  corp. 
Capitalization : 

Bank  debt   (Chase,  Guaranty  &  Chemical) $12,000,000 

Approximate  principal  plus  $1,750,000  unpaid  interest—  $13,  750,  000 

Preferred . 20,  000  shs. 

Common 8,  580,  720  shs. 


Current 

Market 

Price 

Approximate 
Value 

Holdings: 

1, 226, 298  shs.  Standard  Power  &  Light  common 

12,798  shs.  Standard  Power  &  Light  common  Series  "B" 

1,239, 096  Total  shares 

2tf 

$3, 097, 740 

Miscellaneous  securities 

60,000 

No  cash 

3,157.740 
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Preferred  Dividends  in  Aiirears  Amount  to  $2,820,000 

standard  power  &  light 
Capitalization : 

No  bank  loans  or  funded  debt 

7%  cumulative  Preferred  stock 34,  000  shs. 

Common  and  common   Series   "B" 1,  760, 000  shs. 


Current 

Market 

Price 

Approxi- 
mate 
Value 

Holdings: 

5^ 
20 
67 

$6, 380, 000 

1, 058, 200 

288,000 

350, 000 

Cash 

800, 000 

Total                                         - 

$8, 876, 200 

To  Dissolve  Standard  Power  &  Light. 

1.  Adjudication  of  $24,000,000  Standard  Power  &  Light  bonds. 

2.  Eliminate  34,000  Preferred  shares — 

(a)  Offer  share  for  share  exchange,  including  holders  who  have  already 
accepted   present   offer. 

(b)  Withdraw  exchange  offer  and  employ  salesmen  to  effect  exchange. 
This  would  involve  registration  with  the  S.  E.  C.  which  is  temporarily 
impossible. 

(c)  Pay  off  at  par. 

3.  Make  a  deal  with  Byllesby  who  controls  Standard  Power  &  Light  Series 
"B"  stock,  which  elects  majority  of  Standard  Gas  &  Electric  Board  and  minority 
of  Standard  Power  &  Light  Board.  Both  companies  require  75%  agreement  of 
directors  to  dissolve,  mortgage,  consolidate,  reorganize,  buy  or  sell  securities  or 
properties,  finance  or  refinance,  approve  construction  or  budgets,  declare  bond 
interest  and  preferred  dividends. 

Financing  in  Near  Future. 
Sure  Refunding: 

1.  Oklahoma  Gas  d  Electric— $35,000,000  to  $40,000,000  of  financing.  Bonds 
will  be  first  mortgage  4s. 

2.  Louisville  Gas  &  Electric— $25,000,000  first  mortgage  3y2s. 

3.  Northern  States  Power  of  Minnesota— $20,000,000  of  bonds,  and  $20,000,- 
000  of  Del.  Preferred  (subject  to  change). 

4.  California-Oregon  Power— $10,000,000  to  $13,500,000  first  mortgage 
3%s  or  4s. 

5.  Afterwards — Mountain  States  Power  is  to  be  sold  to  California-Oregon 
or  both  Mountain  States  Power  and  Southern  Colorado  to  be  sold  later  to 
California-Oregon. 

(Total  of  above  in  addition  to  No.  4  will  be  approximately 
$114,000,000  and  more.) 
Possible  New  Financing: 

1.  $10,000,000   Duquesne   Light    (minimum) 

2.  $7,500,000  Northern  States  Power   (minimun) 

3.  $1,500,000  Wisconsin  Public  Service 

4.  Louisville  Gas,  Oklahoma  Gas,  San  Diego  Consolidated  Gas  and  all 
others  would  need  indefinite  amounts.     - 

BAC.SH 
12/24/35 
(Handwritten:)  700 — totals  over  years. 
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Standard  Gas  Refunding — All  issues  now  outstanding  of  siibsidiaries  mentioned 
by  Victor  Emanuel  for  refunding 

OKLAHOMA  GAS  &  ELECTRIC  CO. 


Amount 

Price 

Yield 

Call  Price 

$798, 000 
$34, 500, 000 
$7, 217, 000 

Oklahoma  Power  Holding  Co.  1st  S.  F.  bl4s— 1943 

Oklahoma  Gas  &  El.  Co.  1st  5s— 1950 

Oklahoma  Gas  &  El.  Co.  deb.  6s— 1940 

102H— none. 

105 

104- 

4.8% 

4.5 

5.0 

1023^. 

103. 

102. 

$42,515,000 

LOUISVILLE  GAS  &  ELECTRIC  CO. 


$1,009,000 

$20,805,000 

$6, 000, 000 


$27,814,000 


Louisville  Lighting  Co.  1st  5s— 1953 

Louisville  Gas  &  El.  1st  &  ref.  5s— 1952.. 
Louisville  Gas  &  El.  1st  &  ref.  iy2s— 1961 


NORTHERN  STATES  POWER  CO.  (MINN.) 


$4, 999, 000 
$1, 500, 000 

St.  Paul  GasLt.  Co.  gen'l.  5s— 1944 

113H— none. 

3.2% 

N.  C. 

St.  Paul  Gas  Lt.  Co.  gen'l.  &  ref.  6s— 1952 

110 — none... 

5.1 

110. 

$26,  546, 000 

Northern  States  Pr.  Co.  (Minn.)  1st  5s  "A"  1941 

105?i 

3.8 

105  to  Apr. 
•36,  102^ 
after. 

$7,490,000 

Northern  States  Pr.  Co.  (Minn.)  1st  6s  "B"  1941 

106^ 

4.6 

Do. 

$45, 000, 000 

$10, 000, 000 

$7, 500, 000 

$78,000,000 

Northern  States  Pr.  Co.  (Minn.)  ref.  4>£s— 1961.. 

10514. - 

4.1 

105. 

Northern  States  Pr.  Co.  (Minn.)  ref.  5s— 1964 

108-108Ji 

4.5 

107M- 

102. 

Northern  States  Pr.  Co.  (Minn.)  5}4  notes  1940 

103 

4.7 

Preferred  issues  outstanding,  all  held  by  Northern  States 

Pr.  (.Delaware).                            ^ 

The  Delaware  Co.  has  outstanding  the  following  issues: 

$38,961,000 

Northern  States  Pr.  Co.  (Del.)  cum.  preferred  7%... 

80-81 

8.7 

110. 

$39,026,000 

Northern  States  Pr.  Co.  (Del.)  cum.  preferred  6%... 

71-72 

8.4 

107H- 

CALIFORNIA-OREGON  POWER  CO. 


$4,081, 
$2, 437, 
$4,000, 
$7, 000, 


$17, 518, 000 


California-Oregon  Pr.  1st  &  ref.  6s  "B"  1942.. 
California-Oregon  Power  1st  &  ref.  5Hs— 1955 

California-Oregon  Power  ref.  6Ms— 1942 

California-Oregon  Power  deb.  5J^s— 1942 1 


MOUNTAIN  STATES  POWER  CO. 


$1, 341, 000 

$0,841,000 

$449,000 


Mountain  States  Pr.  1st  &  ref.  5s— 1938. 

Mountain  States  Pr.  1st  &  ref.  6s— 1938 

Mountain  States  Pr.  6%  conv.  gold  notes  due  November, 
1935. 


9.0% 
8.3 


102^. 
102^. 
100. 


i  Of  which  $3,000,000  owned  by  Standard  Gas  &  Electric  Co. 

RW.SH 
12/24/35 


Exhibit  No.  1953 

[From  the  Files  of  Schroder  Rockefeller  &  Co.,  Inc.] 

December  26,  1935. 
Re:  U.  S.  Electric. 

Mr.  John  L.  Simpson, 

11  Boulevard  Haussmann,  Paris,  France. 

Deab  John:  Jerry  and  I  have  just  spent  four  hours  with  Robin  and  Victor 

Emanuel  on  this  situation,  and  Robin  has  departed  for  the  boat,  escorted  by 

Victor.    He  is  extremely  keen  on  the  situation  we  have  been  diseasing  and 

will  be  having  long  talks  in  London  about  it  as  well  as  with  you  upi>n  your 
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return  there,  so  that  we  thought  you  would  like  to  have  our  own  slant  on  the 
whole  matter. 

PROPOSAL 

Emanuel  proposes  that  we  pay  the  banks  $1,500,000  for  their  claim  against 
Usepco.  He  will  put  up  one-third  of  the  money,  Hydro  is  to  be  asked  for  one- 
third,  and  Robin  hopes  to  line  up  other  British  interests  for  the  rest.  Robin 
originally  had  in  mind  Leadenhall  for  the  other  third,  but  now  the  plan  is  for 
Schrobanco  and  Leadenhall  to  go  joint  account  in  assuming  any  loss  on  the 
part  of  the  British  underwriters  over  50% ;  i.  e.,  a  maximum  of  $500,000.  It 
would  be  expected  that  the  75%  of  the  Standard  Gas  system  financing  now  con- 
trolled by  the  Usepco  group  would  go  50%  to  Emanuel  and  50%  to  Schrobanco, 
the  latter  contributing  one-half  of  its  net  earnings  therefrom  to  Leadenhall. 

Upon  acquisition  of  the  banks'  claims,  the  group  would  offer  Usepco's  holdings 
of  Standard  Power  &  Light  to  Usepco  stockholders  pro  rata  (the  guess  is  that 
not  over  50%  would  be  taken  up  by  Usepco  stockholders,  of  whom  the  chief  is 
Hydro.) 

STRATEGY 

Jerry  has  emphasized  with  Robin  that  the  latter's  chief  object  upon  his  return 
should  be  to  convince  Hydro  and  other  prospective  underwriters  that  the 
Standard  Power  &  Light  stock  securing  the  bank  loans  is  an  attractive  gamble 
at  the  present  time,  leaving  the  question  of  the  financing  well  in  the  back- 
ground in  order  that  it  may  not  appear  that  the  scheme  is  designed  to  use  other 
people's  money  for  acquiring  a  position  in  the  financing. 

In  New  York,  Emanuel  has  already  sounded  out  the  Chase  Bank,  who  have  been 
holding  out  for  a  $3,000,000  price  for  the  claims  but  have  come  down  to  $2,000,000 
so  far.  There  is  said  to  be  possible  competition  in  the  offing,  but  a  more  im- 
mediate reason  for  some  speed  is  that  published  figures  of  Standard  Gas  system 
so  far  have  shown  no  upturn  in  net,  whereas  those  to  come  out  soon  will  begin  to 
show  a  turn,  which  might  influence  the  banks'  ideas  regarding  the  value  of  their 
own  claims. 

There  are  obviously  two  lines  of  major  interest  in  this  situation:  the  value 
of  the  security  as  a  gamble,  which  is  of  greater  interest  to  the  prospective  Lon- 
don participants ;  and  the  value  of  the  prospective  financing,  which  is  of  greater 
interest  to  the  American  parties  to  the  deal.    Let  us  look  at  each  of  them. 

ATTSACTIVENESS  OP  PBICE  AT  WHICH  STANDARD  GAS  COMMON  IS  TO  BE  ACQUIRED 

Enclosed  memoranda  show  the  inter-corporate  relationships  and  the  assets 
of  the  variQus  companies.  (Robin  Wilson  is  taking  with  him  even  more  detailed 
memoranda  just  received  from  Emanuel.) 

We  can  summarize  by  stating  that  the  group's  $1,500,000  would  be  equivalent 
to  about  700  per  share  of  Standard  Gas  &  Electric  common  if  the  Standard  Power 
&  Light  preferred  can  be  eliminated  by  exchanging  the  holdings  of  Standard  Gas 
preferred  in  its  portfolio ;  if  that  is  not  possible  and  all  the  miscellaneous  port- 
folio and  cash  has  to  be  used  to  retire  the  Standard  Power  &  Light  preferred, 
then  the  Standard  Gas  &  Electric  common  would  cost  the  group  $1.85  per  share. 
As  a  guess,  call  the  net  cost  $1.25  per  share.  This  compares  with  the  current 
market  price  around  $6.00,  at  which  price,  it  has  an  activity  of  around  14,000 
shares  a  week,  so  that  conceivably  the  stock  could  be  marketed  if  the  group 
decided  to  liquidate. 

Since  Standard  Power  &  Light's  major  asset  is  Standard  Gas  &  Electric  com- 
mon, and  since  the  former  would  probably  be  dissolved,  the  status  of  the  latter 
is  of  paramount  importance. 

(a)  Receivership. — A  77b  action  has  been  proceeding  since  the  October  1st 
default,  but  the  conditions  of  this  receivership  seem  unusually  lenient,  with  the 
Management  left  as  sole  Trustees,  70%  of  the  maturing  bonds  now  in  the  hands 
of  the  Committee  representing  the  Management,  and  the  opposing  Protective 
Committees  not  too  obstreperous.  On  the  information  Emanuel  produces,  it 
would  not  seem  unlikely  that  the  Company  could  be  brought  out  of  receivership 
in  the  near  future. 

(b)  Earnings. — The  Standard  Gas  system  has  been  one  of  the  last  to  show 
an  upturn  in  net  because  a  severe  rate  cut  in  Pittsburgh  last  Spring,  together 
with  tax  increases,  has  offset  improving  gross.  Recently  figures,  as  yet  unpub- 
lished, seem  to  show  that  the  trend  has  changed,  and  it  has  been  the  experience 
with  such  pyramided  set-ups  that  a  change  in  trend  brings  a  very  rapid  appre- 
ciation in  all  security  prices. 
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In  short,  the  gamble  in  Standard  Gas  &  Electric  stock  would  seem  to  be 
taken  at  a  favorable  point  in  the  earnings  trend,  and  at  a  price  well  below 
what  the  market  currently  sets  as  a  valuation  of  future  prospects. 

FUTURE  FINANCING 

Since  Jerry  has  written  you  separately  regarding  our  prospects  for  doing 
underwriting,  we'll  simply  assume  here  that  we  shall  find  a  way  to  take  advan- 
tage of  such  a  situation  as  we  are  discussing.  Once  the  group  has  acquired 
the  claims  from  the  banks,  there  will  undoubtedly  be  terrifically  bitter  negotia- 
tions with  the  present  Usepco  group  over  the  future  division  of  financing.  The 
idea  is  not  to  exclude  them  from  it,  but  to  swap  with  them  participation  in  some 
of  their  financing.  The  plan  is  to  leave  the  Byllesby  management  and  interest 
in  the  situation  undisturbed. 

Emanuel  calculates  that  the  system  should  do  $175,000,000  of  financing  in 
1936.  (It  is  hoped  that  the  S.  E.  C.  will  not  refuse  to  register  the  securities  of 
an  operating  company,  even  though  the  holding  company  may  not  have  registered 
under  the  Utilities  Act.)  He  further  figures  that  the  system  normally  needs 
a  minimum  of  $100,000,000  new  financing  per  year.  «. 

The  net  which  Schrobanco  could  realize  from  such  a  picture  is,  of  course  a 
guess,  but,  figuring  an  average  spread  of  2%  points  on  the  business,  of  which  1% 
would  go  to  distributors  and  *4  to  expenses,  there  would  be  left  one  point, 
out  of  which  %  would  go  to  Byllesby,  leaving  %  to  be  split  between  Emanuel 
and  Schrobanco.  That  would  make  Schrobanco's  gross  %,  or  $652,500  on  the 
prospective  financing  of  $175,000,000,  leaving  $326,250  net  after  Leadenhall's 
half  interest. 

OUR   POINT  OF  VIEW 

We  are  not  carried  away  by  all  these  big  figures,  nor  by  Emanuel's  eloquence, 
nor  by  Robin's  enthusiasm.  We  are,  however,  definitely  impressed  by  the  pos- 
sibility of  getting  into  the  middle  of  a  very  large  picture  with  good  gambling 
possibilities,  on  the  basis  of  a  moderate  contingent  commitment. 

Is  this  prospective  commitment  really  moderate?  We  certainly  would  not 
undertake  such  a  contingent  guarantee  if  it  amounted  to  a  million  dollars  maxi- 
mum if  the  situation  proves  entirely  worthless,  and  we  should  definitely  prefer 
it  to  be  only  $100,000.  Nevertheless,  a  $250,000  maximum  commitment,  especially 
when  it  begins  to  operate  only  after  a  507c  decline  in  the  relatively  low  cost 
of  acquisition,  does  not  seem  to  us  out  of  line  with  the  possibilities  in  the  situa- 
tion. (These  possbilities,  of  course,  include  deposits  and  fiscal  agencies  from 
the  Standard  Gas  System  and  perhaps  an  underwriting  commission  in  the  form 
of  Standard  Power  &  Light  shares  at  the  time  they  are  offered  to  Usepco  share- 
holders.) 

We 'have  fully  in  mind,  of  course,  the  poltical  pressure  on  utilities,  the  fact 
that  Standard  Gas  may  not  get  out  of  receivership  as  soon  as  Emanuel  expects, 
the  possibility  that  the  banks  may  decide  not  to  sell  their  claims  at  a  sufficiently 
low  price,  the  difficulties  of  making  arrangements  with  the  present  Usepco  group, 
the  stickiness  of  some  Standard  Gas  securities  even  if  we  control  the  financing, 
etc.,  etc.  Nevertheless,  we  think  there  is  a  chance  to  make  a  good  play  here 
without  any  heavy  commitment,  and  we  hope  that  Robin  will  be  able  to  produce 
some  sort  of  bid  from  Hydro  and  others  to  be  presented  to  the  banks. 
Very  truly  yours, 

Carlton  P.  Fuller. 

CPF/JS 

Encl. 


Exhibit  No.  1954-1 

[From  the  files  of  Schroder  Rockefeller  &-Co.,  Inc.] 

January  10,  1936. 
Mr.  John  L.  Simpson, 

H5  Leadenhall  Street,  London,  E.  C.  S,  England. 
Re :  Usepco : 

Dear  John  :  Following  your  telephone  call  from  Paris,  with  its  news  of  the 
elimination  of  our  rdle  as  guarantor,  and  therefore  possibly  of  any  role  at  all, 
we  have  been  giving  the-subject  a  lot  of  thought.     I  should  say  renewed  thought, 
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because  we  are  spending  about  half  the  time  on  the  telephone  with  Victor 
Emanuel  these  days.  In  order  to  give  you  time  to  be  mulling  over  the  drift 
of  our  ideas,  we  cabled  you  to  Berlin  in  accordance  with  the  attached  copy. 

We  decided  not  to  get  all  hot  and  bothered  about  Pam's  and  Robin's  neglect 
of  Schrobanco  interests,  and  not  to  try  a  major  appeal  to  London  to  bring 
them  into  line.  While  it  is  obviously  an  occasion  when  Pam  and  Robin  got 
carried  away  by  the  idea  of  doing  a  big  business  all  by  themselves  and  forgot 
about  the  general  Schroder  interests,  we  think  we  can  get  farther  in  the  long 
run  by  sticking  to  our  knitting  without  any  major  explosion. 

Now  just  what  is  our  knitting.  Primarily  we  want  to  represent  the 
Schroder-Hydro  interest  in  this  market,  just  as  we  would  have  long  ago  except 
for  Fisher.  If  we  can  achieve  that  position,  the  rest  ought  to  follow  in  due 
course,  the  rest  being  a  position  of  responsibility  in  the  councils  of  the  com- 
panies involved,  a  share  in  the  financing,  and  deposit  and  fiscal  agency 
business. 

It  seems  to  us  axiomatic  that  someone  will  have  to  spend  a  great  deal  of 
time  on  this  situation  on  behalf  of  London  interests,  since  it  is  one  of  the  most 
complicated  and  Americanized  situations  in  financial  history.  It  is  conceivable 
that  Pam  will  want  to  exercise  the  role  of  Fisher,  and  that  he  will  use  Robin 
to  come  over  frequently  and  transact  Usepco  business  direct  with  other  Ameri- 
can parties.  It  is  also  conceivable  that  either  one  or  both  of  them  might  use 
Emanuel  as  their  American  confidante. 

We  think,  however,  that  we  can  become  indispensable  to  them  in  the  long 
run  even  though  they  may  start  off  on  the  foregoing  tack  to  begin  with.  During 
this  initial  tack,  let  us  make  every  effort  to  prevent  commitments'  being  made 
by  Robin  or  anyone  else. 

(A)  As  for  the  financing,  we  should  think  we  might  eventually  work  out 
an  arrangement  to  take  over  a  certain  portion  of  the  London  47%%  at  some 
kind  of  step-up,  say  one-quarter.  We  know,  for  instance,  that  Byllesby  fre- 
quently finds  25%  too  large  a  commitment  for  their  purposes,  so  that  they 
cede  some  to  the  other  members  of  the  group  at  an  advance  of  one-quarter.  Or, 
if  we  can  establish  our  position  sufficiently  with  the  London' group,  it  is  con- 
ceivable that  they  might  request  us  (B)  to  handle  the  entire  arrangement  of 
financing  for  their  group,  allocating  them  a  certain  percentage  of  the  profits 
derived  therefrom.  It  is  obviously  going  to  be  very  difficult  for  them  to 
swap  quid  pro  quo  with  other  underwriting  houses  in  this  market  unless  they 
have  someone  on  the  spot  to* do  it  for  them.  We  are  sure  they  haven't  any 
idea  of  the  difficulties  involved  in  that  connection,  but  they  will  have  a  very 
concrete  idea  once  the  dog  fights  are  on. 

Emanuel,  for  example,  told  Robin  that  he  doubted  whether  we  could  get 
more  than  '50%  reciprocity  from  the  members  of  the  present  group,  because 
they  have  an  established  position  in  this  picture,  we  will  need  them  for  dis 
tribution,  etc.  Emanuel  is  counting  heavily  on  Schrobanco  to  back  him  up 
in  these  squabbles  because,  as  he  says,  he  and  we  have  to  live  with  these 
people  in  New  York,  while  it  is  easy  for  the  London  people  to  sit  back  and  take 
an  arbitrary  attitude.  He  is  most  anxious  that  the  London  interests  give 
him  and  us  leeway  in  making  these  reciprocal  arrangements,  not  just  sit  back 
and  demand  a  hundred  percent  monetary  quid  pro  quo. 

While  we  can  easily  see  putting  up  $100,000  in  the  syndicate  to  achieve  a 
position,  we  would  be  just  as  happy  to  have  one  of  the  foregoing  A^r 
arrangements  eventuate,  because  we  don't  think  that  the  mere  fact  that 
London  acquired  their  underwriting  position  by  putting  up  the  money  means 
that  the  underwriting  profits  are  going  to  flow  to  them  as  naturally  as  interest 
comes  in  from  a  bond.  It  is  going  to  take  a  great  deal  of  laborious  working 
out,  and  during  that  process  we  ought  to  be  able  to  work  out  our  own  posi- 
tion. Moreover,  if  we  put  up,  say  as  much  as  $250,000,  that  would  tend  to 
freeze  our  participation  in  the  emoluments  at  that  ratfo  to  the  whole  sum, 
which  may  or  may  not  prove  desirable.  Perhaps  we  are  rationalizing,  but  we 
are  not  too  disturbed  about  being  left  out  of-  the  monetary  contributions. 

As  for  the  bank  accounts  and  fiscal  agencies,  you  know  how  lucrative  and 
important  they  can  be.  Moreover,  they  should  be  noncompetitive  as  far  as 
London  and  Emanuel  go. 

In  short,  we  are  inclined  to  follow  a  policy  of  boring  from  within  and 
not  crashing  the  gate.  We  think  it  is  most  opportune  that  you  should'  be 
there  during  the  discussion.  We  would  like  definitely  to  get  our  representatives 
on  the  Boards  of  Holding  and  Hydro  and  Northeastern  as  soon  as  possible 
in  order  to  help  establish  our  position,   even  though   we   recognize  that  the 
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whole  background  indicates  slow  haste  in  this  respect.  We  were  frankly 
disappointed  in  Pam's  apathetic  attitude  on  this  subject  in  his  letter  to  Beal. 
because  we  think  it  is  important  to  establish  our  foothold  as  early  as  possible. 
Recognizing  the  difficulties,  we  think  it  would  be  worth  making  a  real  drive 
before  you  leave. 

After  the  above  discussion  of  philosophy,  you  may  be  interested  to  learn 
that  Victor  Emanuel  is  all  in  a  sweat  about  how  to  proceed  next  in  this  situation 
after  receiving  approval  of  the  $2,000,000  bid  limit.  The  promptness  of  the  action 
on  the  $2,000,000  really  staggered  him  a  bit  and  made  him  wonder  if  Robin  had 
fully  disclosed  all  the  obstacles  in  the  situation,  such  as  the  possibility  of  a  long 
lock-up  before  Standard  Power  &  Light  stock  can  be  reduced  to  possession  on 
account  of  delays  ^registration  of  the  stock ;  or  the  other  possibility  that  Usepco 
stockholders  may  take  up  Standard  Power  &  Light  stock  and  leave  our  group  with 
only  Hydro's  25%  participation  in  hand,  whereas  real  control  of  the  financing 
depends  on  a  51%  voting  control  of  the  Standard  Power  Board,  which  could  then 
be  obtained  only  through  proxy  solicitation,  etc.,  etc.  Emanuel  (still  believing 
that  the  London  group  will  do  all  its  underwriting  in  this  situation  through  us 
as  soon  as  we  have  set  up  a  new  vehicle)  is  trying  definitely  to  tie  Schrobanco 
into  all  these- problems  so  that  London  will  not  place  the  entire  blame  on  his 
shoulders  if  a  fiasco  results. 

It  is  really  a  frightfully  complicated  situation,  and  both  he  and  we  are  trying 
to  avoid  a  denouement  in  which  we  would  have  lost  the  business  and  at  the 
same  time  have  antagonized  all  the  present  financial  group.  Equally,  we  wish 
to  proceed  so  that  our  bid  can't  be  used  to  raise  that  of  some  competitor.  There 
is  also  the  probleni  of  possibly  getting  together  with  Harrison  Williams. 

All  of  which  may  lead  you  to  conclude  with  us  that  the  deal  is  far  from  done : 
but  there  is  some  money  in  hand  now,  and  before  the  time  this  reaches  you, 
another  stage  will  probably  have  developed. 


Since  writing  the  -above,  more  gyrations  have  occurred,  and  Emanuel  has 
decided  not  to  talk  to  the  Chase  today  but  sit  down  with  us  tomorrow  to  plan  the 
campaign  once  more.  Allen  Dulles  has  called  up  to  tell  us  a  little  more  openly 
than  previously  that  Harrison  Williams  is  interested  in  the  picture,  so  the  kettle 
is  boiling  merrily,  and  probably  Victor  will  approach  the  Chase  on  Monday. 

Meantime  Victor  has  showed  us  the  cable  which  he  received  from  London  and 
which  we  relayed  to  you  in  Berlin,  stating  in  effect  that  the  London  group  had 
not  made  up  its  mind  as  to  how  to  handle  its  share  of  the  financing,  but  that  it 
was  inclined  to  utilize  Schrobanco  ii'  we  could  arrange  the  proper  set-up.  We  were 
delighted  to  see  this  unsolicited  indication  to  an  outside  party,  and  thought  that  it 
rather  confirmed  our  policy  as  outlined  in  this  letter,  but  you  will  have  further 
evidence  on  that  point  before  many  days  go  by  after  your  return  to  London. 
Very  truly  yours, 

Carlton  P.  Fuller. 

CPF/JS. 

Exhibit  No.  1954-2 

[Western  Union] 

Charge  to  the  account  of  EMANUEL  &  CO.     32  Broadway 

January  8,  1936. 
Schroder, 

London  (England) 

For  Major  Pam  and  Robin  Wilson.  With  reference  todays  telephone  conver- 
sation very  much  appreciated  your  prompt  advices  and  all  that  you  have  done 
stop  One  part  conversation  not  clear  having  to  do  with  division  financing  stop 
Had  understood  that  on  million  one  half  cost  basis  where  Hydro  and  our 
respective  firms  were  contributing  one  third  each  financing  divided  equally 
between  our  firm  and  yours  as  told  Robin  if  we  had  to  go  to  two  million  cost 
had  hoped  same  ratio  would  stand  even  though  amount  to  be  contributed  by 
my  firm  not  increased  stop  As  understand  situation  now  you  propose  original 
equal  division  financing  between  our  firms  would  hold  if  deal  can  be  done  at 
one  and  half  million  cost  but  that  if  consideration  has  to  be  increased  to  two 
million  my  firms  interest  would  be  reduced  to  27%  percent  with  English  part 
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47%  percent  balance  remaining  Byllesby  as  at  present  is  this  correct  stop  Of 
course  as  previously  explained  it  impossible  avoid  participation  in  particular 
pieces  System  financing  by  houses  long  identified  in  business  with  local  houses 
in  territories  served  which  however  never  major  amount  which  situation  under- 
stood by  your  office  here  from  their  previous  experience  in  Systems  financing 
stop  As  explained  negotiations  with  other  houses  which  are  part  of  American 
group  now  in  business  would  have  to  be  conducted  delicately  and  one  hundred 
per  cent  reciprocation  might  not  be  possible  or  advisable  but  in  mentioning  per- 
centages presume  you  did  so  on  gross  basis  with  idea  that  any  necessary  give-ups 
be  done  ratably  between  us  stop.  Matter  will  have  to  be  proceeded  with  cau- 
tiously due  number  of  factors  and  as  first  step  seeing  Seagrave  tomorrow  who 
leaves  tomorrow  night  for  ten  day  absence  after  which  will  consult  Beall 
and  Fuller  here  before  proceeding  further  stop  As  previously  advised  price  rises 
give  me  considerable  concern  but  you  may  be  sure  will  do  very  best  I  can. 

Emanuel 

Exhibit  No.  1955 

[From  the  files  of  Schroder  Rockefeller  &  Co.,  Inc.     Cable  from  J.  Henry  Schroder  Bank- 
ing Corp.,  New  York,  to  J.  Henry  Schroder  &  Co.,  London] 

From :  Investment  Department  Date :  1/14/36 

Send  the  following  Cable  and  Charge:  Expense       iuressee    Account:  54 
To:  Schbodpbxv,  London.  Authorized:  CPF 

USEPCO 

Emanuel  made  tentative  approach  Chase  and  had  favorable  reception  but  finds 
active  competition  from  Harrison  Williams  through  Guaranty  and  others  stop 

We  have  confirmed  this  from  other  sources  stop 

We  all  then  decided  support  of  USEPCO  Financing  Group  should  be  enlisted  at 
this  stage  stop 

Emanuel  indicated  they  must  be  prepared  put  in  cash  and/or  reciprocal 
financing  if  they  wished  retain  position  in  Standard  Financing  stop 

Initial  reaction  favorable  and  substantial  cash  will  probably  be  forthcoming 
as  well  as  good  start  on  later  reciprocal  financing  arrangements  stop 

If  business  can  be  done  for  two  million  dollars  Emanuel  assumes  you  would 
be  willing  if  necessary  to  allocate  up  to  five  hundred  thousand  to  that  group 
leaving  total  London  participation  at  one  million  dollars  and  total  American 
one  million  including  Emanuel  for  minimum  $250,000  stop 

If  business  requires  more  than  two  million  dollars  would  you  be  willing 
USEPCO  Group's  contribution  should  be  added  to  purchase  price  in  attempt  to 
close  deal  stop 

Endeavoring  make  best  speed  possible  but  negotiations  delicate  and  may  be 
protracted  view  competition  stop 

Emanuel  consulting  us  constantly  but  assume  you  do  not  wish  daily  detailed 
reports 


Exhibit  No.  1956 

[From  the  Files  of  Schroder  Rockefeller  &  Co.,  Inc.     Cable  from  J.  Henry  Schroder  &  Co., 
London,  to  J.  Henry  Schroder  Banking  Corp.,  New  York] 

[Original] 
Cablegram 

Schrodpriv 
From  J.  Heney  Schuoeder  &  Co., 

London 

Date  sent  1/15/36 
Date   rec'd   1/15/36    615HS 
No.  106  Your  37 

Hydro  Schroder  group  agree  they  will  take  participation  of  between  $1,000,000 
and  1,500,000  in  purchase  provided  total  cost  does  not  exceed  $2,500,000  and 
provided  their  proportion  not  less  /than/50%  of  total  stop 

While  approving  Emanuel  tactics  we  wish  to  be  kept  informed  important 
negotiations  and  also  to  know  what  percentage  financial  benefits  will  accrue  to 
our  group  direct  and  reciprocal 
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Our  37  read  .  .  .  Usepco  Emanuel  made  tentative  approach  Chase  and  had 
favorable  reception  but  finds  active  competition  from  Harrison  Williams  through 
Guaranty  and  other  stop  etc. 

(Hand  written)  :  Copy  to  Mr.  Emanuel 

(Stamped  on  margir  with  check  mark  before  it:)    Investment 


Exhibit  No.  1957 

[From  the  files  of  Schroder  Rockefeller  &  Co.,  Inc.     Cable  from  J.  Henry  Schroder  &  Co., 
London,  to  J.  Henry  Schroder  Banking  Corp.,  New  York] 


Cablegram 
From  Schbodprtv 

J.  Henry  Schkoeder  &  Co. 

-  London 


No.  135 


[Original] 


Date  sent  2/14/36 
Date    rec'd    2/15/36 


579N 


To  help  us  form  opinion  as  to  advisability  for  Hydro  and  other  clients 
participating  in  Usepco  loan  acquisition  should  Emanuel  make  suitable  proposal, 
please  enlighten  us  on  value  of  share  in  future  refinancing  Standard  Gas 
subsidiaries .  stop 

Emanuel  has  repeatedly  said  that  this  financing  probably  more  valuable  than 
prospects  of  appreciation  of  Standard  Power  stock  so  we  want  assurance  that 
new  syndicate  will  really  thus  acquire  valuable  asset  stop  J 

Please  discuss  with  Emanuel  and  cable  how  this  asset  could  in  your  opinion 
be  valorised  stop 

Is  there  no  danger  that  present  First  Boston  syndicate  could  insist  on  right 
to  future  financing  without  compensation  to  us  stop 

Even  if  syndicate  could  acquire  right  to  75%  future  financing  what  benefit 
could  there  be  to  Hydro  and  others  here  who  are  not  American  issuing 
house  stop 

Please  cable  fully  to  enable  us  explain  situation  in  detail  to  our  friends 

(Hand  written:)  Copy  to  Mr.  Emanuel 


Exhibit  No.  1958 

[From  the  files  of  Schroder  Rockefeller  &  Co.,  Inc.     Letter  from  Victor  Emanuel  to  C.  P. 

Fuller] 

MEMBERS 

New  York  Stock  Exchange 
New  York  Curb  Exchange 
Commodity  Exchange,  Inc. 

Telephone  JOhn  4- J  400 
Cable  Address  EMANSTOCK 
Emanuel  &  Co. 
Fifty  Pine  Street  New  York 

February  17,  1936.  • 
C.  P.  Fuller,  Esq., 

Vice  President,  J.  Henry  Schroder  Banking  Corporation, 

46   William  Street,  New  York   City. 
Dear  Carl:  I  have  now  had  a  chance  to  read  your  draft  of  the  cable  to 
London  in  reply  to  their  cable  to  you  of  the  14th,  received  by  you  on  the  15th. 
I  believe  the  cable  is  all  right,  except  for  the  following  suggestions: 

l.-That  a  satisfactory  arrangement  be  worked  out  as  to  how  you  handle  the 
agreed  percentage  of  any  profits  to  be  paid  the  London  group,  but  I  presume 
you  have  talked  to  Alan  Dulles  l  about  this. 
(Handwritten:)  Call  up. 

2.-Generally,  in  Standard  Gas  financing,  the  expenses  are  paid  by  the  com- 
panies, except  such  small  items  as  mailing.  They  do  pay  for  all  attorney  and 
auditing  fees,  printing,  and  things  of  that  sort,  although  this  might  not  be  im- 
portant enough  for  you  to  change  your  cablegram. 

3'.-Where  you  comment  at  the  bottom  of  the  first  page  on  trading  selling  group 
positions  for  underwritings  in  other  situations,  you  might  change  this  to  read 


1  Underscored  in  ink. 
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"it  might  uJso  trade  selling  group  positions  for  underwriting  or  selling  group 
positions  in  other  situations". 

(Handwritten:)  No. 

4.-In  place  of  the  second  paragraph  on  page  2  of  your  cable,  I  would  have 
the  following  to  say:  Some  members  of  the  so-called  First  Boston  Syndicate 
now  in  the  business  would  come  along  in  the  new  deal  at  varying  amounts,  but 
as  to  First  Boston  itself,  it  would  not  have  any  .egal  or  any  other  kind  of  posi- 
tion that  would  entitle  them  to  stay  in  the  business  unless  the  group  desired  it, 
and  as  to  the  basis  if  the  group  did  desire  it,  this  would  be  subject  to  negotia- 
tion. They  understand  this  situation,  and  normally,  as  you  know,  if  anyone 
outside  bought  these  loans,  the  entire  present  group  would  be  out  of  the 
business,  and  they  would  have  no  legal  or  other  means  to  hold  to  their  position. 
In  other  words,  there  is  no  basis  on  which  the  First  Boston  Corporation,  or 
anyone  of  the  present  group  except  Byllesby,  could  insist  on  the  right  to  any 
future  financing  without  compensation. 

5.-The  last  statement  in  your  cable  is  very  conservative,  as  to  Standard  Gas 
financing,  as  all  in  all  the  underwriting  group  profit  averages  more  than  1 
point,  which  is  the  amount  you  have  stated. 

I  do  not  know  whether  you  want  to  say  that  the  present  USEPCO  position  of 
75%,  as  a  base  for  financing,  is  not  covered  by  a  legal  agreement  but  by  a 
memorandum,  but  that  Byllesbys  have  verbally  agreed  with  me,  and  will,  I  am 
certain,  before  we  consummate  a  deal,  agree  to  continue  the  memorandum  to  the 
new  group,  and  that  with  this  assurance,  plus  the  position  our  stock  would 
give  us,  there  is  no  question  in  my1  mir>l  that  our  group  could  inherit  the 
position  the  present  group  now  has.  Thi  ,  of  course,  does  not  change  what 
you  have  said  as  to  valorizing  this  for  the  London  group  who  might  not 
want  to  participate  direct  in  the  financing.  (Handwritten:)  By  our  (feeling) 
I  mean,  of  course,  the  present  Usepco  group  as  would  not  expect  you  to  pass 
upon  this. 

On  receipt  of  this  would  appreciate  your  telephoning  me,  as  there  are  a  few 
other  things  I  would  like  to  discuss  with  you. 

With  kind  regards,  I  am 
Yours  very  truly, 

(Initialed:)     V.  E. 

VE  W 

Exhibit  No.  1959 

[Prom  the  flies  of  Schroder  Rockefeller  &  Co.,  Inc.     Cable  from  J.  Henry  Schroder  Bank- 
ing Corp.,  New  York,  to  J.  Henry  Schroder  &  Co.,  London] 

From  Investment  Department  Date:  2/18/36 

Send  the  following  Cable  and  Charge:  .Expense        Addressee  Account: 
To  Schbodpbtv  Authorized  CPF 

London 

(Handwritten : )    (overnight) . 
Tour  135 

We  ourselves  believe  London  group  should  «rely  mostly  on  attraction  of  high 
leverage  stock  in  recovery  period  with  proceeds  from  financing  as  additional 
speculative  attraction    stop 

Nevertheless  latter  source  profits  has  definite  potentialities  even  though  con- 
siderable bargaining  involved  in  realizing  them    stop 

Assuming  London  group  would  not  care  underwrite  and  possibly  take  up 
large  amount  of  each  Stangas  issue  our  idea  would  be  they  appoint  central 
agent  in  New  York  such  as  J.  Henry.  Schroder  Inc.  to  handle  their  posi- 
tion   stop 

You  understand  selling  group  commissions  are  on  account  of  actual  dis- 
tributing services  and  what  we  must  attempt  analyze  for  you  is  underwriting 
group  commission  which  might  be  one  point  out  of  total  two  and  one-half 
point  spread  if  selling  group  were  one  and  one-half    stop 

In  large  issues  any  central  agent  would  presumably  wish. take  only  reasonable 
participation  say  10%  or  15%  and  would  try  to  trade  excess  for  participations 
in  other  financing    stop 

1  Word  "our"  stricken  through  and  word  "my"  written  above. 
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It  might  also  trade  selling  group  positions  f <-r  underwriting  in  other  situa 
tions    stop 

This  whole  bargaining  process  most  difficult  and  London  interests  should  not 
expect  100%  quid  pro  quo  in  all  cases  as  some  underwriting  must  attach  to 
selling  group  participations  of  large  distributors     stop 

As  basis  estimating  possible  profits  Emanuel  guesses  $175,000,000  Stangas 
system  financing  this  year  and  normally  $100,000,000  per  annum  stop.  Taking 
latter  figure  and  assuming  1%  underwriting  spread  there  would  be  $1,000,000 
annual  gross  underwriting  profits  or  $750,000  for  Usepco  Group    stop 

If  London  group  has  half  interest  in  deal  they  and  Central  Agent  would  be 
entitled  to  $375,000  out  of  above  stop 

20%  or  thereabouts  of  all  these  underwriting  profits  might  have  to  be  used 
in  connection  with  distribution  but  central  agent  would  endeavor  obtain  cor- 
responding positions  in  other  financing  groups  in  order  offset  give-ups  to  large 
distributors    stop 

Therefore  Emanuel's  estimate  total  financing  would  seem  indicate  annual 
profits  available  for  division  between  London  group  and  central  agent  of  about 
$300,000  to  $375,000    stop 

Foregoing  dtJes  not  deal  with  legal  situation  reference  retaining  75%  of 
Stangas  financing^  for  which  see  our  and  Emanuel's  cables  to  Pam  Paris 
January  7th    stop 

Regarding  present  first  Boston  Syndicate  we  and  Emanuel  feel  situation  can 
be  handled  and  they  already  appreciate  necessity  for  changes  , 


Exhibit  No.   1960 

[From   the  filos  of  Schroder  Rockefeller  &  Co.,  Inc.] 

[Original] 
CABLEGRAM 

Date  sent  2/20/30 

Schbodpriv  Date  rec'd  2/20/36    81DHS 

From   J.  Henht  Schroder  &  Co., 

London. 
For  Mr.  Beal 
No.  139 

Reference  telephone  conversation    stop 

Participation  by  Hydro  largely  dependent  on  their  receiving  adequate  share 
in  financing  profits    stop 

Owing  their  suspicion  of  Schrobanco  we  feel  that  we  cannot  propose  that  they 
should  receive  percentage  of  Schroder  Inc.  underwriting  profits  because  they 
would  imagine  that  some  further  profits  were  being  withheld    stop 

Think  it  essential  that  Londons  share  underwriting  profits  be  derived  direct 
through  participation  in  underwriting  by  Leadenhall  Securities  or  some  other 
such  company  or  new  American  company  formed  both  to  buy  London  share 
Usepco  loans  and  underwrite  new  issues 

(Stamped  on  margin  with  check  mark  before  and  initialed  after:)  Senior 
Officer 


Exhibit  No.  1961-1 

[From  the  files  of  Schroder  Rockefeller  &  Co.,  Inc.     Cable  from  J    Henry  Schroder  Bank- 
ing Corp.,  New  York,  to  J.  Henry  Schroder  &  Co.,  London] 

From  investment  Department  Date  2/24/36 

Send  the  following  Cable  and  Charge :  Expense        Addressee    Account  54 
To  sohbodprtv  London.  Authorized  CPF 

Your  139 

Believe  can  work  out  something  along  lines  your  last  sentence  stop  Reference 
Leadenhall  participation  Sullivan  &  Cromwell  state  Leadenhall  securities  would 
probably  be  considered  affiliate  of  Schrotrust  because  of  same  indirect  ownership 
and  Leadenhall  thus  disqualified  for  appearing  as  underwriter  here  stop 

Believe  your  last-  suggestion  also  eliminated  because  new  company  would 
involve  substantial  new  capital   requisite  for  taking  underwriting  risks  s*"op 

Believe  therefore  best  of  your  three  suggested  methods  is  quote  some  other 
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such  company  unquote  and  suggest  for  your  consideration  Conti-Trust  of  which 
we  assume  stock  control  not  in  your  own  hands  stop 

Conti-Trust  would  then  appear  in  prospectus  and  receive  underwriting  profits 
which  it  could  distribute  amongst  London  group  as  it  wished  stop 

Whether  it  would  have  to  report  such  distributions  in  the  prospectus  is  sub- 
ject of  controversy  with  some  precedent  both  for  and  against  stop  Question  of 
publicity  not  clear  as  to  recipients  of  finding  commission  who  do  not  take 
underwriting  risk  stop 

Just  how  important  do  you  consider  non-disclosure  stop 

Conti-Trust  and  others  of  group  are  of  course  subject  American  income  tax 
these  profits  stop 

Conti-Trust  could  allocate  certain  amount  underwriting  to  a  New  York  agent 
in  return  for  which  latter  would  do  all  necessary  work  connection  Conti-Trust's 
underwriting'  Stangas  and  other  situations  as  well  as  trade  off  excess  Stangas 
underwriting  for  other  positions 


Exhibit  No.  1961-2 
[From  the  Piles  of  Sehroder  Rockefeller  &  Co.,  Inc.] 

148,  Leadenhall  St.,  E.  C.  3,  27  th  March,  19S6. 

Dear  Victor,  Thank  you  very  much  for  your  long  and  interesting  letter  of 
March  18th  concerning  Bobbie  Loewenstein.  He  is  back  in  England,  although 
I  have  not  seen  him  yet,  but  presume  I  shall  shortly.  Thank  you  for  the  nice 
things  you  said  about  me,  although  it  sounds  as  if  I  shall  have  to  work  hard 
to  live  up  to  them ! 

As  far  as  I  know  I  shall  be  coming  over  to  New  York  at  the  end  of  April 
or  the  beginning  of  May,  and  am  very  much  looking  forward  to  seeing  you  again. 

The  USEPCO  deal  seems  to  have  gone  completely  to  sleep  for  the  moment, 
but  I  gather  from  Carl  Fuller  that  you  are  being  kept  pretty  well  informed 
of  the  intentions  of  our  competitors.  If  by  any  chance  the  deal  does  come  off 
I  feel  that  it  will  be  a  good  thing  for  me  to  be  in  New  York  to  represent  our 
group  in  the  negotiations  over  our  share  of  underwriting. 

As  regards  North  Eastern  Water,  I  have  not  gone  into  the  situation  at  all 
fully  myself,  but  Simpson  has  gone  on  the  Board  to  represent  us,  and  I  expect 
I  will  have  a  full  report  for  me  when  I  come  over.  So  far  as  I  can  see  the 
investment  looks  like  turning  out  a  very  satisfactory  one,  as  the  Company  is 
showing  quite  a  nice  increase  in  income. 

Regarding  Finance  Trust  &  Agency,  you  were  asked  to  fill  in  a  proxy  because 
under  the  Articles  of  Association  only  shareholders  can  vote  at  meetings.  I 
went  to  see  Van  der  Straten  about  it,  and  have  arranged  to  give  him  your  proxy 
under  my  Power  of  Attorney,  and  he  will  vote  at  the  meeting  on  1st  April  (a*t 
which  I  shall  be  present)   in  accordance  with  my  instructions. 

Tbere  is  no  question  of  either  your  position  or  mine  being  prejudiced  on 
account  of  the  attitude  we  have  taken  up,  and  they  quite  understood  that,  as 
I  was  representing  a  shareholder  on  the  other  side  of  the  Atlantic,  it  was  quite 
right  that  I  should  attend  the  meeting  on  your  behalf. 

The  whole  group  has  done  very  little  business  since  Fisher's  death,  and  once 
Finance  Trust  is  wound  up  the  Group's  security  business  will  be  concentrated 
with  us. 

Incidentally,  I  have  already  made  some  changes  in  Hydro's  portfolio,  and  have 
passed  orders  for  the  bulk  of  them  to  you,  including  the  purchase  of  some 
Pacific  Gas  and  Louisvhxe  Gas. 

Naturally  we  are  only  too  glad  to  receive  suggestions  from  you  at  any  time  for : 
(c)  Utility  investments  for  Hydro, 

(6)  High-yielding  bonds  or  Preference  shares  for  all  the  companies,  but 
particularly  for  Hydro,  which  has  to  keep  an  eye  on  its  Preference  dividend 
requirements,  and 

(c)  Any  American  shares  in  which  you  think  we  can  make  some  money. 
Yours  ever, 

(Sgd)     Robin. 

Victor  Emanuel,  Esq., 

50  Pine  Street,  New  York. 
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Exhibit  No.  1962 

[Prom  the  Files  of  Schroder  Rockefeller  &  Co.,  Inc.] 

[Original] 
CABLEGRAM 

SCHBODPBIV 

Prom  J.  Henry  Schbodeb  &  Co. 

London 

Date  sent    5/22/36 
Date  rec'd  5/22/36    89SAS 
For  Mr.  Wilson 
No.  257  Your  216 

Presumably  diffieulty/ies/  you  mention  are  disclosure/s/  in  prospectus  of 
sub  underwriters  which  you  want  to  avoid     Stop 

Are  there  any  others     Stop 

Before  discussing  details  must  remind  you  Hydro  always  have  been  promised 
participation  in  financing  profits  in  same  proportion  as  their  commitments  less 
of  course  special  advantage/s/  given  to  leaders  of  group  and  others  brought  in 
for  individual  issues    Stop 

Further  that  such  special  advantages  would  be  subject  to  bargaining  so 
that  groups  would  be  recompensed  for  what  they  gave  away  by  receiving  par- 
ticipation in  non  Standard  Gas  &  Electric  Co.  issues    Stop 

Would  remind  you  also  of  Hydro's  distrust  &  suspicion  Stop  To  enable 
us  form  some  judgment  please  cable. 

Firstly.  What  is  usual  underwriting  commission  &  specifically  in  Wisconsin 
underwriting. 

Secondly.  How  much  are  American  group  members  taking  in  Wisconsin  issue. 

Thirdly.  Was  2,500,000  all  you  could  get  for  English  group     Stop 

We  understand  English  group  will  be  sub  underwriter/s/  of  this  amount 
unless  some  other  satisfactory  arrangements  concluded  for  instance  as  sug- 
gested at  the  end  of  this  cable. 

Fourthly.  Have  you  arranged  any  quid  pro  quo  with  First  Boston  in  return 
for  all  owing  them  to  lead  this  issue. 

Paragraph.  We  could  certainly  arrange  with  Hydro  and  others  to  accept 
less  than  theoretical  percentage  if  all  risk  avoided  although  we  understood 
underwriting  and  even  selling  syndicate  now  practically  without  any  risk 
owing  to  new  issue  conditions  but  drop  from  point  375  to  point  one  seems  im- 
possible to  explain  and  we  fear  great  difficulties    Stop 

As  Usepco  financing  is  real  basis  for  constituting  Schroder,  Inc.,  would 
it  not  be  better  to  offer  English  group  75%  of  Schroder,  lues,  profits  derived 
from  any  source  whatever    Stop 

This  would  avoid  all  possible  arguments  about  subsidiary  profits  derived 
from  compensation  non  Standard  Gas  &  Electric  Co.  issues  and  be  proposal 
we  could  press  with  every  likelihood  success. 

Our  216  read.*  Reference  my  letter  to  Pam  have  had  long  discussions  with 
Schrobanco  and  Sullivan  and  Cromwell  on  difficulties  of  London  group  partici- 
pating in  Usepco  financing     Stop  etc 

( Handwritten :)  Copy  in  Wilson  folder. 

(Handwritten:)   Mr.  Wilson. 

Exhibit  No.  1963 

[Prom  the  files  of  Schroder  Kockefller  &  Co..  Inc.     Cable  from  Robin  Wilson  to  J.  Henry 

Schroder  &  Co.,  London] 

From  Investment  Department  Date  5/25/36 

Send  the  following  Cable  and  Charge:  Expense      Adressee      Account  12 

To  Schrodpbiv.  Authorized  CPF 

London 
Your  257 

Hydro  being  utility  holding  company  precluded  direct  underwriting  and  I 
always  warned  them  not  expect  to  derive  same  profits  from  underwriting  as 
American  participants  but  told  them  they  might  hope  to  get  five  or  six  percent 
return  on  their  investment  stop  This  estimate  was  based  on  37M>  percent  on 
%  percent  net  underwriting  profit  on  $100,000,000  financing  equals  $280,000    stop 
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If  half  this  retained  by  our  group  $140,000  equalled  seven  percent  on  $2,000,000 
contemplated  investment    stop 

One  per  mille  would  equal  6%  percent  on  $1,550,000  European  participation  and 
while  obviously  open  discussion  and  later  revision  if  it  appears  unfair  to  either 
side  am  definitely  convinced 

Alpha.  That  greatest  proportion  our  claims  to  financing  profits  can  be  realized 
via  Schroder  Inc 

Beta.  More  satisfactory  relate  our  commission  to  volume  Standard  Gas  financ- 
ing than  to  Schroder  Inc  net  profits  as  think  latter  might  arouse  much  discussion 
and  bad  feeling    stop 

Am  very  doubtful  whether  any  American  underwriting  house  could  realize 
point  three  seven  five  even  though  they  work  hard  and  assume  risks  stop  Con- 
siderations to  remember  are 

One.  Part  financing  always  reserved  local  and  other  houses  recommended  by 
issuing  company 

Two.  Part  our  underwriting  must  be  ceded  to  distributors  especially  in  diffi- 
cult issues    stop 

Very  difficult  for  foreign  underwriter  like  Leadenhall  enforce  reciprocity  and 
Schroder  Inc  would  have  hard  work  to  protect  our  interests 

Three.  There  still  is  risk  on  underwriting  because  underwriting  group  must 
take  commitment  few  hours  before  registration  statement  effective  and  selling 
group  cannot  be  legally  bound  until  registration  effective 

Wilson. 
(Handwritten :)  Copy  of  Wilson  Folder. 


Exhibit  No.  1964 

[From  the  files  of  Schroder  Rockefeller  &  Co.,  Inc.] 

[Letter  head  of] 

J.  Henby  Schbodeb  &  Co. 

In  your  reply  please  quote  Investment  Department 

145  Leadenhall  Stbeet, 
London,  E.  C.  3,  2Jfth  August,  19S6. 

Messrs.  Schbodeb  Rockefelleb  &  Co.  Inc., 

Jf8  Wall  Street,  New  York. 

Deab  Sibs,  Following  our  various  conversations  in  London,  this  is  to  confirm 
our  understanding  as  follows : — 

We  understand  that  you  are  taking  over  from  J.  Henry  Schroder  Banking 
Corporation  their  interest  in  the  amdunt  of  $200,000  in  the  purchase  of  notes 
of  United  States  Electric  Power  Corporation  secured  largely  by  Common  Stock 
of  Standard  Power  &  Light  Corporation.  We  and  certain  British  and  Canadian 
interests  for  whom  we  are  acting  in  this  matter,  have  acquired  an  interest  of 
$1,550,000  in  the  above  purchase.  For  convenience  we  shall  hereafter  refer  to 
the  above-mentioned  British  and  Canadian  interests  as  the  "London  Interests." 

As  a  result  of  this  acquisition  the  London  interests  might  hereafter  be  in  a 
position  to  have  a  part  in  the  financing  of  the  so-called  Standard  Gas  System 
through  participation  in  the  purchase,  sale  and  syndication  of  securities  issued 
by  companies  in  this  System.  However,  the  undersigned,  as  Agent  for  the 
London  interests  duly  authorised  thereto,  hereby  agree  that  the  London  interests 
will  not  engage  in  such  financial  operations  in  the  United  States,  and  will  use 
their  best  efforts  to  the  end  that  Schroder  Rockefeller  &  Co.  Incorporated,  shall 
enjoy  all  their  interests  in  such  financing,  the  present  agreement  being  for  the 
period  and  subject  to  the  terms  and  conditions  herein  set  forth  : — 

(1)  You  shall  pay  to  us  at  our  office  in  London  as  the  Agent  for  the  London 

interests,  in  consideration  for  this  agreement  $26,350  and  hereafter  and  as  long 

as  this  agreement  shall  be  in  force  and  effect,  .125%   of  the  total  principal 

amount  of  securities  covered  by  financing  of  the  so-called  Standard  Gas  System 

200  000 
(less  your  proportionate  interest  therein;   namely,   g       '  of  said  .125%, 

resulting  in  a  payment  of  .1107%).  Such  payments  shall  be  made  only  with 
respect  to  financing  of  the  Standard  Gas  System  in  which,  in  view  of  the  Lon- 
don interests'  and  your  relation  to  this  situation  as  above  indicated,  you  might 
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have  participated  if  you  had  desired  to  do  so,  and  such  payments  shall  be  made 
even  though  you  shall  elect  not  to  participate  in  such  financing.  Such  payments 
shall  be  subject  to  proportional  reduction  in  the  case  of  any  such  financing 
where  the  underwriters'  commission  is  less  than  one  percent. 

(2)  We  shall  take  no  part,  directly  or  indirectly,  in  the  underwriting  or  dis- 
position of  the  securities  which  you  may  underwrite,  or  any  other  activities  in 
the  United  States  in  connection  therewith,  nor  assume  any  responsibility,  lia- 
bility or  commitment  in  connection  therewith,  it  being  understood  that  you 
shall  be  solely  liable  with  respect  to  the  total  amount  of  your  underwriting  com- 
mitments without  any  recourse  against  us  or  any  of  the  "London  interests." 

(3)  This  agreement  and  any  rights,  interests  or  obligations  thereunder,  shall 
be  subject  to  termination  at  any  time  upon  one  month's  prior  written  notice 
by  you  or  by  us. 

Yours  faithfully, 

J.  Henry  Schroder  &  Co. 
Confirmed :  Sohkodee  Rockefeller  &  Co.  Incorporated 

By :  J.  H.  Schroder,  Authorised  Agent. 
NRA/MC 

Exhibit  No.  1^(35 

[From  the  Files  of  Schroder  Rockefeller  &  Co.,  Inc.] 

MEMORANDUM    (HANDWRITTEN:)    R.  W. 

On  May  20,  1936  J.  Henry  Schroder  Banking  Corporation,  Bancamerica-Blair 
Corporation,  W.  C.  Langley  &  Co.,  A.jC.  Allyn  &  Co.,  Inc.  and  Emanuel  &  Company 
purchased  from  the  Chase  National  Bank  of  the  City  of  New  York,  Guaranty 
Trust  Company  of  New  York  and  Chemical  Bank  and  Trust  Company,  $12,500,000 
Notes  of  the  United  States  Electric  Power  Corporation,  secured  by 

1,226,298  shares  Standard  Power  &  Light  Corporation  Common  Stock 

12,798  shares  Standard  Power  &  Light  Corporation  Common  Stock  Series  B 
2,400  shares  Northern  States  Power  Company  Common  Stock  Class  A 
4,000  shares  National  Shareholders  Corporation  Cumulative  Convertible  Pref- 
erence Stock 
8,200  shares  General  Investment  Corporation  Common  Stock 
191,600  warrants  Associated  Gas  &  Electric  Co. 
12,100  warrants  General  Investment  Corp. 

for  a  cash  consideration  of  $3,500,000,  of  which  J.  Henry  Schroder  Banking  Corpo- 
ration's interest  is  50%,  Bancamerica-Blair  Corporation's  interest  is  25%  and  the 
other  three  firms  mentioned  have  a  total  of  25%. 

Bancamerica-Blair  Corporation  agreed  to  make  available  their  interest  in  the 
Notes  or  collateral  securing  the  Notes  (for  a  period  of  90  days  after  the  consum- 
mation of  the  purchase  and  the  acquisition  of  the  Notes,  at  cost  plus  expenses) 
for  an  offering  to  the  shareholders  of  the  United  States  Electric  Power  Corpora- 
tion. Inasmuch  as  the  acquisition-  will  be  completed  on  June  1,  1936,  the  90-day 
period  expires  on  August  31,  1936. 

United  States  Electric  Power  Corporation  had  an  agreement  with  H.  M. 
Byllesby  &  Co.  which  gave  them  a  first  call  on  75%  of  the  financing  of  the 
Standard  Gas  &  Electric  System.  H.  M.  Byllesby  &  Co.  agreed  to  continue  this 
financing  arrangement  with  the  new  group  which  purchased  the  Notes  of  the 
United  States  Electric  Power  Corporation,  secured  by  Standard  Power  &  Light 
Common  Stock,  from  the  three  New  York  banks.  The  purchasers  of  the  Notes 
agreed  that  their  interest  in  this  finance  contract  should  be  on  the  same  percent- 
age basis  as  their  interest  in  the  purchase  of  United  States  Electric  Power  Notes.1 
It  was  also  agreed  that  inasmuch  as  Bancamerica-Blair  Corporation  had  the 
largest  American  interest  in  the  contract,  they  should  have  leadership  in  any 
future  financing,  but  that  Bancamerica-Blair's  attitude  would  have  to  be  flexible 
to  the  extent  of  recognizing  public  service  commissions,  the  wishes  of  the  operat- 
ing company's  management  or  anything  for  the  good  of  the  company  on  this 
question  of  leadership;  also,  if  Schroder  went  into  the  investment  business  in 
this  country,  the  purchase  group  should  then  give  them  consideration  ahead  of 


'(Handwritten  In  margin  :)  Recognizing  that  Schroder's  interest  obvionsly  makes  from 
th<>  general  point  of  view  lenders  of  the  group. 
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Bancamerica-Blair  Corporation  on  the  question  of  leadership.  It  was  agreed  by 
J.  Henry  Schroder  Banking  Corporation  that  if  they  gave  up  any  of  their  position 
in  the  underwriting  the  other  members  of  the  purchase  group  should  have  first 
call  on  such  position,1  and  that  any  offering  of  their  position  to  outsiders  would 
have  to  be  made 2  [through]  the  house  heading  the  business.3 

It  was  also  understood  that  Bancamerica-Blair  Corporation  would  have  the 
opportunity  of  being  represented  on  the  Board  of  Directors  of  the  Standard  Power 
&  Light  Corporation,  the  Standard  Gas  &  Electric^Co.  and  subsidiary  companies 
on  which  any  bankers  in  the  purchase  group  are  represented. 

E.   G.   DlEFENBACH. 

May  28,  1936. 

n.  Ts. 


Exhibit  No.  11)66 

[From  the  Files  of  Schroder  Rockefeller  &  Co.,  Inc.     Cable  from  J.  Henry  Schroder  &  Co., 
London,  to  J.  Henry  Schroder  Banking  Corp.,  New  York] 

[Original] 

CABLEGRAM 
From 

SCHRODPRIV 

J.  Henby  Schbodeb  &  Co. 

London 
Date  sent  1/6/36 
Date  rec'd.  1/6/36    133N 
No.  95. 

Please  arrange" with  Victor  Emanuel  joint  consultation  with  Sullivan  &  Crom- 
well and  enquire  whether  they  foresee  any  serious  legal  difficulties  in  our  USEPCO 
programme  Stop 

Special  points 

One.  Foreclosure  of  loans  to  reduce  Standard  Power  to  possession.  » 

Two.  Offer  by  Victor  Emanuel  and  Hydro  of  foreclosed  stock  to  other  USEPCO 
shareholders 

Three.  Standard  gas  77B  reorganisation 

Four.  Their  guess  about  Public  Utility  Act  and  effect  ou  Standard  Gas 

Five.  Ultimate  dissolution  Standard  Power 

Six.  Possibility  any  claim  by  holders  of  Sta'ndard  Power  debenture  holders 

Seven.  Elimination  Standard  Power  preferred  by  exchange  and/or/  purchase 

Eight.  How  binding  a  contract  can  be  made  assuring  75%  future  group  financ- 
ing to  Emanuel  and  Hydro     Stop 

Please  cable  Pam  Meurice  Hotel  Paris  night  letter  your  close  January  seventh 

( Handwritten : )  Copy  to  Mr.  Emanuel.    Also  Mr.  Dulles. 


Exhibit  No.  1967-1 

[From  the  Files  of  Schroder  Rockefeller  &  Co.,  Inc.] 
[Western  Union] 

Charge  to  the  account  of  EMANU  &  CO.,  32  Broadway 

Jantjaby  6,  1936. 
Robin  Wilson 

%  Major  Albert  Pam 

Hotel  Meurice,  Paris 
Fuller  communicated  to  me  your  cable  sixth  stop  Difficulty  arises  in  that 
Sullivan  and  Cromwell  counsel  for  First  Boston  and  Langley  who  for  reasons 
you  understand  do  not  want  know  about  this  now  stop  Fuller  having  confidential 
talk  with  Dulles  first  this  morning  and  if  they  see  their  way  clear  act  confidential 
basis  we  will  have  joint  meeting  this  afternoon  stop  Unfortunately  market  here 
very  strong  Standard  common  selling*  at  seven  three  quarters  seven  dollar  pre 

1  (Handwritten:)    So  far  as  the  interests  of  the  business  allowed  and  on  terms  satis- 
factory to  Schrod. 

2  (Handwritten  :)  Only  to  parties  satisfactory  to  the  group. 
s  (Handwritten:)  but  illegible. 
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ferred,  twenty  nine  one  eighth  and  am  concerned  as  to  how  this  might  affect 
basis  for  deal.    Regards. 

Emanuel. 


Exhibit  No.  1967-2 

Date:  1/7/36 
Account :  14 
Authorized:  CPF 
From  Investment  Department 

Send  the  following  Cable  and  Charge :  Expense        Addressee 
To  Majob  Albebt  Pam, 

Hotel  Meurice,  Paris. 

[Night  letter] 
Your  schrodpriv  95 

Sullivan  &  Cromwell  have  following  comments  your  particular  inquiries  Quote 
As  you  realize  this  whole  situation  extremely  complicated  and  precise  answers 
would  require  very  detailed  study  and  in  some  cases  view  uncertainty  situation 
could  not  be  given  in  any  event  but  following  may  be  helpful     Stop 

One.  Purchaser  could  foreclose  loans  and  reduce  Standard  Power  stock  to 
possession  but  purchaser  other  than  USEPCO  might  thereby  lose  certain  non- 
transferable collateral  veto  powers  which  USEPCO  as  owner  stock  possesses 
Stop 

Possibly  this  situation  could  be  covered  through  prior  arrangement  Byllesby 
but  complete  answer  would  require  extended  research 

Two.  No  legal  objection  to  offer  foreclosed  stock  by  Hydro  and  Emanuel  to 
shareholders  USEPCO  but  this  would  presumably  require  registration  Securities 
Act  and  consideration  under  Utilities  Act  parenthesis  Emanuel  considers  regis- 
tration easy  since  form  already  filed  for  Standard  Gas  debentures  parentheses 

Three.  [Hearing  on  Standard  Gas  77b  Reorganization  Plan  adjourned  yester- 
day for  month     Stop] 

Impossible  predict  whether  77b  plan  can  be  put  through  prior  determination 
status  Utilities  Act 

Four.  We  are  of  opinion  thai  Title  I  Utilities  Act  which  applies  to  holding 
companies  is  unconstitutional  and  believe  Supreme  Court  on  basis  cases  already 
decided  will  so  hold     Stop 

Five,  six,  and  seven.  We  believe  debenture  holders  still  have  some  claim 
against  Standard  Power  even  though  debentures  assumed  by  Standard  Gas  stop 
Therefore  dissolution  Standard  Power  would  be  extremely  difficult  but  situation 
might  be  met  by  merger  of  Standard  Power  and  Standard  Gas  or  by  Standard 
Gas  offering  exchange  its  own  securities  both  for  assumed  debentures  and  for 
Standard  Power  preferred  unquote 

Eight.  They  consider  contractual  control  of  financing  unfeasible  and  unde- 
sirable but  agree  with  Emanuel  that  real  source  of  control  would  be  Hydro's 
holdings  and  the  majority  on  the  directorate  plus  an  agreement  and  good  rela- 
tions with  Byllesby  paragraph 

Due  to  strong  utilities  market  Standard  Power  &  Light  Portfolio  has  inert  ased 
in  value  over  $3,000,000  since  figures  given  Wilson  and  common  stock  now  quoted 
$414  instead  of  $2  which  "emphasizes  Emanuel's  cabled  suggestion  of  $2,000,000 
limit  in  dealing  with  banks 

Note. — Matter  in  black  brackets  is  stricken  through ;  matter  in  italics  is  handwritten. 


Exhibit  No.  1968 

[From   the  Files  of  Schroder  Rockefeller  &  Co.,   Inc.] 

Memorandum 

3/10/36 
To:  Messrs.  Beal  and  Simpson 
From:  Mr.  Fuller 
Re :  Mr.  Crispell's  Comments  on  Byllesby-Usepco  Agreement 

Mr.  Crispell  was  very  cautious  and  reserved  because  he  has  commitments  to 
so  many  interests  in  this  situation  and  he  would  not  discuss  the  terms  of  the 
agreements  at  all  without  clearing  with  all  his  principals,  who  include  others  be- 
sides Victor  Emanuel.  I  told  him  if  it  became  necessary  to  get  an  official  opinion 
from  Sullivan  &  Cromwell,  we  might  later  approach  him  to  get  a  clearance,  but 
for  the  time  being  our  telephone  conversation  would  suffice. 
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He  says  that  the  two  gentlemen's  agreements  are  not  legally  binding,  as  we 
already  understand,  but  that  they  hare  worked  perfectly  and  will  continue  to  do 
so  as  long  as  thev  are  between  people  who  have  confidence  in  each  other  and  who 
wish  to  play  ball.  In  general  such  agreements  have  been  difficult  to  enforce,  al- 
though he  can  conceive  of  such  an  agreement's  being  made  and  being  enforced  if 
based  upon  a  definite  long-term  program  of  specific  financing.  However,  since  the 
latter  would  involve  the  question  of  price  which  obviously  can  not  be  set  long  in 
advance,  as  a  practical  matter  it  is  difficult  to  see  how  such  a  contract  could 
actually  be  drawn  up  in  practice. 

The  charter  and  by-law  provisions  of  Standard  Power  and  Standard  Gas  are 
presumably  legal  documents,  which  would  stand  regardless  of  the  position  of 
U.  S.  Electric,  but  some  outside  lawyers  have  questioned  even  that  situation. 

CPF/JS  

Exhibit  No.  1969 
[From  the  Files  of  Schroder  Rockefeller  &  Co.,  Inc.     Memorandum  by  C.  P.  Fuller] 

BVXLESBY-USEPCO  AGREEMENTS 

Upon  the  formation  of  U.  S.  Electric  Power  Corporation,  three  agreements 
were  entered  into  between  H.  M.  Byllesby  &  Co.  and  Usepco,  copies  of  which  were 
in  Mr.  Fisher's  possession.  Only  one  of  these  is  considered  a  legally  enforceable, 
signed  contract,  under  which  Byllesby  gives  Usepco  an  option  on  its  holdings  of 
Standard  Power  &  Light  stock  in  case  Byllesby  wishes  to  sell.  It  Includes  a  pro- 
vision that  if  Usepco  declines  at  the  price  offered,  and  Byllesby  sells  elsewhere, 
then  Byllesby  will  execute  an  irrevocable  proxy  for  the  shares  to  Usepco. 

The  other  two  documents  are  merely  gentlemen's  agreements  with  no  binding 
force  in  law,  which  was  understood  at  the  time  of  their  negotiation.  The  one 
called  the  "Dividend  Agreement"  is  signed  by  the  parties  and  obligates  them  to 
confer  on  dividend  policy,  awards  50%  of  the  system's  bank  deposits  and  all 
fiscal  agency  functions  to  Usepco's  nominees,  covers  publicity,  public  relations,  etc. 

The  other,  called  the  "Financial  Agreement",  is  merely  initialed.  It  Is  this 
agreement  which  divides  the  financing  75%  to  Usepco  and  25%  to  Byllesby,  with 
certain  other  provisions. 

While  arrangements  as  to  Standard  Gas  financing  are  thus  not  on  a  legally 
enforceable-basis,  they  have  worked  without  difficulty  since  1929  and  are  similar 
to  many  other  such  arrangements,  all  of  which  operate  as  long  as  the  parties 
thereto  are  reliable. 

While  Sullivan  &  Cromwell  have  not  rendered  an  official  opinion  on  the  validity 
of  these  agreements  (such  an  opinion  would  probably  follow  the  above  lines), 
they  agree  that  they  have  worked  effectively  during  their  existence. 

There  is  some  dispute  as  to  whether  the  agreements  would  become  the  prop- 
erty of  any  successor  to  Usepco  in  the  event  of  the  latter's  dissolution,  but  there 
seems  some  weight  of  authority  indicating  that  they  would  not,  and  therefore  an 
agreement  with  Byllesby  is  an  important  consideration  in  any  negotiations  re- 
garding the  future  of  Standard  Gas  financing.  Mr.  Emanuel  claims  to  have  a 
thorough  understanding  with  Byllesby. 

Obviously  no  deal  should  be  completed  until  undertakings  covering  the  financing 
are  completed  in  form  satisfactory  to  all  parties.  Such  undertakings  can  prob- 
ably not  be  set  up  in  legally  binding  form,  but  can  be  made  on  a  workable  basis 
as  in  the  past. 

CPF/JS 

3/13/36 

Exhibit  No.  1970 

[From  the  Files  of  Schroder  Rockefeller  &  Co.,  Inc.     Letter  from  J.  L.  Simpson  to  Frank 

Common] 
Confidential  March  13,  1936. 

Frank  Common,  Esq., 

Messrs.  Broimi,  Montgomery  &  McMichael, 

Royal  Bank  Building,  Montreal,  Canada. 
Dear  Frank  :  During  the  conversation  Jerry  and  I  had  with  you  the  evening 
you  were  here,  you  raised  three  points  particularly  regarding  the  Usepco  deal : 
1)  The  legality  of  the  contractual  arrangements  with  Byllesby. 
We  have  gone  into  this  question  carefully,  both  with  Sullivan  &  Cromwell  and 
Victor  Emanuel,  and  Carl  Fuller  has  prepared  a  memorandum  as  of  today's  date 
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which  sets  forth  tne  position.  It  confirms  your  view  that  the  financial  agreement 
is  not  legally  binding.  On  the  other  hand  Victor  Emanuel  feels  strongly  that  the 
agreement  has  moral  force,  has  in  the  past  been  adhered  to,  and  is  playing  a  role 
in  the  present  negotiations.  By  this  last  I  mean  that  he  states  that  all  parties 
concerned,  including  Byllesby,  Harrison  Williams  and  the  banks,  recognize  the 
force  of  the  Byllesby-Usepco  financial  agreement.  He  contends  that  everybody 
feels  Usepco's  position  in  this  respect  is  strong  enough  so  that  account  must  be 
taken  of  it,  and  that  Byllesby  have  taken  this  attitude  with  all  parties  concerned. 

You  will  note  that  copies  of  the  three  agreements  are  reported  to  be  in  Hydro's 
possession  (or  among  Fisher's  effects).  Through  Emanuel  we  have  obtained 
access  to  these  agreements  on  a  strictly  confidential  basis.  As  this  has  only  hap- 
pened today,  we  have  not  had  time  to  make  a  thorough  scrutiny  of  the  provisions, 
but  shall  do  so  promptly  and  if  we  discover  anything  to  amend  or  amplify  the 
present  information  we  shall  of  course  advise  you. 

In  any  event,  Carl's  memorandum  summarizes  a  number  of  detailed  conversa- 
tions with  Crispell  of  Sullivan  &  Cromwell  and  Victor  Emanuel,  and  I  believe  it 
answers  your  question. 

2)  The  possibility  of  an  outside  utility  opinion  regarding  the  business  merits  of 
the  proposed  deal. 

Jerry  and  Carl  and  I  have  discussed  this  matter  at  very  considerable  length. 
We  recognize  thoroughly  the  merit  of  your  view  as  to  the  desirability  of 
obtaining  all  the  backing  possible  to  any  recommendation  which  may  be  made 
to  the  Hydro  Board.  However,  it  is  really  difficult  to  see  just  how  the  point 
can  be  met  satisfactorily.  If  one  went  to  a  financial  house,  such  as  the  name 
you  mentioned,  their  interest  in  dealing  with  the  matter  could  surely  be  ob- 
tained only  by  giving  them  a  major  position.  That  would  presumably  be 
irreconcilable  with  the  retention  of  a  sufficient  interest  by  the  present  Usepco 
group,  including  Hydro. 

We  have  considered  utility  operators  such  as  Stone  &  Webster,  for  instance. 
Two  objections  present  themselves.  Anybody  of.  substance  has  financial  con- 
nections and  bringing  any  such  party  into  the  picture  would  almost  certainly 
lead  to  further  complications.  Furthermore  the  elements  of  uncertainty  in 
the  deal  are  to  such  a  large  extent  political,  legal  and  financial  that  there  is 
a  great  question  as  to  the  value  of  outside  utility  advice.  As  a  matter  of 
fact,  Langley  is  really  quite  a  prominent  figure  in  the  American  utility  busi- 
ness, and  while  Victor  Emanuel  does  not  represent  any  powerful  interest,  he 
is  undoubtedly  an  able  and  experienced  man. 

Of  course  if  we  should  end  by  forming  some  combination  with  Harrison 
Williams,  there  is  no  doubt  that  his  views  regarding  the  property  values  would 
be  of  great  interest. 

If  you  have  any  further  thoughts  on  this  phase  of  the  matter,  I  hope  you 
will  communicate  them  freely.  It  is  certainly  a  very  important  question  and 
your  fundamental  point  of  view  is  one  with  which  we  here  completely  sym- 
pathize. We  too  would  like  to  have  something  to  back  up  any  views  which 
we  may  ultimately  formulate  and  express ;  but  the  problem  seems  to  be  as 
outlined  above. 

(3)  The  relations  between  Hydro  and  the  other  members  of  the  Usepco 
group. 

Your  point  was  that  the  contemplated  transaction  should  represent  an  en- 
tirely new  deal,  and  that  any  rights  and  benefits  should  be  distributed  among 
the  members  of  the  group  in  proportion  to  the  new  financial  commitments 
undertaken,  regardless  of  any  precedents  created  in  the  past. 
■  There  is  no  question  in  our  minds  that  you  are  100%  right  in  this  position. 
We  have  had  it  in  mind  all  along,  and  I  think  Victor  Emanuel  quite  accepts 
that  point  of  view.  However,  I  am  glad  you  re-emphasized  it,  and  you  need 
have  no  doubt  that  that  is  the  position  which  we  shall  maintain  if  and  when 
the  negotiations  come  to  a  head. 

The  present  situation  is  that  both  Harrison  Williams  and  Heinemann  are 
negotiating  with  the  banks  and  Byllesby.  Victor  Emanuel  apparently  is  in- 
formed of  everything  which  goes  on  in  both  quarters.  He  tells  us  that  both 
Williams  and  Heinemann  recognize  that  if  they  do  succeed  in  working  out 
anything,  they  will  have  to  deal  with  the  Usepco  group.  In  the  meantime 
Standard  Power  &  Light  common  was  quoted  today  at  2%-314,  and  Standard 
Gas  &  Electric  common  closed  at  "S%-7%.  It  may  be  that  Victor  will  still 
have  an  opportunity  to  engineer  his  own  deal  with  the  banks.  If  that  should 
happen,  we  shall  all  have  to  decide  what  to  do  about  putting  it  up  to  Hydro. 
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I  think  that  gives  you  a  summary  of  the  situation  to  date  and  shall  not  fail 
to  let  you  know  of  any  developments  of  importance. 
With  very  best  regards, 
Sincerely, 


P.  S.  Regarding  Grace  and  Northeastern,  we  wired  London  asking  them 
whether  Hydro  has  any  general  interest  in  increasing  its  holdings  of  North- 
eastern common  or  preferred.  Grace  was  in  today,  and  Carl  Fuller  and  I  had 
a  chat  with  him.  We  told  him  that  if  there  is  any  interest  in  the  situation  we 
shall  certainly  consider  the  possibility  of  dealing  with  him.  He  is  of  course 
quite  a  small  dealer,  but  quite  knowledgeable  and  may  be  of  use. 

Enclosure. 
jJLS/T 


Exhibit  No.  1971 
[From  the  Files  of  Schroder  Rockefeller  &  Co.,  Inc.] 


Mat  18,  1928. 


Memorandum  Re — Standard  Gas  and  Electric  Company,  American  Water 
Works  and  Electric  Company,  Inc.,  Middle  West  Utilities  Company  (Com- 
bined with  National  Electric  Power  Company) 

Statistical  information 


Oross  earn- 
ings 


Balance  sheet 
resources 


Standard  Gas  &  Electric  Co 

American  Water  Works  &  Electric  Co.,  Inc 
Middle  West  Utilities.Co.-.W—,,,-.,,,, 
National  Electric  Power  CoJCombmed— - 

Totals .. 


$155,000,000 
50,000,000 
130,000,000 


$1,100,000,000 
400,000,000 
900,000,000 


$335,000,000 


$2,400,000,000 


Earnings  and  dividends  per  shares 


Dividends 
paid  per  share 


Standard  Gas  &  Electric  Co. 

American  Water  Works  &  Electric  Co.,  Inc...    .- 

Middle  West  Utilities  Company 

Figures  on  earnings  and  dividends  of  Middle  West  Utilities  Co.  do  not 
include  earnings  from  National  Electric  Power  Co.  which,  roughly  estimat- 
ed, should  increase  earnings  per  share  and  dividends  paid  per  share  to 


10.50. 


Financial  and  statistical 

This  situation  would  be  the  world's  largest  public  utility  company  and  also 
the  world's  largest  corporation.    There  would  be— 

Electric  consumers 2, 444, 923 

Water  "        453,088 

Gas  "        723,000 

Hydro  electric  capacity  in  KW 480,600 

Steam  capacity  in  KW T 2,  398,  000 

Total  capacity  in  KW 2, 878,  600 

Annual  KW  hour  output 8,828,010,000 

Communities  served __^. 6,  340 

Population            "       .__ 13,  475,  000 

There  is  a  great  -deal  of  additional  statistical  information  that  would  be  very 
interesting  with  regard  to  this  situation,  but  which  I  have  not  attempted  to 
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compile  in  the  short  time  available.    At  a  later  date  I  will  furnish  the  following 
figures : 

Steam  heating  consumers 

Telephone  subscribers 

Railway  passengers  carried' 

Ice  production  and  distribution 

Capacity  of  ice  storage 

Oil  production  and  distribution 

Capacity  of  oil  storage 

Miles  of  track 

Number  of  cars  ' 

Daily  capacity  of  artificial  gas  plants 

Open  flow  capacity  of  natural  gas  fields 

Miles  of  gas  mains 

Capacity  of  gas  holders 

Miles  of  high  tension  transmission  line 

Miles  of  distribution  line 

Capacity  of  water  pumping  plants 

Other  general  statistics. 

Estimated  cost   of   controls 

Standard  Gas  &  Electric  Company- $30,000,000 

(represented  by — 

1,000,000  shares  $1  6%  non-cumulative  preferred  stock 
200,000        "-    common  stock) 

Middle  West  Utilities  Company 52,  500,  000 

(represented  by — 

292,000  shares  common  stock.     This  would  mean  an  average 
cost  per  share  of  $179.80) 

American  Water  Works  &  Electric  Co.,  Inc 54, 480,  000 

(represented  by — 

681,000  shares  common  stock  at  $80  per  share) 

$136,  980,  000 

Income  to  be  received  on  the  oasis  of  the  acquisition  of  the.  above  controls 

Standard  Gas  &  Electric  Company—  Per  annum 

1,000,000  shares  6%  preferred  stock 60,  000 

200,000  shares  common  stock  at  $3.50 700, 000 

Middle  West  Utilities  Company— 

292,000  shares  common  stock  at  $10.50 3,  066,  000 

American  Water  Works  &  Electric  Co.,  Inc. — 

681.000  shares  common  stock  at  $2.50 - ._       1,  702,  500 

(This  stock  is  now  paying  1%  per  annum  in  cash  and  4% 
per  annum  in  stock.     I  have  given  effect  to  the  elimination  of 
the   stock   dividend   and  payment   of  $2.50   in   cash  dividend 
which  I  think  is  conservative) 
"  Standard  Gas  &  Electric  Company — 

Management  earnings — 1%  of  gross '. 1,550,000 

Engineering        "        — 1%%  of  construction 975,000 

Middle  West  Utilities  Company — 

Management  earnings — 1%  of  gross 1,300,000 

Engineering        'V       — 1%%  of  construction 750,  000 

American  Water  Works  &  Electric  Co.,  Inc. — 

Management  earnings — 2%  of  gross 1,  000,  000 

Engineering        "        — 5%  of  construction 1,  500,  000 

One  per  cent  of  total  amount  par  value  of  securities  issued  per 
annum — estimated   (conservatively) 2,  000,000 

Interest  in  undistributed  earnings — 

Standard  Gas  &  Electric  Companv 620,  000 

Middle  West  Utilities  Company 2,190,000 

American  Water  Works  &  Electric  Co.,  Inc : 1,021,500 

Proportion  of  immediate  savings  in  combined  operation  that  would 

inure  to  above  stockholding^  , T 3,500,000 

Total  amount  income  to  new  holding  company $21,  935,  000 
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In  explanation  of  certain  of  the  above  items  of  income,  I  would  make  the 
following  comment: 

Management  and  engineering  earnings  would  not  necessarily  be  so  termed. 
These  earnings  would  have  to  come  from  the  respective  holding  companies  we 
purchase,  and  not  from  their  operating  properties — except  possibly  in  the  case 
of  the  American  Water  Works  and  Electric  Company,  Inc. 

The  one  per  cent  income  on  the  total  par  value  of  securities  issued  per  annum 
would  be  paid  into  a  new  holding  company,  probably  by  the  bankers  themselves. 

The  $3,500,000  that  would  inure  to  the  new  company  due  to  savings  in  oper- 
ating is  a  most  conservative  figure.  It  would  take  a  long  time  and  a  most  care- 
ful study  to  estimate  the  total  amount  of  savings  that  could  be  made  under  one 
combined  operation  of  these  three  large  holding  companies,  but  to  give  only  a 
rough  idea  of  the  possibilities  the  following  can  be  considered : 

The  American  Water  Works  &  Electric  Company,  Inc.  and  the  National  Elec- 
tric Power  Company  maintain  large  central  operating  and  management  offices 
in  New  York  City,  while  the  Middle  West  Utilities  Company  and  the  Standard 
Gas  &  Electric  Company  have  similar  organizations  in  Chicago.  These  four 
very  large  organizations  would  be  combined  into  one  new  organization  with  a 
tremendous  saving,  not  only  in  salaries,  but  in  rent  and  all  other  items  that 
go  into  the  cost  of  large  central  offices. 

From  my  knowledge  of  the  situations,  I  would  say  that  the  minimum  amount 
we  could  save  would  be  $5,000,000  per  annum.  As  another  example,  the  prop- 
erties of  these  companies  are  contiguous  in  many  localities.  Dozens  of  operat- 
ing offices  could  be  merged,  probably  into  five  large  groups,  which  would  lend 
itself  to  efficient  and  economical  management.  These  groups  would  be  in  charge 
of  the  best  men  available  and  would  mean  the  elimination  of  any  number  of 
separate  operating  organizations  in  the  field.  Also,  they  could  take  more  power 
than  they  now  enjoy,  and,  management  could  be  de-centralized  to  a  large  extent 
from  home  offices  and  put  on  the  properties  themselves,  due  to  the  fact  that 
on  the  large  situations  that  would  result,  each  of  the  groups  could  maintain 
a  sufficient  staff  headed  by  high  calibre  men.  This  should  save  at  least 
$5,000,000,  which  is  a  conservative  figure. 

There  are  literally  so  many  savings  to  be  made,  that  it  would  be  very  diffi- 
cult to  recount  them  all,  but  the  savings  in  taxes,  insurance,  and  all  overhead 
charges  would  be  enormous. 

The  combined  ^  '•chasing  pqwer  of  this  situation  would  insure  cheaper  pur- 
chases than  ever,  and  more  important  than  all,  these  properties  lend  them- 
selves in  great  measure  to  inter-connection  which  would  eliminate  an  untold 
amount  of  future  construction  requirements  for  power  generation  and  reserve 
supplies.  The  Pennsylvania,  Virginia,  West  Virginia,  and  Maryland  situation 
alone  would  represent  huge  savings  in  interest  charges,  depreciation  and  main- 
tenance per  year,  to  say  nothing  of  a  far  lower  cost  in  the  production  of 
electricity. 

There  is  not  time  for  me  now  to  go  into  the  details  of  such  savings,  but 
anyone  having  even  a  remote  knowledge  of  public  utility  operation  can,  with 
one  look  at  a  map  showing  the  combined  lay-out  of  these  properties,  under- 
stand what  a  tremendous  amount  these  savings  will  mean.  It  is  my  belief 
that  instead  of  a  $10,000,000  saving,  this  figure  can  easily  be  doubled. 

The  question  may  be  asked  here  why  more  than  $3,500,000  of  this  $10,000,000 
saving  does  not  inure  to  the  new  corporation.  The  reason  is  that  the  new 
company  would  own  only  one-sixth  of  the  common  stock  of  the  Standard  Gas 
&  Electric  Company,  and  fifty-one  per  cent  of  the  stock  of  the  Middle  West 
Utilities  Company  and  the  American  Water  Works  &  Electric  Company,  Inc. 
The  balance  of  $6,500,000  would  inure  to  the  other  stockholders  in  these  three 
companies,  and  could  only  be  earned  in  greater  proportion  by  us  if  we  in- 
creased our  stock  holdings  in  these  three  situations  beyond  the  necessary 
control. 

Financial  situation 

If  the  stocks  of  the  three  companies  discussed  in  this  memorandum  could 
be  purchased  at  the  price  estimated,  our  total  cost  would  be  about  $137,000,000. 
The  income  on  this  investment,  as  set  forth  above,  would  be  about  $22,000,000 
per  annum.  This  would  represent  an  over-all  return  of  sixteen  per  cent  on 
the  investment.  It  is  very  important  here  to  bring  out  the  fact  that  it  is  after 
depreciation  and  all  prior  charges.     This. should  be  particularly  noted. 
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A  few  days  ago  we  discussed  a  rough  plan  of  financing  which  provided  that 
thirty  five  per  cent  of  the  amount  needed  should  be  raised  in  debentures  of 
the  new  holding  company,  and  twenty  five  per  cent  in  preferred  stock.  From 
the  figures  I  am  giving  you  below,  it  is  obviously  not  the  right  set-up. 

If  we  wanted  to  raise  thirty  five  per  cent  of  the  necessary  amount  in  deben- 
tures, this  would  mean  that  it  would  be  necessary  for  us  to  raise  $47,950,000. 
Assuming  that  five  per  cent  debentures  could  be  sold  to  the  public  at  96,  for 
which  the  bankers  would  pay  the  company  94,  this  would  require  $51,000,000 
of  debentures.  The  annual  interest  charges  on  these  debentures  would  be 
$2,550,000  and  the  interest  charges  would  be  earned  8.36  times  after  all  prior 
charges.  It  is  quite  obvious  that  any  such  small  amount  of  debentures  would 
be  foolish. 

•  It  might  be  stated  here  that  a  part  of  our  earnings  will  be  due  to  certain 
management  and  engineering  charges  and  also  to  certain  savings  to  be  made. 
However,  giving  effect  to  having  these  controls  and  combining  them  in  one  new 
holding  company,  it  would  not  be  difficult  to  obtain  an  audit  from  certified  public 
accountants  giving  earnings  set-up  as  outlined  above;  this  was  done  in  the  case 
of  the  National  Electric  Power  Company  and  it  has  been  done  in  many  of  the 
largest  and  most  important  companies  in  this  country.  The  management  and 
engineering  fees  are  on  the  basis  of  contract  and  the  savings  could  be  shown 
as  soon  as  the  operating  and  management  affairs  were  combined,  so  I  know 
such  a  certificate  could  be  obtained  by  giving  effect  to  these  two  matters  taking 
place. 

We  had  planned  to  issue  twenty-five  per  cent  of  the  amount  necessary  in  pre- 
ferred stock.  This  would  require  the  raising  of  $34,250,000.  Assuming  that  six 
per  cent  preferred  stock  would  sell  to  the  public  at  97  and  to  the  bankers  at,  say, 
93,  this  would  require  $36,825,000  of  preferred  stock  on  which  the  annual  dividend 
requirements  would  be  $2,201,500.  For  this  we  would  have  available  earnings  of 
$19,450,000  (which  is  the  balance  or  earnings  available  after  paying  interest 
charges  on  the  debentures).  This  amount,  for  the  dividend  charges,  would  be 
earned  8.85  times.  Here  again  it  is  quite  apparent  that  the  amount  of  preferred 
stock  we  have  assumed  is  far  too  low.  In  fact,  the  combined  interest  and  pre- 
ferred stock  dividend  would  be  earned  over  5  times,  and  in  this  market  it  would 
not  even  be  necessary  for  the  combined  charges  to  be  earned  twice. 

It  is  quite  apparent  now  that  the  entire  purchase  price  could  be  financed  in 
•debenture  bonds  and  preferred  stock,  if  we  were  so  minded.  This  is,  of  course, 
always  providing  that  these  combined  controls  could  be  purchased  for  $137,000,000. 

Two  other  plans  present  themselves  to  me,  based  upon  a  purchase  price  of 
$137,000,000,  which  I  am  giving  briefly  below : 

Sell  $75,000,000  debentures  at  94,  net  to  the  company,  (interest  on 
these  bonds  would  be*  earned  5.9  times) *. $70,500,000 

Sell  $50,000,000  6%  preferred  stock  at  93,  net  to  the  company  ( divi- 
dends on  this  stock  would  be  earned  6  times) . 46,  500, 000 

TOTAL   AMOUNT  RAI6ED $117,  000,  000 

Amount  still  to  be  raised $20, 000,  000 

For  this  $20,000,000  still  to  be  raised,  we  would  have  available 
earnings  after  interest  and  dividend  charges  on  the  above  securi- 
ties of i $15, 250, 000 

which  would  represent  a  return  of  76Yi%  per  annum  on  the  money  to  be  raised. 

It  is  quite  obvjous  that  anyone  of  a  dozen  plans  could  be  used  to  raise  this 
money.  If;  for  instance,  we  issue  5,000,000  shares  of  common  stock,  the  earnings 
available  per  share  would  be  $3.45  per  annum.  Common  stocks  of  this  character 
can  readily  be  sold  in  the  present  market  on  a  ten  per  cent  accrued  earnings  basis, 
but  even  if  we  doubled  this  amount  and  sold  this  stock  on  the  basis  of  twenty  per 
cent  accrued  earnings  available  for  dividends,  we  could  then  put  a  valuation  on 
this  stock  of  $17.25  per  share,  and  out  of  the  5,000,000  shares  available  we  would 
have,  to  sell  only  1,160,000  shares  .at  $17.25  per  share  to  raise  the  $20,000,000 
necessary — and  this  stock  would  shew  an  accrued  earning  basis  of  twenty  per 
cent  per  annum.  This  would  leave  us  with  the  remaining  3,840.000  shares  at  no 
cost  whatsoever  and  On  which  available  earnings  would  be  $13,24S,000  per  annum. 

As  aforesaid,  the  entire  amount  necessary  could  be  raised  in  bonds  and  pre- 
ferred stock  and  we  will  have  a  good  showing,  but  the  facts  in  the  matter  are  that 
we  could  afford,  if  necessary }%o  pay  a  great  deal  more  than  $137,000,000  for  these 
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controls,  or,  if  necessary,  we  could  forego  making  some  of  the  charges  above 
estimated. 

It  is  far  too  early  now,  anyway,  to  make  any  financial  plans,  and  I  have  only 
given  these  to  show  what  could  be  done  on  the  basis  we  have  in  mind. 

There  are  two  matters  in  this  situation  which  are  of  the  utmost  importance. 
One  is  the  legality  of  the  issuance  of  the  1,000,000  shares  of  $1  per  share  par 
value  six  per  cent  non-cumulative  preferred  stock  of  the  Standard  Gas  and 
Electric  Company.  The  second  is,  whether,  if  we  desire,  we  can  impose  the 
management  and  engineering  charges  (or  a  combination  of  charges)  on  the 
Standard  Gas  and  Electric  Company  and  the  Middle  West  Utilities  Company 
situations,  inasmuch  as  these  holding  companies  are  already  making  such 
charges  to  their  operating  subsidiaries.  These  charges,  of  course,  would  not 
be  superimposed  on  the  subsidiary  companies,  but  on  the  holding  companies 
and  I  cannot  see  how  anyone  could  possibly  complain  unless  perhaps  it  would 
be  the  minority  stockholders  of  these  companies.  I  do  not  feel  that  they  would 
have  any  legal  right  to  object,  but  this  point  would  have  to  be  studied  care- 
fully. In  any  event,  with  the  savings  that  could  be  made  through  the  opera- 
tion of  these  situations  combined  as  one,  the  earnings  per  share  that  would 
accrue  to  these  stockholders  would  be  far  greater  than  the  charges  we  impose, 
so  that  an  actual  improvement  in  their  position  should  result.  This  problem 
does  not  present  itself  in  the  case  of  the  American  Water  Works  and  Electric 
Company,  Inc. 

Notwithstanding  the  fact  that  the  entire  transaction  might  be  financed  out 
for  $137,000,000,  provided  we  could  purchase  the  controls  above  outlined,  I  agree 
with  Captain  Loewenstein  that  it  would  be  good  policy  for  us  to  have  some 
amount  of  actual  cash  in  the  equity. 

Nowhere  in  this  memorandum  have  I  discussed  the  many  advantages  that 
would  inure  to  the  bankers  in  this  situation.  I  have  thought  this  was  too 
apparent  to  make  any  comment ;  it  is  sufficient  to  say,  however,  that  they  would 
be  assured  of  an  immense  amount  of  prime  public  utility  securities  each  year 
that  would  be  purchased  from  friendly  hands,  and  that  their  position  in  the 
situation  would  be  even  more  attractive  than  that  of  the  operators. 


Exhibit  No.  1972 

[Letter  from  S.  YV.  Duhig,  Shell  Union  Oil  Corporation,  to  Investment  Banking  Section, 
Monopoly  Study,  Securities  &  Exchange  Commission] 

Shell  Union  Oil  Cobporation, 
50  West  50th  Street,  New  York,  January  4,  1940. 

stipulation 
Mr.  Peter  Nehemkis,  Jr. 

Securities  and  Exchange  Commission. 

Washington,  D.  C. 
Dear  Mr.  Nehemkis  :  It  is  hereby  stipulated  and  agreed  that  the  documents 
listed  on  the  attached  sheet  are  true  copies  of  original  communications  or 
memoranda  or  carbon  copies  thereof  in  the  files  of  Shell  Union  Oil  Corporation 
and  that  they  were  received,  sent  or  written,  as  the  case  may  be,  by  an  officer 
of  Shell  Union  Oil  Corporation.  The  cablegrams  referred  to  in  which  code 
addresses  and  signatures  were  employed  were  sent  to  or  received  from  certain 
directors  of  Shell  Union  Oil  Corporation  who  were  at  the  time  resident  in 
London. 

Tours  very  truly, 

S.  W.  Dtthiq, 
Vice  President  and  Treasurer. 
SWD— S 
Encl. 
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Date 

1 
2 

.  6/7/35 
7/22/36 

3 

8/14/35 

4 

10/14/35 

R 

7/29/35 

fi 

11/1/36 

7 

12/16/35 

8 

12/18/36 

9 

1/4/86 

10 

1/18/36 

u 

1/22/36 

12 

2/10/36 
8/6/86 

13 

14 

8/6/36 

15 

3/11/36 

16 

3/11/36 

17 

4/3/86 

18 

1/20/37 

19 

2/4/37 

20 

3/6/37 

21 

8/16/37 

22 

3/16/37 

23 

3/17/37 

24 

1/18/38 

26 

4/13/88 

26 

4/22/38 

27 

4/30/38 

28 

6/1/38 

•29 

5/23/39 

30 

6/24/39 

31 

6/6/39 

32 

1/4/39 

33 

1/5/39 

34 

6/26/39 

36 

7/13/39 

36 

7/17/39 

37 

7/20/39 

Description 


Letter 

Letter... . 
Cable— 

Cable 

Cable.— 

Cable 

Letter 

Letter 

Cable— 

Cable 

Cable— 
Memo'.. 
Telegram 
Telegram 
Telegram 
Telegram 

Letter 

Cable 

Letter 

Cable 

Memo 

Cable.— 
Cable- 
Letter 

Letter 

Memo 

Cable.— 

Letter 

Letter 

Letter 

Cable 

Cable 

Cable 

Cable.— 
Cable.... 
Telegram 
Cable...'- 


From- 


J.  C.  van  Eck . 

8.  Belither 

Condeteck, 

Deterding,  London 

Deterding,  London ... 

Condeteck 

Dillon  Read  &  Co - 

Lee  Higginson  Corp.  and  Hayden 
Stone  &  Co.- 

Deterding,  London.. 

Shell .1 

Condeteck 

<«) 

van  der  Woude 

F.  Oodber 

J.  W  Watson 

van  F.ck.. 

J.  C.  van  Eck... 

R.  O.  van  der1  Woude 

R.  O.  van  der  Woude 

R.  O.  van  der  Woude 

S.  W.  Duhig _ 

R.  G.  van  der  Woude....... 

R.  G.  van  der  Woude 

J.  C.  van  Eck 

R.  G.  van  der  Woude ... 

S.  W.  Duhig 

R.  G.  van  der  Woude.. 

R.  G.  van  der  Woude. 

S.  W.  Duhig;... 

8.  W.  Duhig 

R.  G.  van  der  Woude ... 

R.  G.  van  der  Woude 

Shellwood,  London 

R.  G.  van  der  Woude 

R.  G.  van  der  Woude 

R.  G.  van  der  Woude 

R.  G.  van  der  Woude 


To- 


F.  Godber. 

J.  C.  van  Eck. 

Deterding,  London. 

van  Eok. 

Shell. 

Deterding. 

Shell  Union  Oil  Corp. 

Shell  Union  Oil  Corp. 

Condeteck. 
Condeteck,  London. 
Deterding,  London. 

F.  Godber. 

R.  G.  van  der  Woude. 

S.  W.  Duhig. 

F.  Godber. 

G.  Legh-Jones. 
Vanwood,  London. 
J.  C.  van  Eck. 
Vanwood,  London. 

Vanwood,  London. 
Vanwood,  London. 
R.  G.  van  der  Woude. 
J,  C.  van  Eck. 

Vanwood,  London. 
A.  Fraser. 

R.  G.  van  der  Woude. 
R.  G.  van  der  Woude. 
Vanwood,  London. 
Vanwood,  London. 
R.  G.  van  der  Woude. 
Vanwood,  London. 
Vanwood,  London. 
S.  Belither. 
Vanwood,  London. 


1  Headed  Shell  Union  Group— unsigned. 


Exhibit  No.  1973 

[From  the  files  of  Shell  Union  Oil  Corporation] 

Shell  Union  Oil  Corporation, 
50  West  50th  Street,  New  York,  7th  June,  1935. 
Private  &  Confidential 

F.  Godber,  Esq. 

St.  Helens  Court,  Leadenhall  Street,  London,  E.  C.  S,  England. 
Dear  Mr.  Godber: — 

SHELL  UNION   FUNDS 

Referring  to  my  letter  of  May  29th,  our  banking  friends  (Hayden,  Stone  and 
Lee,  Higginson)  advise  me  that  they  think  they  could  raise  up  to  $60,000,000  at 
the  terms  mentioned  in  my  letter  of  the  29th. 

As  regards  the  Warrants,  they  think  these  should  contain  an  option  to  purchase 
30  Shell  Union  Shares  at  $15  per  share  for  three  years  and  at  $17.50  per  share 
for  another  three  years. 

(Handwritten  on  margin:)  A.  C.  Allyn  &  Co.,  20  Exchange  Place. 

It  may  also  interest  you  that  I  have  been  approached  by  a  banking  syndicate 
consisting  of  Lehman  Bros.,  Speyer  &  Co.  and  the  firm  of  Solomon  Bros.  &  Huts- 
ler,1  who  are  very  anxious  to  make  us  a  bid.  At  the  proper  time  I  think  they 
would  be  prepared  to  make  an  offer,  which  of  course  should  be  confidential  and 
not  to  be  disclosed  to  any  competitive  bankers,  at  a  fixed  price  with  their  right 
to  cancel  at  a  penalty  of  say  $100,000,  if  not  prepared  to  go  forward  with  the 
deal.  As  you  know,  all  bankers  at  the  present  time  are  very  hesitant  to  make 
definite  commitments  as  to  price  at  the  time  the  deal  is  negotiated,  and  only  wish 
to  be  definitely  bound  some  three  or  four  days  before  the  issue  is  possible  after 


1  N»me  is  circled. 
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having  received  the  approval  of  the  Securities  Exchange  Commission.    If,  in  that 
case,  the  market  has  gone  down  and  the  bankers  would  not  think  it  possible  to 
proceed  with  the  deal,  the  syndicate  I  spoke  of  are  prepared  to  pay  a  forfeiture. 
Yours  very  truly, 

J.  C.  van  Eck. 
JCvE :  AB 


Exhibit  No.  1974 

[Source:  Moody's  Manual.     Prepared  by  the  staff  of   the   Investment  Banking  Section, 
Monopoly  Study,  Securities  and  Exchange  Commission] 

Publio  Offerings  of   Shell  Union   Securities   Prior  to   1935 

1.  In  April  1927,  a  public  offering  of  $50,000,000  Shell  Union  Oil  Corporation 
20  year  5%  Sinking  Fund  Gold  Debentures  due  May  1,  1947,  was  underwritten 
by  Lee  Higginson  and  Company  of  Boston  and  Higginson  and  Company  of  London. 

2.  In  June  1929,  a  public  offering  of  $40,000,000  Shell  Union  Oil  Corporation 
Cumulative  Convertible  Preferred  Stock  was  'underwritten  by  Lee  Higginson 
and  Company,  Guaranty  Company,  National  City  Company,  Hayden  Stone 
and  Company,  Dominick  and  Dominick,   and  Clark   Dodge  and  Company. 

3.  In  September  1929,  a  public  offering  of  $50,000,000  Shell  Pipeline  Corpora- 
tion Sinking  Fund  Gold  Debentures,  due  October  1,  1949,  was  underwritten 
by  the  same  six  hrms.  This  company  is  a  subsidiary  of  Shell  Union  and  these 
debentures  were  guaranteed  by  Shell  Union. 


Exhibit  No.   1975 

[From  the  flies  of  Shell  Union  Oil  Corporation] 

S.  Belither,  - 
100  Bush  Street,  'San  Francisco,  Calif.,  22nd  July,  19S5. 
My  Dear  Mr.  van  Eck:  I  had  a  talk  with  Mr.  van  der  Woude  this  morn- 
ing and  he  tells  me  there  is  nothing  new  in  regard  to  the  refinancing.    I  under- 
stand Mr.  van  der  Woude  has  continued  the  discussions  in  New  York  with 
Dillon  Reade  but  they  are  not  yet  in  a  position  to  make  any  offer. 

You  have,  no  doubt,  noticed  in  the  morning  paper  that  Mr.  Ames,  of  the 
Texas  Company,  passed  away  yesterday — apparently  of  heart  failure. 

I  wish  you  and  Mrs.  van  Eck  and  family  a  very  pleasant  trip,  and  I  am 
looking  forward  to  seeing  you  in  New  York  on  Friday. 
Yours  very  sincerely, 
Mr.  J  C.  van  Eck, 

Sacramento. 

S.   Belither. 
Italic  indicate  handwriting. 


Exhibit  No.  1976 

[From  the  files  of  Shell  Union  Oil  Corporation] 

[Copy  of  message] 

Sent  6  p.  m.,  August  14th,a935. 
To  Deterding,  London.  BRK 

By  Condeteck.  New  York    8230 

625 

Your  [492]  95  Dillon  Read's  best  proposal  under  present  conditions  bond  mar- 
ket is  $50,000,000  4  percent  debentures  to  be  issued  to  public  at  101%  with  2% 
percent  commission  to  bankers  returning  to  company  therefore  99  making  money 
cost  us  approximately  4.10  percent     Stop 

Bonds ; callable  first  few  years  at  105  thereafter  graduating  scale  and  warrants 
attached  to  bonds  entitling  owner  purchase  25  Shell  Union  shares  at  around  17 
for  10  years  or  possibly  5  years  if  conditions  bond  market  at  time  of  issue 
would  justify     Stop 
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There  would  be  no  commitment  on  part  of  bankers  or  on  our  side  and  final 
price  to  be  determined  soon  as  registration  with  Securities  Exchange  Commis- 
sion has  been  completed  and  3  days  before  issue  date 

Messrs.  Van  Eck,  Duhig,  Fraser. 

Black  br?«*kets  indicate  stricken  through  figures  and  italic  hand  written  figures. 


Exhibit  No.  1977 

[From  the  files  of  Shell  Union  Oil  Corporation] 

Shell  Union  Oil  Coep. 

50  West  Fiftieth  Street,  New  York 

[Copy  of  message  received] 

Time  sent :  October  14,  1935. 
Time  received :  October  14,  1935. 
Addressed  to:  Vaneck  NYC. 
From  Deterding,  London. 

Lazarban  Paris  have  asked  me  introduce  to  you  their  partner  Pierre  Davia 
Weill  before  he  leaves  New  York  Eighteenth  October  who  would  like  see  you 
with  view  possible  future  financial  transactions  (Stop)  He  will  also  present 
to  you  Stanley  Russell  president  Lazard  New  York   - 

Deterding. 


Exhibit  No.  1978 

[From  the  files  of  Shell  Union  Oil  Corporation] 

[Copy  of  message  received        am  29th  July  1935] 

From  Deterding,  London.  Filed:  350  PM 

To  [Condeteck]  Sheclnd.  A  R:  8404 

29th  July"l935 

New  York 
confidential 
t#492j  95 

Your  #97.  We  entirely  agree  every  possible  avenue  must  be  investigated 
but  anxious  not  to  appear  in  any  great  hurry  as  we  are  satisfied  with  time 
our  side  full  stop 

We  suggest  better  allow  Dillon,  Read  and  Company  make  their  offer  and  if 
not  satisfactory  at  first  which  we  fully  expect  then  to  consider  Lehman 
Brothers  and  if  necessary  syndicate  of  all  three  full  stop 

Remind  you  on  no  account  will  we  accept  less  than  period  25  years  and  may 
desire  increase  the  amount  so  as  to  not  only  provide  for  refund  present  loan 
but  also  new  money  say  another  15  20  million  dollars 

Attention  Mr.  van  Eck,  c/c  Messrs.  Duhig,  Fraser. 

Note. — Black  brackets  indicate  striken  through  matter  and  italics  handwritten  matter. 


Exhibit  No.  1979 

[From  the  files  of  Shell  Union  Oil  Corporation] 

[Copy  of  message  sent] 

To  Deterding,  London.  4     PM     1st     November,  1935. 

By  Condeteck.  A  R.     10842 

confidential  New  York 

#644 

Dillon  Read  propose  following  alternatives  all  referring  to  $50,000,000  issue 
3%%  coupon: 
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First.  10  vear  bond  nett  to  S.  U.  98  callable  at  102  no  sinking  fund 

Second.  IS  year  nett  to  S.  U.  95  callable  between  103'  and  104  sinking  fund 
$1,000,000  to  $1,500,000  a  year  stop  However  if  we  agree  to  sinking  fund 
$2,000,000  a  year  nett  to  S.  U.  to  be  raised  to  96 

Third.  20  year  bond  with  warrants  attached  entitling  bearer  to  buy  20 
shares  common  at  $15.  For  period  5  years  nett  to  S.  U.  97%  callable  between 
104  and  105  sinking  fund  $1,000,000  a  year  stop 

All  call  prices  graduating  downwards  over  a  period  of  issue  full  stop  If 
indicated  terms  acceptable  as  basis  for  further  negotiations  would  recom- 
mend we  give  other  banker  friends  opportunity   to  indicate  their  terms  stop 

Bankers  whom  we  think  should  be  given  opportunity  are : 

First.  Lee  Higginson  and  Hayden  Stone 

Second.  Lehman  Bros. 

Third.  Lazard  Freres  stop 

What  is  your  opinion 

Messrs.  Vaneck,  VANnERWotn>E. 

Exhibit  No.  1980 

[From  the  files  of  Shell  Union  Oil  Corporation] 

Dillon,  Read  &  Co. 
Nassau  &  Cedar  Streets 

New  York,  Dec.  16th,  1935. 
Shell  Union  Oil  Corporation, 

50  West  50th  Street,  New  York  City. 

Dear  Sirs  :  You  have  informed  us  that  you  are  preparing  a  registration  state- 
ment and  a  prospectus  for  an  issue  of  $50,000,000  3%%  Fifteen-Year  Debentures 
of  your  Company  to  refund  your  outstanding  Twenty-Year  Sinking  Fund  Deben- 
tures due  May  1,  1947  and  to  provide  additional  working  capital. 

The  new  Debentures  are  to  be  entitled  to  the  benefit  of  a  cash  sinking  fund 
of  $1,000,000  for  the  first  year,  the  amount  of  such  sinking  fund  to  increase  by 
$100,000  for  each  year  thereafter  until  it  reaches  the  amount  of  $1,500,000  per 
annum.  The  sinking  fund  money  is  to  be  used  to  purchase  Debentures  if 
obtainable  at  or  below  the  principal  amount  and  accrued  interest,  unexpended 
balances  to  revert  to  your  Company. 

The  call  price  of  the  new  Debentures  is  to  be  102%%  of  the  principal  amount 
plus  accrued  interest  for  the  first  five  years  of  their  life,  decreasing  by  %  of  1% 
during  each  two-year  period  thereafter  until  the  call  price  reaches  the  principal 
amount  of  the  Debentures. 

We  understand  that  you  are  prepared  to  sell  the  issue  at  a  price  of  97%  of 
the  pricipal  amount,  plus  accrued  interest.  This  price  does  not  take  into 
consideration  the  expenses  to  be  borne  by  your  Company  in  connection  with  the 
financing  including  the  fees  and  disbursements  of  counsel  and  other  experts 
and  travelling,  telephone,  telegraph  and  other  similar  out-of-pocket  expenses 
(except  selling  expenses)  of  the  underwriters. 

We  have  informed  you  that  we  are  ready  to  proceed  with  our  investigation 
in  the  belief  that  we  will  be  able,  together  with  the  other  members  of  an  under- 
writing group  to  be  formed,  of  which  we  would  be  the  Managers,  to  purchase 
this  issue  at  the  price  mentioned  above  subject  to  the  following  conditions: 

1.  That  upon  completion  of  our  investigation  of  your  Company  and  its  business 
we  are  satisfied  to  proceed  with  the  financing. 

2.  That  a  contract  between  the  several  members  of  the  underwriting  group 
and  your  Company  be  entered  into  a  few  days  prior  to  the  effective  date  of  the 
registration  statement,  containing  terms  and  provisions  satisfactory  to  your 
Company  and  to  us  including,  among  others,  provisions  for  the  approval  of 
legal  matters  by  our  counsel,  the  registration  of  the  new  Debentures  under  the 
Securities  Act  of  1933,  as  amended,  and  the  existence  of  market  conditions 
satisfactory  to  us  at  th°  time  of  purchase. 

3.  That  the  indenture .  ;nder  which  the  new.  Debentures  are  to  be  issued  shall 
be  in  form  and  substance  satisfactory  to  us.  - 

It  is  understood  that  this  letter  is  not  to  be  construed  as  a  commitment,  either 
legal  or  moral,  on  our  part  or  on  the  part  of  your  Company. 
Very  truly  yours, 

Dillon,  Read  &  Co. 
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Exhibit  No.  1981 
[From  the  flies  of  Shell  Union  Oil  Corporation] 

December  IS,  1935. 
Shell  Union  Oil  Corporation, 

50  West  50th  Street,  New  York,  N.  Y. 
(Attention  of  Mr.  J.  C.  van  Eclc.) 
Dear  Sirs  :  It  is  our  understanding  that  the  Shell  Union  Oil  Corporation  is  will- 
ing to  issue  approximately  $50,000,000  Shell  Union  Oil  Corporation  15-year  3%% 
Debentures  at  a  price  of  about  97%  or  better  net  to  the  Company. 

As  soon  as  the  market  in  the  judgment  of  ourselves  and  associated  firms 
has  reached  the  point  where  we  believe  that  an  issue  can  be  successfully  made  at 
a  price  to  warrant  our  bidding  approximately  the  terms  mentioned  above,  we 
shall  be  glad  to  communicate  with  you  at  once. 

If  we  and  our  associates  are  selected  by  the  Company  as  underwriters  of 
the  proposed  issue,  we  would  wish  to  have  Paul  Payne,  Esq.,  Los  Angeles,  Cal., 
Consulting  Engineer,  make  a  report  for  us  on  your  property. 
Very  truly  yours, 

Hayden,    Stone  &  Company 
By  P.  E.  Gernon 

Lee  Higginson  Corporation 
By  E.  N.  Jessup,  Vice  President 

Exhibit  No.  1982 

[From  the  files  of  Shell  Union  Oil  Corporation] 

[Copy  of  message  received] 

14th  January,  1936 
From  Deterding,  London. 
To  Condeteck. 

Filed  13th 
AR  New  York  506 
Confidential 
#9 

Tour  #654  is  Lazard  Freres  proposal  submitted  on  their  own  behalf  or  on 
behalf  Dillon  Reads  Syndicate  stop 

Please  advise  rate  interest  proposed  for  firstly  and  net  to  company  for  first 
second  and  fourthly  stop 

In  principle  dont  think  you  would  be  justified  considering  serial  basis  which 
involved  prognostication  course  of  money  over  long  period  ahead  stop 

Further  are  you  satisfied  that  marketability  serial  bonds  would  not  be  re- 
stricted thus  affecting  free  market  at  some  period  during  life  of  bonds  stop 

Moreover  draw  to  your  attention  while  period  may  be  a  little  better  cost 
to  Shell  Union  is  greater  than  approximately  3.65  involved  in  Dillon  Reads 
proposal  stop 

Weill  telephoned  us  from  Paris  today  and  we  recommended  you  keep  in  touch 
with  Lazard  Freres  in  New  York  and  consider  carefully  any  proposal  more 
attractive  than  that  of  Dillon  Reads 

Attention  Mr.  van  Eck,  c/o  Messrs.  Vanderwoude  &  Duhig. 


Exhibit  No.  1983 

[From  the  files  of  Shell  Union  Oil  Corporation.     Cable  from  Shell  to  Condeteck] 

Shell  Union  Oh  Corp. 
80  Broad  Street,  New  York 

[Copy  of  message  sent] 
To  Condeteck,  London.  Date:  Jan.  13,  1936 

Confidential 

In  view  of  somewhat  improved  bond  market  Clarence  Dillon  advised  me 
verbally  today  that  his  firm  could  now  pay  97  for  bonds  subject  to  usual  bankers 
out  clause  stop 
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In  order  to  make  progress  my  opinion  we  should  now  obtain  from  all  parties 
interested  offer  in  writing  say  by  next  Thursday  for  alternative  $50,000,000  with 
obligation  refund  one  of  present  Shell  Union  Oil  Corp.  issues  of  $60,000,000  with 
obligation  to  refund  both  Shell  Union  Oil  Corp.  and  Shell  Pipe  Line  Corp.  issues 
(stop). 

What  is  your  opinion. 

Exhibit  No.  1984 

[From  the  files  of  Shell  Union  Oil  Corporation] 

[Copy  of  message] 

659    22nd  January,  1936 
To  Deterding,  London  A  R 

By  Condeteck  New  York  805 

Confidential 
#658 

Your  confidential  12  essential  to  have  bankers  concur  in  form  of  registration 
statement  which  must  include  copies  of  indenture  and  prospectus  stop  The 
act  requires  minimum  20  day  waiting  period  between  date  application  filed  and 
date  of  issue  therefore  bankers  insist  on  out  clause  from  time  of  making  offer 
described  in  prospectus  until  near  end  of  waiting  period  stop  Usual  practice  is 
to  file  amendment  containing  terms  about  two  days  before  effective  date  of 
issue  stop  Definite  commitment  by  bankers  generally  not  more  than  24  or  in 
some  cases  48  hours  before  date  of  issue  full  stop 

Dillon  Read  has  suggested  following  bankers  out  clause  quote  if  any  change 
shall  have  taken  place  in  the  condition  of  oil  companies  generally  such  as  a' 
decrease  in  the  price  of  crude  oil  or  a  price  war  in  important  marketing  terri- 
tories or  if  any  adverse  change  shall  have  taken  place  in  the  condition  of  Shell 
Union  Oil  Corp  or  if  the  demand  for  securities  of  oil  companies  in  general  or  of 
Shell  Union  Oil  Corp.  in  particular  shall  have  declined  or  if  the  demand  for 
high-grade  bonds  in  general  shall  have  declined  and  if  any  or  all  of  such  changes 
in  the  judgment  of  Dillon  Read  and  Co.  have  been  so  substantial  as  to  render  the 
completion  of  the  contemplated  public  sale  of  the  debentures  at  blank  percent  and 
accrued  interest  impracticable  or  inadvisable  Dillon  Read  &  Co  may  cancel  their 
obligations  and  those  of  the  other  underwriters  under  this  agreement  by  notifying 
the  company  unquote  full  stop 

(Handwritten:)  See  cable  #659  for  Estd.  Cash  Bal.  12/31/36. 

Dillon  Read  equally  agreeable  give  corporation  out  clause  by  which  they  can 
cancel  agreement  any  time  up  to  time  bankers  make  definite  commitment  so 
there  is  no  commitment  on  either  side  but  enables  preparation  registration  papers 
in  conjunction  with  underwriters      Full  stop 

As  contemplated  procedure  of  competitive  bidding  caused  undesirable  compli- 
cations we  have  had  discussions  with  -view  bring  bankers  possibly  together  with- 
out injury  to  our  interests  and  understanding  between  two  groups  now  arrived  at 
on  basis  Dillon  Read  Hayden  Stone  will  be  joint  syndicate  managers  both  houses 
to  head  prospectus  but  Dillon  Read  to  keep  syndicate  books  Stop  Dillon  Read 
has  undertaken  to  discuss  matter  with  Lazard  Freres  with  view  giving  them 
participation  Stop  Bankers  unanimously  of  opinion  that  would  be  better  make 
issue  based  on  refunding  both  outstanding  issues  Stop  Wrote  you  January  18th 
per  Lafayette  that  we  also  favor  this  and  accordingly  recommend  $60,000,000 
issue  Stop  We  are  reconsidering  cash  requirements  in  view  of  pipeline  pro- 
posal California  and  will  cable  you  again  tomorrow  Stop  Lazard  Freres  have 
intimated  to  us  that  they  thought  serial  issue  basis  of  fourth  plan  submitted  my 
cable  654  would  net  us  one  point  higher  as  compared  with  issue  straight  bonds 
under  their  plan  one  Stop  As  this  would  make  difference  to  us  of  $600,000  think 
well  worth  exploring  and  my  opinion  we  should  ask  from  underwriters  alternative 
offer  on  serial  basis  if  such  can  be  had  on  differential  one  point    Stop 

Shall  be  glad  have  your  opinion  Stop  In  case  bankers  can  get  together  with 
Lazard  Freres  we  can  expect  offer  very  shortly  and  our  opinion  we  should  not 
further  delay  matter  in  view  also  of  your  personal  cable  December  3rd  as 
indenture  will  have  to  be  submitted  to  SEC  simultaneously  with  other  registration 
papers 

Attention  Mr.  van  Eck,  c/c  Messrs  Vanderwoude,  Duhig. 
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Exhibit  1985 

[From  the  flies  of  Shell  Union  Oil  Corporation] 

February  10,  1936. 
Shell  Union  group 

Dillon,  Read  &  Co : $9,000,000 

Hayden,  Stone  &  Co :___  9,  0U0, 000 

Lee  Higginson  &  Co 5,000,000 

Lehman  Brothers 5,  000,  000 

E.  B.  Smith  &  Co 3,  825,  000 

Brown  Harriman  &  Co ^ 3,  825, 000 

Blyth  &  Co 3,  600,  000 

First  Boston  Corp 3,600,000 

Lazard  Freres  &  Co.,  Inc 3, 150,000 

Dominick  &  Dominick 1,  800,  000 

Morgan  Stanley  &  Co 5,  000, 000 

52, 800,  000 

Kidder  Peabody  &  Co 750, 000 

Shields  &  Co ^ 600,000 

Dean  Witter  &  Co 600,  000 

Riter  &  Co 600, 000 

Goldman  Sachs  &  Co f>00,000 

Halsey  Stuart  &  Co ^ 500,  000 

J.  &  W.  Seligman  &  Co 500,000 

Cassatt  &  Co.,  Incorporated 400,  000 

Clark  Dodge  &  Co 400,  000 

Hemphill  Noyes  &  Co 400, 000 

Bancamerica-Blair  Corp 350,000 

Lawrence  Stern  &  Co 250,000 

Hallgarten  &  Co 1 250,  000 

Estabrook  &  Co 250,000 

Whiting  Weeks  &  Knowles : 250,  000 

Blair  Bonner  &  Co 200,000 

Alex.  Brown  &  Sons 200,000 

Conrad  Bruce  &  Co 200,  000 


7,200,000 


Exhibit  No.  1980 

[From  the  flies  of  Shell  Union  Oil  Corporation] 
[Copy  of  message  sent] 

703  PM    6th  March,  1936. 
AR   New  York,   2491 
To  F.  Godber,  care  Pullman  Condr  Penna  Train  #16  car  E-83  (arriving  Paoli 

Penn  811  PM  EST) 
By  R.  Vanderwoude,  Shell  Union. 

In  explanation  please  note  following  we  told  Dillon  we  saw  no  use  in  going 
back  either  to  friends  or  you  but  nevertheless  he  insisted  upon  making  his 
views  clear  to  you  personally  Full  stop  After  consultation  with  Fraser  as  to 
most  suitable  time  I  have  told  Dillon  he  can  reach  you  by  telephone  at  Park 
Plaza  at  five  o'clock  tomorrow  full  stop  We  are  going  ahead  with  all  necessary 
preparation  on  basis  of  sixty  million  ninety  nine  and  ninety  seven. 

Attention  Mr.  Vanderwoude,  C/C  Merrs.  van  Eck,  Dubig. 
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Exhibit  No.  19S7 

[From  the  files  of  Shell  Union  Oil  Corporation] 

Shell  Union  Oil  Corp. 

r.0  West  Fiftieth  Street,  New  York 

[Copy  of  message  received] 

From :  F.  Godber,  Harrisburg,  Pa.  Time  sent :  March  6,  1936 

Addressed  to :  R.  G.  A.  Van  Der  Woude,  N.  Y.  Time  received :  March  6,  1936 

Thanks  I  have  given  very  serious  consideration  Dillon's  view  but  find  no  reason 
to  change  view  already  expressed  to  him. 

Godbeb. 

Attention :  Mr.  van  der  Woude. 


Exhibit  No.  1988 

[Letter  from  Dillon^  Read  &  Co.  to  Investment  Banking  Section,  Monopoly  Study,  Securi- 
ties &  Exchange  Commission] 

Dillon,  Read  &  Co., 
Nassau  &  Cedab  Streets, 
New  York,  November  3,  19S9. 
O.  L.  Altman,  Esq., 

Securities  and  Exchange  Commission, 

Washington,  D.  C. 
Dear  Mb.  Altman  :  In  accordance  with  our  telephone  conversation  of  yester- 
day morning,  I  am  enclosing  herewith  three  photostatic  copies  of  the  accounts 
in  connection  with  $60,000,000  Shell  Union  Oil  Corporation  Fifteen-Year  S%% 
Debentures,  due  March  1, 1951,  which  you  requested,  as  follows: 

1.  Dillon,  Read  &  Co.  Purchase  Account 

2.  Dillon,  Read  &  Co.  Sales  AccouDt 

3.  Purchase  Account  No.  2.  being  the  account  which  reflects  transactions 
effected  by  Dillon,  Read  &  Co.  and  Hayden,  Stone  &  Co.  pursuant  to  authorization 
from  the  underwriters.  , 

The  last-named  account  is  designated  on  our  books  as  "Purchase  Account  No.  2" 
merely  to  distinguish  it  from  the  .accounts  which  reflect  the  several  purchases 
by  Dillon,  Read  &  Co.  and  the  other  underwriters  of  the  issue  from  the  Company. 

We  call  your  attention  to  the  fact  that  the  dates  appearing  in  the  left-hand 
columns  are  the  dates  on  which  deliveries  of  the  respective  securities  were  made. 

Also,  in  accordance  with  your  request,  I  am  enclosing  one  printed  copy  of  the 
agreement  dated  March  7,  1936,  between  Dillon,  Read  &  Co.  and  Hayden  Stone 
and  each  of  the  underwriters  and  of  the  agreement  dated  March  10,  1936  pur- 
suant to  which  Dillon,  Read  &  Co.  and  Hayden,  Stone  &  Co.  were  authorized  to 
make  purchases  and  sales  for  the  accounts  of  the  several  underwriters.  The 
transactions  effective  pursuant  to  the  agreement  of  March  10,  1936  are  the  ones 
reflected  in  #3  above. 
Yours  very  truly, 

Wilbur  C.  DuBois. 

enclosures 

CONFIDENTIAL  ORIGINAL 

$60,000,000  Shell  Union  On.  Corpobation  Fifteen-Year  3%%  Debentures 

DUE  MARCH   1,    1951 

New  York,  March  7,  1936. 
Dear  Sibs:  1.  Shell  Union  Oil  Corporation  (hereinafter  called  the  "Com- 
pany")-proposes  to  issue  $60,000,000  principal  amount  of  its  Fifteen- Year  3%% 
Debentures,  due  March  1,  1951  (hereinafter  called  the  "Debentures").  The 
Debentures  are  more  particularly  described  in  the  Registration  Statement 
relating  thereto,  in  which,  with  your  consent,  you  have  been  named  as  one  of 
the  principal  underwriters.  The  Registration  Statement  was  filed  with  the 
Securities  and  Exchange  Commission  on  February  18,  1936  and  certain  amend- 
ments have  been  and  are  to  be  filed.    Copies  of  the  Registration  Statement  and 
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the  Prospectus,  as  initially  filed  and  as  amended,  have  previously  been  sent, 
to  you.  The  Registration  Statement  in  the  form  in  which  it  shall  finally  become 
effective  and  the  Prospectus  in  its  final  form  are  herein  respectively  referred  to 
as  the  "Registration  Statement"  and  the  "Prospectus".  The  Registration 
Statement  cannot  become  effective  before  March  9,  1936  at  the  earliest. 
After  we  are  advised  that  the  Registration  Statement  has  become  effective, 
we  shall  so  notify  you. 

2.  Reference  is  made  to  the  agreement  (hereinafter  called  the  "Underwriting 
Agreement")  between  the  Company  and  the  several  principal  underwriters  (here- 
inafter called  the  "Underwriters")  named  therein,  which  is  being  executed  sub- 
stantially simultaneously  with  the  execution  of  this  agreement.  The  names  of 
the  several  Underwriters  and  the  extent  of  their  several  commitments  are  set 
forth  in  the  Underwriting  Agreement.  Dillon,  Read  &  Co.  and  Hayden,  Stone 
&  Co.  (hereinafter  for  convenience  collectively  referred  to  as  "Representatives") 
will  act  on  behalf  of  the  Underwriters  under  this  agreement  with  the  powers 
herein  provided  for. 

3.  It  is  expected  that  the  first  offering  of  the  Debentures  will  take  place  on 
such  date,  not  later  than  March  11, 1936,  as  shall  be  determined  by  the  Represen- 
tatives. In  connection  with,  such  offering,  it  is  proposed  that  a  Selling  Group  be 
formed  after  the  Registration  Statement  shall  become  effective,  the  respective 
members  of  which  are  to  purchase  from  the  several  Lmderwriters  such  aggregate 
amount  of  Debentures  as  shall  not  be  retained  by  the  several  Underwriters  as 
hereinafter  provided.  There  is  attached  hereto  a  form  of  preliminary  covering 
letter  which  has  been  sent  to  the  proposed  members  of  the  Selling  Group,  together 
with  a  preliminary  copy  of  the  Selling  Group  letter.  The  investment  bankers  and 
possibly  others  to  be  invited  to  become  members  of  the  Selling  Group,  the  re- 
spective amounts  of  Debentures  to  be  offered  to  such  Selling  Group  members  and 
the  other  terms  and  provisions  of  the  Selling  Group  are  to  be  determined  by  the 
Representatives.  Dillon,  Read  &  Co.  and  Hayden,  Stone  &  Co.  are  to  be  the 
Managers  of  the  Selling  Group. 

4.  Each  of  the  Underwriters  may  retain  such  pdrtion  of  the  amount  of  Deben- 
tures which  such  Underwriter  purchases  from  the  Company  as  the  Representatives 
shall  determine,  and  each  of  the  Underwriters  authorizes  the  Representatives 
to  include  all  Debentures  not  so  retained  in  the  amount  of  Debentures  with  re- 
spect to  which  the  Selling  Group  is  proposed  to  be  formed.  Debentures  so  re- 
tained by  any  Underwriter  may  be  sold,  after  the  Registration  Statement  be- 
comes effective,  by  such  Underwriter  during  the  life  of  the  Selling  Group,  only 
on  the  terms  of  the  Selling  Group  letter,  and  with  respect  to  such  retained 
Debentures  such  Underwriter  shall  be  bound  by  such  terms,  including  the  terms 
relating  to  concessions,  reallowances,  and  withholding  of  concessions  in  the  event 
of  any  purchase  of  such  retained  Debentures  by  the  Representatives  in  accordance 
with  paragraph  9  of  the  Selling  Group  letter,  as  fully  as  if  he  had  signed  the 
Selling  Group  letter  for  the  amount  of  such  retained  Debentures.  In  case  the 
members  of  the  Selling  Group  shall  not  take  up  and  pay  for  the  entire  portion  of 
the  issue  of  Debentures  with  respect  to  which  the  Selling  Group  is  proposed  to  be 
formed,  each  of  the  Underwriters  shall  be  severally  liable  for  Debentures  not  so 
taken  up  and  paid  for  by  Selling  Group  members,  in  the  proportion  which  the 
amount  of  Debentures  purchased  by  such  underwriter  from  the  Company  (after 
deducting  the  amount  of  Debentures  retained  by  him  as  aforesaid)  shall  bear  to 
the  total  amount  of  the  issue  of  Debentures  (after  deducting  the  total  amount  of 
Debentures  so  retained  by  all  Underwriters). 

After  receipt  of  telegraphic  or  written  announcement  from  the  Selling  Group 
Managers  that  the  Selling  Group  books  have  been  closed,  members  of  the  Sell- 
ing Group  and  Underwriters  will  have  the  privilege  of  purchasing  and  selling 
Debentures  among  themselves  at  the  public  offering  price,  less  all  or  any  part 
of  the  Selling  Group  concession  of  1%%,  as  more  fully  set  forth  in  the  {Jelling 
Group  letter. 

5.  The  price  to  be  paid  to  the  Company  for  the  Debentures  by  the  several  Under- 
writers is  set  forth  in  the  Underwriting  Agreement.  On  the  terms  and  condi- 
tions set  forth  in  the  Underwriting  Agreement,  you  are  obligated  on  the  "date 
of  purchase",  as  defined  in  the  Underwriting  Agreement,  to  take  up  and  pay 
for  the  Debentures  to  be  purchased  by  you  thereunder,  and  you  accordingly 
agree  by  acceptance  hereof  to  have  a  certified  check  in  New  York  funds  or  a 
New  York  Clearing  House  bank  cashier's  check,  drawn  to  the  order  of  Shell 
Union  Oil  Corporation,  for  the  purchase  price  of  the  Debentures  to  be  purchased 
by  you,  delivered  to  Dillon,  Read  &  Co.,  against  its  receipt,  at  or*before  9 :  15 
a.  m.,  Eastern  Standard  Time,  on  said  date.  By  acceptance  hereof  you  au- 
thorize Dillon,  Read  &  Co.  foi   your  account  to  accept  delivery  of  the  De- 
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bentufes  from  the  Company,  against  delivery  of  the  above-mentioned  check  to 
the  order  of  the  Company,  and  to  give  a  receipt  for  such  Debentures.  Dillon, 
Read  &  Co.,  on  behalf  of  the  Representatives,  will  make  all  deliveries  to  Selling 
Group  members,  and,  on  the  date  of  purchase,  will  deliver  to  you  or  your 
agent,  against  receipt,  the  amount  of  Debentures  retained  by  you  in  accordance 
with  paragraph  4  above.  At  the  close  of  business  on  the, date  of  purchase, 
Dillon,  Read  &  Co.,  on  behalf  of  the  Representatives,  will  pay  to  you  an 
amount  equal  to  97%  and  accrued  interest  with  respect  to  the  principal  amount 
of  Debentures  not  retained  by  you  but  offered  on  your  behalf  to  members  of  the 
Selling  Group;  provided,  however,  that  in  the  event  all  of  such  Debentures 
have  not  been  sold  to,  and  paid  for  by,  Selling  Group  members,  Dillon,  Read  & 
Co.,  on  behalf  of  the  Representatives,  reserve  the  right  to  deliver  to  you  for 
carrying  purposes  Debentures  (on  the  basis  of  97%%  and  accrued  interest, 
representing  the  offering  price  less  the  Selling  Group  concession)  in  lieu  of  all 
or  part  of  such  payment.  Debentures  so  delivered  shall,  during  the  life  of  this 
agreement,  be  held  by  you  for  carrying  purposes  only,  subject  to  the  direction 
of  the  Representatives,  and  none  thereof  shall  be  sold  without  the  written 
consent  of  the  Representatives. 

By  acceptance  hereof,  you  hereby  authorize  Dillon,  Read  &  Co.  (without  in  any 
way  obligating  the  latter  so  to  do),  in  the  event  your  check,  mentioned  above,  to 
the  order  of  Shell  Union  Oil  Corporation  does  not  reach  Dillon,  Read  &  Co.  by 
the  time  stated,  to  arrange  a  loan  for  your  account  for  the  amount  for  which 
your  check  should  have  been  received,  and  to  pledge  therefor  the  Debentures 
purchased  by  you,  all  upon  such  terms  and  conditions  as  Dillon,  Read  &  Co., 
as  your  representative,  may  determine,  and  further  authorize  Dillon,  Read  & 
Co.,  for  your  account,  to  pay  the  proceeds  of  such  loan  to  Shell  Union  Oil  Corpo- 
ration in  payment  for  such  Debentures.  You  agree  in  such  event  to  pay  the 
amount  so  borrowed  to  Dillon,  Read  &  Co.  in  liquidation  of  the  Joan  prior  to  the 
close  of  business  on  the  same  day,  and  any  deliveries  or  payment  due  you 
Hereunder  are  conditioned  on  prior  repayment  of  such  loan.  Notice  received  by 
Dillon,  Read  &  Co.  from  you  cancelling  your  agreement,  in  accordance  with  the 
provisions  of  subparagraph  (e)  or  subparagraph  (f)  of  Section  13,  or  of  Section 
14,  of  the  Underwriting  Agreement,  wfll  serve  to  withdraw  the  above  authoriza- 
tion to  borrow  on  your  behalf. 

6.  You  agree  that,  in  the  purchase  and  sale  of  the  Debentures,  you  will  com- 
ply with  all  the  requirements  of  the  Federal  Securities  Act  of  1933,  as  amended, 
and  any  applicable  requirements  of  the  Securities  Exchange  Act  of  1934. 

7.  You  will  pay  your  own  direct  selling  expenses,  including  transfer  taxes,  and 
will  pay  thp  fees  and  expenses  of  any  counsel  who  may  have  been  separately  re- 
tained by  you  in  connection  with  the  issue.  All  other  expenses  not  paid  by  the 
Company  in  connection  with  the  organization  of  the  Selling  Group  and  the  pur- 
chase and  distribution  of  the  Debentures  shall  be  charged  to  the  Underwriters 
in  proportion  to  their  Underwriting  Agreement  commitment,  except  that  expenses 
of  not  to  exceed  %  of  1%  may  be  charged  against  the  members  of  the  Selling 
Group  as  provided  in  the  attached  Selling  Group  letter  and  against  the  Under- 
writers who  shall  have  retained  Debentures  under  the  provisions  of  paragraph 
4  above  or  shall  have  taken  up  Debentures  for  carrying  purposes  under  the  provi- 
sions of  paragraph  5  above,  such  expenses  to  be  distributed  in  proportion  to  the 
Debentures  purchased  by  such  members  of  the  Selling  Group  or  retained  and/or 
?o  taken  up  by  such  Underwriters,  as  the  case  may  be. 

8.  The  terms  and  provisions  of -this  Agreement  shall  terminate  at  the  close  of 
business  on  May  8,  1936,  unless  sooner  terminated  by  the  Representatives  or 
unless  extended  with  the  consent  of  Underwriters  who  have  purchased  from 
the  Company  75%  of  the  issue  of  Debentures.  The  Representatives  may  termi- 
nate this  agreement,  whether  or  not  extended,  at  any  time  without  notice.  As 
promptly  as  possible  after  termination  of  this  agreement,  the  net  credit  or  debit 
balance  in  the  account  of  each  Underwriter  shall  be  paid  to  or  collected  from  each 
of  the  Underwriters.  Notwithstanding  any  such  payments  or  collections,  you 
shall  still  be  liable  for  your  proportionate  share  of  any  expenses  chargeable  to 
Underwriters  (in  accordance  with  paragraph  7  above)  and  which  may  not  have 
been  taken  into  account  in  determining  the  amount  of  such  payments  or  collec- 
tions, and  you  shall  also  be  liable  for  your  proportionate  share  of  any  tax  in  the 
event  any  tax  may  from  time  to  time  be  assessed  against  you  and  the  other 
Underwriters  as  a  group.      , 

9.  Upon  receipt  by  Dillon,  Read  &  Co.  of  any  notice  given  pursuant  to  sub- 
paragraph (e)  or  subparagraph  (f)  of  Section  13  of  the  Underwriting  Agreement 
from  any  Underwriter  cancelling  its  agreement  under  the  Underwriting  Agree- 
ment, as  permitted  by  said  subparagraphs,  or  in  the  event  that  Dillon  Read  & 
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Co.  shall  cancel  its  agreement  under  the  Underwriting  Agreement  as  permitted 
by  said  subparagraphs,  Dillon,  Read  &  Co.  shall  forthwith  notify  the  other 
Underwriters  by  telegram  of  such  cancellation. 

10.  Default  by  any  one  or  more  of  the  Underwriters  with  respect  to  their 
several  obligations  hereunder  shall  not  release  you  or  any  of  the  other  Under- 
writers from  your  or  their  several  obligations  hereunder. 

11.  Determination,  apportionment  and  distribution  by  the  Representatives  of 
profits,  losses  and  expenses  shall  be  conclusive  upon  the  Underwriters.  The 
Representatives  shall  not  be  accountable  for  any  interest  on  funds  of  any  Under- 
writer at  any  time  in  the  hands  of  Dillon,  Read  &  Co. 

12.  As  Representatives  of  the  Underwriters,  Dillon,  Read  &  Co.  and  Hayden, 
Stone  &  Co.  shall  have  full  authority  to  take  such  action  as  they  may  deem 
advisable  in  respect  of  all  matters  pertaining  to  this  agreement,  but  they  shall 
act  in  such  capacity  only  as  agent  for  the  several  Underwriters.  The  Repre- 
sentatives may,'  in  their  discretion,  for  the  purpose  of  carrying  any  unsold  or 
undelivered  Debentures,  borrow  money  for  account  of  the  several  Underwriters 
and  pledge  Debentures  or  obligations  of  the  several  Underwriters  as  collateral 
therefor,  and  each  of  the  Underwriters  hereby  confirms  his  liability  (in  the 
proportion  as  stated  In  paragraph  4  above)  with  respect  to  any  bank  loans 
or  other  borrowings  so  arranged.  The  Representatives  shall  be  under  no  liability 
with  respect  to  the  issue,  form,  genuineness,  validity,  enforceability  or  value 
of,  or  title  to,  the  Debentures,  or  the  validity  or  the  provisions  of  any  instrument 
under  or  pursuant  to  which  the  Debentures  may  be  issued,  or  any  representations 
made  herein  or  in  the  Registration  Statement  or  Prospectus  or  the  Underwriting 
Agreement  or  for  the  delivery  of  the  Debentures  or  for  the  performance  by  the 
Company  or  by  others  of  any  agreement  on  its  or  their  part ;  nor  shall  the 
Representatives  have  any  obligation  with  respect  to  qualification  of  the  Deben- 
tures for  sale  under  the  laws  of  any  jurisdiction;  nor  shall  the  Representatives 
be  liable  under  any  of  the  provisions  of  this  agreement  or  in  or  for  any  matter 
connected  therewith,  except  for  want  of  good  faith,  or  be  under  any  obligation, 
either  express  or  implied,  which  is  not  herein  expressly  assumed.  Nothing  herein 
contained  shall  constitute  the  several  Underwriters  partners  with  the  Repre- 
sentatives or  with  each  other  or  render  the  Representatives  or  any  of  the 
Underwriters  liable  for  the  obligation  of  any  other  Underwriter ;  and  the  obliga- 
tions and  liabilities  of  each  of  the  Underwriters  are  several  and  not' joint 

13.  Any  notice  from  the  Representatives  to  you  hereunder  shall  be  deemed  to 
have  been  duly  given  if  mailed  or  telegraphed  to  you  at  your  address  set  forth 
above. 

14.  This  identical  letter  is  being  submitted  to  the  other  Underwriters.  If  the 
terms  as  set  forth  herein  meet  with  your  approval,  please  sign  and  return  at 
once  to  the  undersigned,  care  of  Dillon,  Read  &  Co.  the  duplicate  copy  of  this 
letter  enclosed  herewith.  Upon  receipt  by  Dillon,  Read  &  Co.  at  its  office,  28 
Nassau  Street,  New  York,  N.  Y.,  of  such  signed  copy  on  behalf  of  the  under- 
signed, this  letter  and  such  signed  copy  will  constitute  an  agreement  be- 
tween us. 

Very  truly  yours, 

Dillon,  Read  &  Co., 
March ,  1936.  Hayden,  Stone  &  Co., 


(Official  Signature.) 


Exhibit  No.   1989 

[From  the  files  of  Shell  Union  Oil  Corporation] 

[Copy  of  message] 

Received :  12  •  40  p.  m.  11th,  Mar.  19.%. 
From :  J.  W.  Watson— Shell  Pet.  Corp.,  St.  Louis,  Mo.     Filed :  11th  A  R. 
To:  Shell  Union— S.  W.  Duhig.  New  York.     2912. 

Re  conversation  yesterday  our  banking  friends  advise  that  based  on  inquiries 
they  find  debentures  moving  rather  slowly  one  surmise  being  that  rating  is 
lower  than  had  been  anticipated 
Attention  Mr.  Duhig. 
%  Messrs.  van  Eck,  Vanderwoude. 

Accepted:  By 

"Exhibit  No.  1990"  appears  in  full  in  text 
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LLetter  from  H.   H.  Egly,  Dillon,  Read  &  Co.  to  Investment  Banking  Section,  Monopoly 
Study,  Securities  and  Exchange  Commission] 

Dillon,  Read  &  Co., 
Nassau  &  Cedar  Streets, 
Neir  York,  January  9,   1i)Jt0. 
I  Air  mail] 
Mr.  Peter  R.  Nehemkis,  Jr., 

Special  Counsel,  Investment  Banking  Section, 

Monopoly  Study,  Securities  and  Exchange  Commission, 

Washington,  D.  C. 
Dear  Mb,  Nehemkis  :  As  you  requested,  we  have  looked  over  the  memorandum 
prepared  by  your  office,  which  was  enclosed  with  your  letter  of  November  27, 
1939,  and  which  is  headed  "Re:  Distribution  of  Shell  Union  3^%  Debentures 
in  1936."     In  general  the  data  appear  to  be  correct. 

For   your   information,    the    amount    of    Debentures    offered    to    the    Selling 
Group  was  $27,480,000.     This  figure  was  left  blank  in  your  memorandum. 

You  have  asked  why  no  management  lee  was  charged  although  it  was 
originally  contemplated  that  each  of  the  Managers  was  to  receive  %  of  1%. 
In  view  of  the  general  market  uncertainty  which  existed  just  prior  to  the 
offering  date  and  of  the  unwillingness  of  the  Company  to  meet  our  recom- 
mendation in  pricing  the  issue,  it  was  decided  to  waive  the  fee  in  this  instance 
thus  permitting  the  full  discount  to  be  divided  among  all  underwriters  and 
selling  group  members. 
Very  truly  yours, 

H.  H.  Egly. 
HHE.D. 


Exhimt  No.  1991-2 

[Prepared   by  the  staff  of  the  Investment  Banking  Section,  Monopoly   Study,    Secrities 
and  Exchange  Commission] 

Novembeb  17,  1939. 

Memorandum  kor  Henry  H.  Egly,  Esq.,  Re:  Distribution  of   Shell  Union 
3%%  Debentures  in  1936 

In  arranging  for  the  distribution  of  the  $60,000,000  debentures  the  first  step 
taken  by  the  managers  was  to  determine  the  amounts  to  be  reserved  for  retail 
distribution  for  each  of  the  eighteen  underwriters  whose  commitments  were 
$750,000  or  less. 

And  the  amounts  initially  so  reserved  and  the  amounts  of  the  original 
commitments  of  each  of  these  eighteen  underwriters  were: 


Kidder,  Peabody  &  Co 

Shields  &  Company .. 

Dean  Witter  &  Co. 

Riter  &  Co. 

Goldman,  Sachs  &  Co 

Halsey,  Stuart  &  Co.,  Inc 

J.  &  W.  Seligman  &  Co. 

Clark,  Dodge  &  Co 

Cassatt  &  Co.,  Inc 

Hemphill  Noyes  &  Co 

Bancamerica  Blair  Corp 

Lawrence  Stern  &  Co.,  Inc 

Hallgarten&  Co 

Estabrook  &  Co 

Whiting,  Weeks  &  Knowles,  Inc 

Blair,  Bonner  &  Co 

Alex.  Brown  &  Sons 

Conrad  Bruce  &  Co 

Total 


6,350,000 


Amount 

Amount  pur- 

reserved 

chased  from 

initially 

company 

750,000 

750,000 

600,000 

600,000 

(500,000 

600,000 

400,000 

600,000 

250,000 

500,000 

400,000 

500,000 

600,000 

500,000 

200,000 

400,  COO 

400,000 

400,000 

400,000 

400,000 

350,000 

350,000 

250,000 

250,000 

250,000 

250,000 

250,000 

250,000 

250.000 

250,000 

100,000 

200,000 

200,000 

200,000 

'200,000 

200,000 

7, 200, 000 
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These  amounts  were  determined  by  the  managers  (Dillon  Read  &  Co.  and 
Hayden  Stone  &  Co.)  in  accordance  with  the  indicated  desires  of  each  of  these 
firms. 

This  procedure  is  customarily  followed  by  Dillon  Read  &  Co.  and  other 
managers  of  underwriting  groups  in  determining  the  amounts  to  be  reserved  for 
underwriters. 

According  to  the  terms  of  the  agreement  among  the  underwriters  (Exhibit- 
letter  March  7,  1936)  the  determination  of  these  amounts  lies  entirely  in  the 
discretion  of  the  manager  of  the  underwriting  group.  And  this  provision  is 
customary  and  usual  in  such  agreements. 

Under  the  terms  of  this  agreement,  the  managers  also  had  the  right  to  reserve 
debentures  for  each  of  the  eleven  other  underwriters  whose  purchases  were  in 
excess  of  $750,000,  namely : 

Amount  of  purchases 
from  company 

Dillon,  Read  &  Co $9,000,000 

Hayden,  Stone  &  Co 9,000,000 

Lee  Higginson  Corp 5,  000,  000 

Lehman    Brothers 5,000,  000 

E.  B.  Smith  &  Co 3,825,000 

Brown,  Harriman  &  Co 3,  825,  000 

Blyth   &   Co 3,  600,  000 

First  Boston  Corporation 3,  600,  000 

Lazard  Freres  &  Co.,  Inc 3, 150, 000 

Dominick  &  Dominick 1,  800,  000 

Morgan  Stanley  &  Co.,  Inc 5,  000,  000 


$52,  800,  000 

A  manager  generally  has  this  right  under  the  agreements  entered  into  be- 
tween underwriters,  and  the  manager  generally  exercises  this  right. 

But  in  the  Shell  Union  case,  it  was  determined  by  the  managers,  after  con- 
sultation with  the  other  nine  underwriters,  not  to  make  such  reservations,  but 
to  allot  any  balance  of  debentures  not  reserved  for  the  smaller  underwriters 
or  purchased  by  the  selling  group,  among  nine  underwriters  and  the  two 
managers  in  proportion  to  their  respective  purchases  from  the  company. 

And  it  was  further  agreed  that  if  the  percentage  of  their  purchases  from  the 
company  which  these  eleven  larger  underwriters  were  required  to  take  was 
larger  ihan  the  percentage  of  his  purchase  reserved  for  any  of  the  eighteen 
smaller  underwriters,  then  any  of  the  smaller  underwriters  for  whom  there  had 
been  reserved  a  percentage  of  his  original  purchase  smaller  than  this,  would  be 
required  to  take  up  an  additional  amount  of  debentures  sufficient  to  make  the 
total  percentage  of  his  original  purchase  taken  up  by  him  as  large  as  the 
percentage  of  purchase  the  eleven  larger  underwriters  were  required  to  take  up. 

The'  selling  group  was  offered  $27,480,000  debentures  (the  figure  to  be  supplied 
by  Dillon  Read  &  Co.).  This  offering  was  based  on  the  assumption  of  oversales 
of  $550,000  debentures  in  order  to  have  a  short  position  which  would  be  used 
to  make  purchases  in  the  market  for  the  purpose  of  market  support  or"  stabiliza- 
tion during  the  period  of  distribution. 

The  selling  group  purchased  only  $19,175,000  debentures.  As  $6,350,000  had 
been  reserved  for  retail  distribution  of  the  eighteen  smaller  underwriters,  there 
remained  unsold  $35,025,000  of  debentures.  These  unsold  debentures  were 
reallocated  among  the  underwriters  as  follows : 

To  the  eleven  larger  underwriters  66%  of  their  combined  total  purchases  of 
52.800,000— a  total  of  $34,849,000  debentures. 

To  three  smaller  underwriters  in  order  to  bring  the  total  percentage  of  orig- 
inal purchase  taken  down  by  each  up  to  66% — $176,000  debentures.  These  three 
smaller  underwriters  were : 


Original 
purchase 

Initially 
reserved 

Additional 
reservation 

500, 000 
400,000 
200, 000 

250,000 
200,000 
100,000 

80,000 

Clark  Dodge  &  Co 

64,000 

Blair,  Bonner  &  Co .:-. 

32,000 

J,  100,000 

650,000 

176,000 
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Only  $226,000  debentures  were  purchased  in  the  market,  reducing  the  short 
position  to  $324,000.  It  was  then  determined  to  make  no  further  purchases  for 
support  purposes,  but  to  cover  the  balance  of  the  short  position  out  of  the  unsold 
debentures  which  the  underwriters  were  required  to  take  up.  The  amounts  to 
be  taken  up  by  the  eleven  larger  underwriters  and  the  three  above  mentioned 
smaller  underwriters  whose  allotments  had  been  increased  to  66%,  were  there- 
upon proportionately  reduced  in  the  amount  of  $324,000.  This  resulted  in  each 
being  obliged  to  take  up  65.4%  of  his  original  purchase  instead  of  the  66%  pre- 
viously computed. 

It  thus  ensued  that  the  eleven  larger  underwriters  and  three  of  the  smaller 
underwriters  took  up  65.4%  of  their  original  purchase,  one  smaller  underwriter 
took  up  66%%,  and  one  S0%  and  thirteen  took  up  100%. 

Shell  Union  Oil  Corporation,  S%%  Debentures 


Underwriters 


Amount 
debentures 
purchased 

from  co. 


Final 

amounts 

retained 

debentures 


Dillon,  Head  &  Co - 

Hayden,  Stone  &  Co 

Lee  Higginson  Corporation 

Lehman  Brothers 

Edward  B.  Smith  &  Co 

Brown  Harriman  &  Co..  Inc 

Blyth  &  Co.,  Inc 

The  First  Boston  Corp.. 

Lazard  Freres  &  Co.,  Inc 

Dominick  &  Dominick 

Kidder,  Peabody  &  Co 

Shields*  Company 

Dean  Witter  &  Co 

Riter  &  Co 

Ooldman,  Sachs  &  Co 

Halsey,  Stuart  &  Co.,  Inc 

J.  &  W.  Seligman  &  Co. 

Clark,  Dodge  &  Co 

Cassatt  &  Co.,  Inc 

Hemphill,  Noyes  &  Co.- 

Bancamerica-Blair  Corporation.. 

Lawrence  Stern  &  Co.,  Inc 

Hallgarten  &  Co.. 

Estabrook  &  Co 

Whiting,  Weeks  &  Knowles,  Inc 

Blair,  Bonner  <fc  Co 

Alex.  Brown  &  Sons 

Conrad  Bruce  A  Co 

Morgan  Stanley  &  Co.,  Inc 


$9,000,000 

9,000,000 

5,000,000 

5, 000, 000 

3, 826, 000 

3, 825, 000 

3,600,000 

3, 600, 000 

3, 150, 000 

1,800,000 

750, 000 

600, 000 

600, 000 

600, 000 

500, 000 

500,000 

500, 000 

400, 000 

400, 000 

400, 000 

350, 000 

250  000 

250i  000 

250,000 

250,000 

200, 000 

200, 000 

200, 000 

5, 000, 000 


$5, 886, 000 

5,886,000 

3,270,000 

3,270.000 

2, 502, 000 

2,502,000 

2,354,000 

2,354,000 

2, 060, 000 

1, 177, 000 

750, 000 

600, 000 

600, 000 

400, 000 

327,000 

400,000 

500, 000 

262, 000 

400, 000 

400,000 

350, 000 

250, 000 

250, 000 

250,000 

250, 000 

131, 000 

200, 000 

200,000 

3, 270, 000 


$60,000,000 


$41,051,000 


Recapitulation: 

Amount  underwritten $60,000,000 

by  11  larger  underwriters 52, 800,  000 

by  18  smaller  underwriters 7, 200,  000 

Taken  up  by  selling  group * 18, 949, 000      (31.  6%) 

Taken  up  by  all  underwriters 41,051,000      (68.4%) 

by  11  larger  underwriters 34,531,000    2(65. 4%) 

by  18  smaller  underwriters 6,520,000    2(90.  5%) 

Per  cen  of  Original  Purchase  taken  by  each  11  principal  under- 
writers          65. 4% 

Smallest  per  cent  of  Original  Purchase  taken  by  any  underwriter-        65.  4% 
Largest  per  cent  of  Original  Purchase  taken  by  any  underwriter-      100. 0% 

1  Exclusive  of  $226,000  representing  oversales.  Total  taken  up  by  selling  group  includ- 
ing oversales  .519,175,000. 

2  Of  their  collective  commitments. 

No  underwriter  who  initially  had  reserved  for  retail  distribution  100%  of  his 
original  purchase  from  the  company  had  any  further  liability  as  to  any  debentures 
offered  to  and  not  taken  by  the  selling  group. 
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Any  underwriter  whose  initial  reservation  was  in  excess  of  65.4%  of  his  original 
purchase  was  required  to  take  no  further  liability  as  to  any  debentures  offered 
to  and  not  taken  by  the  selling  group.1 

On  or  about  April  3,  1936  (approximately  three  weeks  after  the  offering)  the 
managers  reported  to  the  company  the  amount  of  debentures  remaining  unsold 
as  being  approximately  $11,800,000  distributed  as  follows : 

Hayden  Stone $4,  000,  000 

Lehman  Brothers 3, 100, 000 

Morgan  Stanley  &  Co.,  Inc 3,200,000 

Lazard  Freres  &  Co.,  Inc 1, 000,  000 

Dominick  &  Dominick 500,000 


$11, 800, 000 


On  this  date  Dillon,  Read  &  Co.  had  disposed  of  all  but  $148,000  of  the  $5,886,000 
they  had  been  required  to  take  up.  (Their  original  purchase  had  been  $9,000,000 
at  97.  Of  these  $3,114,000  had  been  sold  to  the  selling  group  at  97%,  leaving 
$5,886,000  for  them  to  take  up.) 

Approximately  $940,000  of  these  had  been  sold  within  a  few  days  of  the  offering 
date  at  99  or  99  less  *4  to  seven  banks,  three  insurance  companies  and  one  dealer 
(Schedule).    The  balance  was  sold  at  prices  between  94%  and  97. 

The  profit  in  the  purchase  account  ($3,114,000  debentures  purchased  at  97  and 
sold  to  the  selling  group  at  97% )  was  after  deducting  expenses  $22,109.40. 

The  sale  of  the  $5,886,000  taken  up  bv  Dillon  Read  &  Co.  resulted  in  a  loss  of 
$55,201.04. 

On  the  entire  transaction  Dillon  Read  &  Co.  thus  realized  a  net  loss  of 
$33,091.64. 

\  It  is  the  usual  practice  for  the  managers  to  charge  a  fee  for  managing  an 
underwriting.  In  this  case  a  fee  of  %%  each  to  Dillon  Read  &  Co.  and  Hayden 
Stone  &  Co.  had  originally  been  contemplated  (and  a  statement  to  this  effect 
was  incorporated  in  an  exhibit  to  the  registration  statement.  In  a  subsequent 
amendment  this  provision  was  deleted).  For  certain  reasons,  it  was  subsequently 
determined  that  no  management  fee  should  be  charged.  The  reasons  should  be 
furnished  by  Dillon  Read  &  Co. 

A  fee  of  Vs%  would  have  resulted  in  the  payment  to  Dilllon  Read  and  Com- 
pany of  $52,500  by  other  underwriters.  So  that  had  the  usual  practice  been  fol- 
lowed and  a  management  fee  charged  in  this  amount,  the  amount  of  this  fee  would 
have  eliminated  the  $33,091.64  loss  and  left  a  net  profit  of  about  $19,400. 

This  is  the  only  underwriting  of  which  Dillon  Read  &  Co.  has  been  manager 
or  co-manager  out  of  over  twenty  issues  from  January  1,  1936  to  June  30, 1939  on 
which  Dillon  Read  &  Co.  has  not  received  a  management  fee  from  the  other 
underwriters. 

And  it  is  the  only  underwriting  in  which  Dillon  Read  &  Co.  has  participated 
during  this  period  on  which  a  loss  has  been  shown. 


Exhibit  No.  1992 

[From  the  files  of  Shell  Union  Oil  Corporation.     Letter  from  J.  C.  van  Eck  to  G.  Legh- 

Jones] 

J.  C.   VAN  Eck, 
SO  Rockefeller  Plaza, 
New  York,  April  3rd,  1936. 
Mr.  G.  Legh-Jones, 

St.  Helens  Court,  Crosby  Square,  London,  E.  C.  S,  England. 
My  Deae  Legh-Jones:  Mr.  Clarence  Dillon  is  sailing  tomorrow  for  Europe. 
His  first  stop  will  be  in  England  and  he  will  no  doubt  pay  his  respects  to  Sir 
Henri.  He  will  undoubtedly  also  report  in  regard  to  the  Shell  Union  issue.  He 
is  not  dissatisfied  about  the  present  position  of  the  bonds.  Only  a  few  of  the 
underwriters  have  large  blocks  on  hand,  probably  amounting  to  some  12  million 


*It  would  appear  that  these  underwriters  had,  under  a  strict  interpretation  of  the 
agreement,  a  further  liability  proportionate  to  the  amounts  of  their  purchase  not  reserved 
for  their  retail  distribution.  The  treatment  accorded  them  was  slightly  more  favorable 
than  the  treatment  set  forth  in  the  agreement,  and  the  amount  of  debentures  the  eleven 
largest  underwriters  were  called  upon  to  take  was  thereby  slightly  increased.  The  differ- 
ence was  not  large  In  any  case. 
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dollars  in  all.    Most  of  the  other  underwriters  and  dealers  have  either  been  able 
lo  dispose  of  their  bonds  or  only  have  a  very  nominal  amount  on  hand. 

A  survey  shows  that  Hayden,  Stone  &  Co,  have  still  on  hand  $4,000,000;  Leh- 
man Brothers  $3,100,000 ;  Stanley  Morgan  &  Co.  $3,200,000 ;  Lazard  Freres  $1,000,- 
000;  and  Dominick  &  Dominick  $500,000.  It  is  not  likely  that  these  houses  will 
.sell  at  depressed  prices.  Mr.  Dillon  feels  that  the  market  is  not  likely  to  go 
down  any  further,  in  fact  reported  that  today's  quotation  was  around  95%  and 
that  he  expects  it  will  remain  steady  at  this  price  and  probably  improve. 
Yours  sincerely, 


JCvE :  MER 

Cc :  Mr.  Godber,  Mexico  City. 


Exhibit  No.  1993 

[From   the  files  of   Sbell   Union  Oil  Corporation.     Cable  from   R.   G.  van  der  Woude  to 

vanwood] 

[Copy  of  message] 
SENT 

Shell    Union    Oil   Corp., 
50  West  Fiftieth  Street, 

New  York,  Jan.  20,  19S1. 
To:  Vanwood — London. 

6*  Connection  our  discussions  London  regarding  conversion  our  preference 
shares  following  information  with  regard  to  Tide  Water-Associated  financing 
is  interesting: 

Underwriters  headed  by  Kuhn  Loeb  and  Lehman  Bros,  offering  $40,000,000 
fifteen  year  sy2%  debentures  at  101  to  public  also  500,000  shares  $4.50  no  par 
cumulative  convertible  preferred  stock  (stop)  latter  will  be  offered  to  present 
holders  6%  preference  shares  basis  exchange  one  share  old  stock  for  one 
share  new  preferred  plus  $2  cash  (stop)  Common  shareholders  also  offered 
right  subscribe  to  new  preferred  at  103  (stop)  Balance  of  new  preferred  if 
any  is  underwritten  to  be  sold  to  public  at  103  (stop)  Balance  of  old  pre- 
ferred to  be  redeemed  at  105  plus  dividends     (full  stop) 

We  have  started  preliminary  discussions  regarding  what  we  might  be  able 
to  do. 

Attention:  Mr.  van  der  Woude,  Mr.  Duhig.  Confirmation 


Exhibit  No.  1994 

[From  the  files  of  Sliell  Union  Oil  Corporation] 

(Hand  written  notation:)   Paris,  2/6/37. 
Personal. 

4th  Fkkruaby,   1937. 
J.  C.  van  Eck,  Esq., 

London. 

My  deab  van  Eck:  When  I  was  in  London  I  had  a  few  words  with  Godber 
about  our  preference  shares  and  about  the  possibility  of  doing  some  refi- 
nancing. We  didn't  go  into  any  details,  but  it  was  suggested  that  if  any 
conversion  were  possible  we  might  take  the  opportunity  of  getting  some 
additional  money  by,  for  instance,  getting  out  a  new  issue  of  preference  shares 
of  say  about  $50,000,000.  As  you  will  have  seen  from  the  cable  which  I  sent 
to  London  about  the  Tide-Water  Associated  refinancing,  I  started  on  my  return 
to  make  some  enquiries,  and  although  I  haven't  got  very  much  definite  to 
report  yet,  I  would  like  to  give  you  some  idea  of  the  indications  which  we 
have  received  so  far. 
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For  easy  reference  I  might  start  by  summarizing  today's  position  as  to  our 
capital  and  debt,  even  though  you  are  of  course  familiar  with  this  position: 

3y2%  debentures,  due  March  1,  1951 $59,382,000 

In    treasury 618, 000 

Outstanding $58, 764, 000 

2%%  notes,  due  November  1,  1937 $3,  000,000 

5y2%   Preferred    Stock $37,979,800 

In   treasury 3, 629,  800 

Outstanding $34, 350, 000 

Common    Stock— 13,070,625    shares $233,672,821 

Warrants,  expiring  1st  OctoDer,  1939 , 25, 990 

In    treasury 2, 158 

Oustanding , 23,  832 

x  25  shares  x  $35=$20,853,000  if  converted. 

I  further-  enclose  a  statement  showing  the  estimated  cash  receipts  and 
disbursements  for  the  year  1937.  The  statement  speaks  for  itself,  although  I 
might  say  a  word  about  the  capital  expenditure  item.  So  far  \"e  have  only 
authorized  the  so-called  "A"  Budget,  which  is  for  an  amount  of  about  $29,- 
000,000.  The  "B"  Budget  which  we  have  left  in  abeyance  amounts  to  about 
$21,000,000.  There  is  no  doubt  that  the  position  as  we  see  it  now  would  not 
justify  this  additional  outlay,  and  for  the  purpose  of  estimating  our  cash  at 
the  end  of  the  year  I  have  assumed  that  during  this  year  we  are  likely  to  spend 
on  capital  about  as  much  as  we  did  during  1936.  I  think  this  is  a  fair  sup- 
position, as  even  if  we  do  not  authorize  the  "B"  Budget  at  all,  experience  has 
shown  that  in  the  course  of  the  year  additional  expenditures  are  required, 
and  I  hardly  think  that  we  could  expect  to  spend  less  than  last  year,  unless 
absolutely  forced  otherwise.     (In  1935  we  spent  about  an  equal  amount.) 

The  statement  does  not  provide  for  dividends  on  our  common  shares.  As- 
suming this  to  be  $1  a  share  (keeping  in  mind  the  undistributed  profits  tax), 
our  cash  position  at  the  end  of  the  year  would  be  a  tight  one,  considering  that 
on  an  average  about  $10,000,000  of  our  money  is  frozen. 

It  would  appear,  therefore,  that  if  we  should  be  able  advantageously  to 
convert  our  preference  shares  to  a  cheaper  issue,  we  would  do  well  to  en- 
deavor at  the  same  time  to  provide  for  some  additional  funds. 

So  far  we  have  limited  ourselves  to  asking  some  of  our  friends  to  let  us 
have  a  general  idea  of  what,  in  their  opinion,  could  be  done,  more  particu- 
larly with  regard  to  converting  our  present  issue  into  another  cheaper  one, 
which  would  also  provide  for  some  additional  money.  I  have  not  been 
enquiring  about  the  prospects  of  another  debenture  issue,  as  I  rather  feel  that 
to  replace  stock  with  debt  is  not  advisable.  I  suppose,  however,  that  if  we 
should  wish  to  consider  this  aspect  we  ought  to  be  able  to  get  about  the  same 
terms  as  the  Tide  Water  Associated,  whose  $40,000,000  15-year  5y2%  Sinking 
Fund  Debentures  have  been  placed  on  the  market  at  101,  with  a  net  to  the 
company  of  99,  though  the  fact  that  we  have  already  $60,000,000  outstanding 
might  make  this  assumption  a  little  on  the  optimistic  side. 

A  point  to  be  remembered  in  connection  with  this  is  that  our  declared 
value  for  capital  stock  tax  purposes  is  $35,000,000,  and  should  we  redeem 
our  present  preferred  stock  and  not  replace  it  with  stock,  the  entire  income 
of  Shell  Union  would  be  subject  to  excess  profits  tax. 

The  general  feeling  seems  to  be  that  it  would  not  be  advisable  to  try  and 
sell  a  new  preferred  stock  without  warrants  or  conversion  privileges,  and  that 
in  any  case  this  would  probably  have  to  be  a  5%  stock.  Preference  shares 
with  warrants  to  buy  common  do  not  seem  to  be  as  satisfactory  as  convertible 
preferred  stock,  and  the  market  generally  seems  to  be  more  attracted  at  the 
moment  by  cumulative  convertible  preferred  stock.  Our  present  issue,  as  you  of 
course  remember,  was  also  convertible,  bnt  the  conversion  rights  expired  in  1935 
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The  tentative  indications  given  by  some  of  our  friends  without,  their  con- 
sulting each  other  are  as  follows  for  $50,000,000  convertible  preferred  stock: 


500,000  shares,  par  $100 


Hayden  Stone 


Lee  Higginson 


Lazard  Frercs 


Dividend  rate 

Conversion „ 

Price  to  Public 

Net  to  Company 

Common  held  by  B.  P. 

M.  after  conversion. 
If   bond    warrants    also 

exercised  B.  P.  M.^% 

would  be. 


*%..... 

into   2.86   com- 
mon shs.  @35 

100. 

97 

58% 

55.7% 


4M% 

into  2.86  shs.  @ 
35;  after  1939 
into  2)4  shs.  ® 
40. 

100 

97 

58%  or  58.7% 

55.7%  or  56.4%.... 


4H% 

intoSJ^  common 
shs.  @  30 

100 

97.... 

57.08% 

54.86% 


4H%- 

1st  250,000  shs.  Into 
3VS  common  @  30; 
2nd  250,000  into  2^ 
common  Qii  40. 

102. 

99. 

57190%. 

55.62%. 


The  Tide  Water-Associated  offer  provided  for  their  new  4%%  cumulative  con- 
vertible preferred  stock  to  be  exchanged  for  one  share  of  their  present  6%  pre- 
ferred stock  share  for  share,  plus  t^vo  dollars  in  cash.  The  company  have 
offered  to  their  common  shareholders  the  right  to  subscribe  at  $103  per  share 
fQr  such  shares  of  the  new  preferred  stock  as  would  not  Vip  issued  under  the 
exchange  offer.      Their  conversion  privileges  are  as  follow^: 

Convertible  at  the  option  of  the  holder  on  or  before  January  1,  1947  (or,  in 
case  of  earlier  redemption,  on  or  before  the  tenth  day  prior  to  the  redemption 
date)  into  Common  Stock  of  the  Company  at  the  following  conversion  prices 
per  share  (taking  the  $4.50  Preferred  Stock  at  $100  per  share)  ;  on  or  before 
July  1,  1939,  $27.50  (or  3%i  shares  of  Common  for  1  share  of  Preferred)  ;  there- 
after and  on  or  before  January  1,  1942,  $30.00  (or  3%  shares  of  Common  for  1 
share  of  Preferred)  ;  thereafter  and  on  or  before  July  1,  1944,  $35.00  (or  2% 
shares  of  Common  for  1  share  of  Preferred)  ;  and  thereafter  and  on  or  before 
Januay  1,  1947,  $40.00  (or  2%  shares  of  Common  for  1  share  of  Preferred),  all 
of  which  conversion  prices  are  subject  to  adjustment  to  meet  dilution,  etc. 

I  don't  like  what  Lazard  Freres  indicated,  and  with  regard  to  the  other  two, 
it  seems  to  me  that  both  the  price  to  the  public  and  the  net  to  the  company 
are  not  sufficiently  satisfactory.  Supposing,  however,  that  a  proposition  could 
be  worked  out  on  the  basis  of,  say,  100  to  be  net  to  the  company,  the  following 
calculation  gives  an  idea  of  our  saving  and  what  the  net  cost  would  be  of  our 
new  money,  assuming  a  dividend  basis  of  4]/£%  (we  may  be  able  to  get  4%% 
but  this  depends  very  much  on  the  conversion  rights : 

Total  to  be  issued $50,000,000 

Present  outstanding $34,  350,  000 

Premium  on  remption 1,  717,  500    36, 067,  500 


Fees  &  Expenses- 


$13,932,500 
200,000 


New  Money $13,  732,  500 


Present  Annual  Preferred  dividend $1,  889,  250 

Dividend  @  4]/2%  on  $34,350,000   (present  outstanding  Preferred 

Stock) 1,  545,  750 


Annual   Saving 

Dividend  @  4y2%  on  $13,732,500  (new  money). 


$343,  500 
617,  963 


$274,  463 
Dividend    @    4%%    on    $1,717,500    (Premium    on    redemption    of 
present  Preferred  Stock) .».__  77,288 


Dividend  ^  4%%  on  $200,000  (Fees  &  Expenses). 
Cost  of  new  money  2.63%. 


$351,  751 
9,000 


$360,  751 
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Of  course  we  would  have  to  remember,  in  considering  the  above,  that  wo 
would  have  to  pay  out  $1,717,500  as  a  call  privilege  on  the  present  preferred 
stock.  It  is  true  that  through  sinking  fund  retirement  we  would  probably  have 
to  pay  this  anyhow,  but  of  course  it  would  be  spread  over  a  large  number  of 
years,  and  it  is  always  possible  that  they  could  be  obtained  at  less  than  105. 
I  might  say  while  on  the  subject  of  sinking  fund  that  there  would  be  no  need 
in  any  new  issue  to  provide  for  sinking  fund  payments.  Apparently  the  market 
at  present  is  not  particularly  interested  in  such  a  feature.  We  could  also 
possibly  avoid  any  voting  rights  for  the  new  preference  shares. 

In  connection  with  the  first  part  of  above  paragraph,  my  thought  is  that  we 
might  very  well  offer  an  exchange  to  our "  Preferred  stockholders,  for  instance 
along  the  lines  followed  by  Tide  Water-Associated,  which  would  give  the  holders 
of  our  present  Preference  shares  an  opportunity  to  take  the  new  stock  instead 
of  taking  the  cash  at  105.  An  exchange  of  new  for  old  stock  does  not  involve  a 
capital  gains  tax  here  and  many  might  prefer  to  make  an  exchange  so  far  as 
their  own  tax  position  was  concerned  and  at  the  same  time  it  would  be  advan- 
tageous to  the  Corporation-  (on  the  basis  of  Tide  Water  refinancing,  if  holders 
exchange,  it  would  cost  $2  plus  underwriters'  commission  of  $1.25). 

Last  week  I  saw  Dillon  and  Forrestal.  So  far  we  haven't  heard  from  them, 
but  I  expect  to  get  an  indication  of  their  views  shortly. 

I  have  been  turning  over  in  my  mind  the  idea  of  combining  the  conversion 
of  our  existing  preferred  stock  into  $35,000,000  new  preferred  stock  with  an 
issue  of  short-term  notes,  say  $15,000,000,  over  a  period  of  five  years.  I  have  not 
made  any  enquiry  regarding  the  rate  of  interest  which  might  be  obtainable  but 
I  do  not  think  that  it  should  exceed  an  average  of,  say,  2%%  or  3%.  The  com- 
bination of,  say,  4%%  preferred  and  short-term  notes  would  reduce  the  over-all 
interest  charges  compared  with  a  new  issue  of  $50,000,000  4V2%  preferred.  This 
combination  of  preferred  stock  and  notes  has  the  advantage  of  avoiding  a 
further  reduction  in  the  Group's  percentage,  and  at  the  end  of  the  five-year 
period,  allowing  for  the  operation  of  the  sinking  fund  on  our  funded  debt,  our 
total  indebtedness  would  be,  say  $86,000,000  ahead  of  the  common  stock  or,  say, 
$15,000,000  less  than  would  be  the  case  by  issuing  a  new  preferred  in  the 
amount  of  $50,000,000. 

The  capital  expenditure  as  proposed  for  this  year  by  the  operating  companies, 
including  the  "B"  Budgets,  is  of  course  very  high,  but  amongst  other  items  it 
contemplates  providing  for  the  normal  increase  in  trade  in  the  northern  refinery 
area  of  Shell  Petroleum  over  a  period  of  years.  This  type  of  expenditure  will 
no  doubt  have  to  be  made  eventually,  and  we  shouldn't  overlook  that  with  rising 
wages  and  rapidly  increasing  cost  of  materials  any  postponement  of  inevitable 
expenditure  will  lead  to  greater  expense. 

You  will  appreciate  that  this  letter  is  only  intended  to  give  you  some  idea  of 
what  the  result  has  been  of  our  enquiries  so  far,  and  I  hope  later  on  to  be  able 
to  give  you  something  more  definite  and  also  give  you  my  further  views;  but  if 
in  the  meantime  you  can  give  it  some  thought  and  if  possible  give  me  some 
indication  what  the  views  on  your  side  are,  this  would  be  very  helpful. 
Tours  sincerely, 

(Original  signed  by  R.  G.  A.  van  der"Woude.) 

RW/AB 

Encl. 

Copies  to  Mr.  Fraser,  Mr.  Belither. 


Exhibit  No.  1995 

[From   the  flies   of  Shell  Union  Oil   Corporation.     Cable  from   R.   G.   van  der   Woude  to 

Vanwood] 

[Copy  of  message! 

SENT 

Shell  Union  Oil  Corp., 
50  West  Fiftieth  Stbeet, 
New  York,  March  5,  1937. 
To:  Van  wood — London. 

18.  Yours  21  generally  speaking  I  am  in  agreement  though  we  may  have  to 
modify  our  views  somewhat  with  regard  to  terms     (fullstop) 

Regarding  last  paragraph  quite  agree  and  furthermore  in  my  opinion  best  not 
to  disturb  grouping  of  bankers  as  was  formed  under  last  year's  bond  issu-  in  fact 
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I  understand  Dillon  Read  Hayden  Stone  and  Lee  Higginson  have  already  come 
to  such  understanding  amongst  each  other     (fullstop)     My  reasons  are: 

Firstly — We  should  avoid  running  into  same  complications  as  last  year. 

Secondly — Neither  Hayden  Stone  nor  Lee  Higginson  would  in  my  opinion  be 
suitable  leaders. 

Thirdly — We  could  not  very  well  switch  over  to  entirely  new  leaders  without 
first  giving  last  year's  group  their  opportunity  (fullstop). 

My  idea  is  therefore  to  give  last  year's  leaders  in  Dillon  group  an  opportunity 
of  jointly  making  us  an  offer  along  the  lines  a*s  per  your  cable  (fullstop)  If 
their  offer  is  unsatisfactory  to  us  I  would  favour  inviting  Lehman  Bros,  to 
make  us  an  offer  (fullstop)  They  are  anxious  to  take  leading  position  and  I 
personally  feel  as  you  know  that  a  closer  connection  with  them  would  be  ad- 
vantageous (fullstop)  Presumably  they  would  handle  matter  in  conjunction  with 
Kuhn  Loeb  (fullstop). 

Would  appreciate  quick  reply  as  situation  becoming  somewhat  awkward  to 
handle  unless  we  definitely  know  what  line  we  are  going  to  take  (fullstop) 
You  will  appreciate  that  one  of  first  questions  bankers  will  ask  is  as  to  whether 
group  intends  to  take  up  new  preferred  at  the  rate  of  1  for  40  of  their  holdings 
of  common  shares  and  in  fact  we  understand  that  if  group  do  not  intend  to 
make  this  investment  it  will  have  to  be  stated  in  the  prospectus. 

Attn.  Mr.  van  der  Woude. 


Exhibit  No.  3990 
[From  the  riles  of  Shell  Union  Oil  Corporation.     Memorandum  hy  S.  W.  Duhig] 

Shell  Union  Financing 

Memorandum   for  the  file 

Maech  10,  1937. 

On  March  10th  bankers  called  at  the  Shell  Union  office  for  the  purpose  of 
stating  the  proposition  which  they  and  their  group  were  prepared  to  make  in 
connection  with  refinancing  the  present  Shell  Union  preferred  stock  and  raisiug 
additional  money,  if  necessary.  Dillon,  Read  &  Co.  were  represented  by  Mr. 
Dean  Mathey  and  Lee,  Higginson  &  Co.  by  Mr.  E.  N.  Jesup. 

In  opening  their  discussion  they  stated  that  they  had  agreed  among  them- 
selves that  the  group  would  be  approximately  the  same  as  the  1930  group  and 
that  the  group  management  would  be  shared  in  the  following  proportions: 

Dillon,  Read  &  Co 40% 

I^ee,  Higginson  Corp 20% 

Hayden,  Stone  &  Co 20% 

Lehman    Bros 20% 

The  bankers  stated  they  were  authorized  to  say  that  although  we  were  in  the 
midst  of  changing  conditions,  they  would  be  willing  to  undertake  today  to 
underwrite  an  issue  of  $67,000,000  of  preferred  stock  carrying  a  dividend  rate 
of  4%%  and  convertible  to  common  stock  for  the  first  2%  years  at  $35  and  for 
the  next  2y2  years  at  $40.  This  could  be  sold  at  par  less  a  commission  of  2%%. 
They  suggested  that  the  tennis  would  be  approximately  the  same  if  we  sold 
merely  enough  new  preferred  to  retire  the  present  preferred.  In  the  case  of 
new  preferred,  which  is  taken  up  by  present  shareholders  in  exchange  for  the 
old  preferred,  the  bankers  stated  that  they  had  not  discussed  the  question  of 
commission  in  detail,  but  agreed  that  the  rate  of  commission  would  be  less  on 
such  exchanges. 

Mr.  van  der  Woude  advised  that  this  offer  was  disappointing  and  unsatis- 
factory and  that  unless  a  better  arrangement  could  be  worked  out  we  were  not 
prepared  to  undertake  this  business  with  their  group. 

The  bankers  then  made  some  suggestions  regarding  the  raising  of  new  money. 
These  proposals  were  informal  and  were  made  without  previous  understanding 
with  their  group.  They  thought  they  might  undertake  to  sell  $10,000,000  of 
10-year  3%%  debentures  plus  $22,500,000  of  serial  notes  maturing  at  the  rate  of 
$2,500,000  per  annum  for  9  years.  The  10-year  debentures  would  be  convertible 
for  the  first  year  at  $35  per  share  of  common  and  for  the  next  4  years  at  $40. 
Another,  and  possibly  better,  plan  which  would  reach  two  classes  of  investor 
would  be  to  issue  $12,500,000  of  10-year  debentures  and  $17,500,000  of  serial  notes 
-  maturing  in  1  to  5  years  at  $3,500,000  per  annum.  A  similar  arrangement  would 
be  to  put  out  $20,000,000  of  10-year  convertible  debentures  and  $10,000,000  of  5-year 
notes,  maturing  $2,000,000  per  annum. 
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The  bankers  suggested  that  the  soundest  form  of  financing  at  the  present  time 
is  to  sell  common  stock  and  that-the  most  profitable  way  to  accomplish  this  is  to 
adopt  a  suggestion  similar  to  the  above  where  the  10-year  debentures  are  convert- 
ible for  the  first  year  at  practically  today's  market  price  of  common. 

These  plans  were  taken  as  being  merely  tentative  suggestions  and  subject  to 
further  discussion. 

S.  W.  D. 

SWD-S.  

Exhibit  No.  1997 

[From  the  files  of  Shell  Union  Oil  Corporation] 

I  Copy  of  message.! 

SENT 

2842 
New  York,  7.30  P.  M.  Mar.  16th,  1937. 
io:  Vanwood,  London. 
By :  R.  van  der  Woude. 

24  Dillon  Read  inform  us  after  consultation  with  their  group  best  proposal  is 
4-y2  perceut  preferred  stock  convertible  first  2-%  years  at  35  next  2-1/2  years  at  40 
to  be  sold  at  par  yielding  97-%  to  us     Stop 

We  have  informed  them  this  very  disappointing  and  no  use  pursuing  further 
unless  they  can  change  their  views     Stop 

For  your  information  bond  market  at  present  very  weak    Full  stop 

Will  cable  further  after  we  have  given  matter  further  thought. 

Attention  Mr.  Duhig. 

C.  C.  Mr.  van  der  Woude. 


Exhibit  No.  199S 

[From  the  files  of  Shell  Union  Oil  Corporation] 

[Copy  of  message] 

SENT 

To:  Vanwood,  London.  2884 

CSG 
By :  R.  G.  A.  Vanderwoude.  New  Yokk,  6  P.  M.  Mar.  17th,  1837. 

27  Referring  my  cable  24  consider  we  should  give  Dillon  group  every  oppor- 
tunity of  revising  their  offer  and  propose  to  set  limit  of  time  say  10  days  Full- 
stop 

At  the  end  of  this  period  in  case  the  revised  offer  if  any  is  not  acceptable 
we  to  notify  them  that  we  consider  ourselves  entirely  free  to  approach  others 
Fullstop 

I  understand  that  provided  it  is  made  clear  negotiations  with  Dillon  have 
come  to  an  end  members  of  group  then  free  to  deal  with  us,    Fullstop 

In  aforementioned  event  suggest  we  consider  Kuhn  Loeb/Lehinan  combina- 
tion or  Morgan  Stanley  as  leaders  Stop  In  latter  case  would  be  in  favor 
of  suggesting  to  them  our  desire  of  giving  Lehman  a  prominent  position  Full- 
stop^ 

With  regard  to  conditions  of  market  present  bond  market  very  disturbed  and 
interest  in  fixed  interest  or  fixed  dividend  bearing  securities  considerably 
lagging    Fullstop 

General  feeling  is  that  this  will  continue  and  that  what  market  will  be  inter- 
ested in  is  common  shares  or  securities  with  conversion  rights    Fullstop 

We  should  therefore  bear  in  mind  that  in  issuing  new  preference  shares 
attractive  conversion  rate  will  have  to  be  chief  feature    Fullstop 

In  my  opinion- while  not  likely  we  shall  be  able  to  get  4%  preference  shares 
it  may  be  possible  to  get  41/4%  provided  conversion  right  made  attractive,  and 
will  probably  have  to  be  35  with  some  step  up  after  say  2  years     Fullstop    - 

With  a  4V>%  preference  share  we  might  be  able  start  conversion  rights  at 
37V2    Fullstop 

Foregoing  is  my  judgment  based  on  careful  survey  of  views  of  market 
Fullstop 
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Whether  this  is  right  or  wrong  wish  emphasize  conversion  rights  will  defi- 
nitely have  to  be  made  attractive  Stop  I  do  not  of  course  Intend  discuss 
with  Dillon  any  revision  of  our  ideas  of  terms  as  put  before  them  and  propose 
merely  to  give  them  the  opportunity  as  indicated  above  and  await  their  further 
reaction 

Attention  Mr.  Duhig. 

Mr.  Van  Der  Woude. 


Exhibit  No.  1999 

[From  the  files  of  Shell  Union  Oil  Corporation] 

Telephone:  Avenue  4321 

j.  c.  van  eck, 
St.  Helens  Court,  Great  St.  Helens, 

London,  E.  C.  3,  18th  January,  1938. 
Personal. 
Mr.  R.  G.  A.  van  dee  Woude, 

New  York. 
Dear  van  der  Woude:  With  reference  to  the  discussions  we  had  on  the  tele- 
phone regarding  a  possible  new  banking  connection.  Whenever  you  find  the  time 
opportune  and  favourable  and  you  have  made  a  contact  I  think  it  might  be  well, 
before  discussing  any  other  terms,  to  find  out  what  Morgan's  ideas  are  about 
restrictions.  I  am  afraid  you  may  run  up  against  the  same  difficulties  as  you  had 
in  your  negotiations  with  the  insurance  companies.  I  presume  that  Morgan  will 
be  as  strict  as  any  other,  although  of  course  they  participated  in  Dillon  Read's 
and  Hayden's  Shell  Union's  issue  of  60,000,000  dollars  which  was  free  from  irk- 
some restrictions.  Of  course,  I  can  quite  realise  that  no  banking  house  or  insur- 
ance company  likes  the  idea  of  loaning  money  when  such  money  would  be  used 
for  the  payment  of  dividends.  On  the  other  hand  where  Shell  Union  has  at 
present  a  fairly  substantial  surplus  and  still  substantial  cash  it  would  be  unrea- 
sonable to  tie  up  this  surplus  and  cash  with  the  same  restrictions  as  would  apply 
to  new  money.  I  fear  that  Shell  Union  during  the  firt  six  months  of  1938  may 
not  earn  sufficient  to  continue  to  pay  a  half  yearly  dividend  of  500  and  we  would 
certainly  not  look  with  favour  upon  a  reduction  of  the  dividend  if  a  substantial 
amount  was  earned  during  the  first  six  months  and  the  prospects  for  the  second 
six  months  were  favourable. 
With  kind  regards, 
Yours  sincerely, 

J.  C.  van  Eck. 


Exhibit  No.  2000-1 

[Letter  from  C.   B.   Stuart,   Halsey,   Stuart  &  Co.,  Inc.,  to  Investment  Banking   Section, 
Monopoly  Study,  Securities  and  Exchange  Commission] 

Telephone  Whitehall  4-4400 

Halsey,  Stuart  &  Co.  Inc. 

Chicago,  New  York,  and  other  principal  cities 

35  Wall  Street,  New  York,  N.  Y.,  January  8,  19Jt0. 
Mr.  Peter  R.  Nehemkis,  Jr., 

Special  Counsel,  Investment  Banking  Section, 

Monopoly  Study,  Securities  &  Exchange  Commission, 

Washington,  D.  C. 
Dear  Mr.  Nehemkis,  I  have  your  note  of  January  6th  and  enclosed  you  will 
find  a  signed  stipulation.    In  accordance  with  your  request  this  is  being  sent  you 
special  delivery  air  mail. 

I  want  you  to  know  I  very  much  appreciate  your  handling  the  matter  in  this 
way  rather  than  my  going  over  to  Washington. 
Very  truly  yours, 

C.  B.  Stuart. 
CBS :  JB. 
end. 
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STIPULATION 

It  is  hereby  stipulated  and  agreed  that  the  memorandum  dated  May  11,  1938, 
addressed  to  Mr.  H.  L.  Stuart,  Chicago  office,  and  initialled  CBS,  is  a  true  copy 
of  an  original  communication  in  the  files  of  Halsey  Stuart  &  Co.,  Inc.,  and  thai 
the  said  document  was  sent  by  the  New  York  office  of  Halsey  Stuart  &  Co.,  Inc. 

Charles  B.  Stuakt, 

Halsey  Stvart  &  Co.,  Inc. 

Exhibit  No.  2000-2 

[From  the  files  of  Halsey,  Stuart  &  Co.,  Inc.] 

New  York  Office,  May  11,  1938. 
Mr.  H.  L.  stuabt, 

Chicago  Office. 
Deab  Haeet,  I  understand  Morgan  Stanley  are  working  on  a  good  size  bond 
deal  for  Shell  Union  Oil.    I  further  understand  that  Dillon  Read,  who  handled 
the  last  issue,  made  such  a  botch  job  of  it,  the  Company  will  have  nothing  further 
to  do  with  them. 

I  presume  you  saw  where  Lehman  are  underwriting  an  issue  of  preferred 
stock  of  Philip  Morris.  There  is  a  thirty  day  commitment  pending  an  offering 
to  the  stockholders  and  it  is  my  understanding  Lehman  have  had  a  lot  of 
turndowns.  After  a  management,  fee  and  expenses  totalling  a  half  a  point, 
there  is  a  net  of  $1  to  the  underwriters. 
Very  truly  yours, 

CBS 
CBS :  JB. 


Exhibit  No.  2001 
[From  the  files  of  Shell  Union  Oil  Corporation] 

Shell  Union  Oil  Corporation, 

50  West  50th    Street, 
Personal.  New   York,  N.   Y.,   April   13th,   19S8. 

J.  C  van  Eck, 

London. 

My  Deab  van  Eck  :  With  further  reference  to  your  letter  of  the  21st  ult, 
since  writing  you  on  the  1st  instant  I  have  been  discussing  the  matters  raised 
by  you  with  Fraser  during  my  recent  visit  to  the  Mid-West,  anrf  you  will 
shortly  hear  fully  from  Fraser  the  result  of  our  discussions. 

The  March  results  of  Shell  Petroleum,  I  am  afraid,  will  not  be  very  com- 
forting. At  the  end  of  this  month  both  Belither  and  Fraser  will  be  coming  here, 
when  we  will  review  our  forward  position  with  regard  to  budgets,  estimated 
profits,  and  cash,  and  I  will  in  due  course  be  writing  you  further. 

With  regard  to  financing,  since  talking  to  you  on  the  phone  two  days  ago 
I  have  been  contacting  a  few  banks  here  and  I  expect  to  have  some  definite 
information  fairly  shortly.  I  shouldn't  think  that  it  will  prove  difficult  to 
borrow  from  fifteen  to  twenty  million  dollars  for  five  years  on  a  serial  basis, 
more  or  less  on  the  same  terms  as  were  offered  to  us  last  year  when  it  was 
finally  decided  to  do  our  temporary  financing  through  Friends.  I  doubt  whether 
it  would  be  possible  to  do  anything  for  a  longer  period  than  five  years.  We 
might  possibly  make  a  small  debenture  issue  for  ten  years,  but  I  think  you 
share  my  feeling  that  this  would  not  be  very  desirable.  Such  an  issue  would 
of  course  have  to  be  registered. 

On  the  question  of  finance  we  have  had  some  preliminary  discussions  with 
Morgan,  Stanley  with  a  view  to  enabling  them  to  familiarize  themselves  some- 
what with  our  activities,  and  judging  from  the  discussions  I  have  had  with 
them  I  do  not  anticipate  any  difficulties  such  as  you  referred  to  in  your 
letter  of  the  18th  January.  Morgan  Stanley  seem  to  be  very  pleased  to  get 
an  opportunity  of  establishing  a  connection  with  us. 

Yours  sincerely,  _ 

(Original  signed  by  R.  G.  A.  van  der  Woude.) 

RWVAB 

cc :  Mr.  de  Kok,  Messrs.  Frn**>r  Bullrher 
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Exhibit  No.  2002 
[From  the  files  of  Shell  Union  OH  Corporation.     Memorandum  by  S.  W.  Duhig] 

Memorandum 

I  have  today  discussed  financing  with  Mr.  Meredith  C.  Laffey  of  the  Equitable 
Life  Assurance  Society  of  the  U.  S.  A.  I  told  him  that  we  are  now  approaching 
the  end  of  our  third  12-month  period  in  which  Shell  Union  earnings  qualified 
for  life  insurance  investment  under  the  terms  of  Section  100  of  the  N.  Y.  State 
Insurance  Law  (See  attached  statement). 

Mr.  Laffey  stated  they  had  had  one  case  in  which  they  had  not  adhered  to  the 
calendar  year  or  fiscal  year  basis  in  determining  the  qualifications  of  the  bor- 
rower and  that  he  felt  we  might  very  well  proceed  with  tentative  discussions 
regarding  a  loan  to  Shell  Union. 

Mr.  Laffey  stated  that  without  consulting  his  Committee  or  investigating 
:iny  of  the  details  of  our  company,  he  thought  it  probable  that  they  could 
arrange  a  loan  to  Shell  Union  of  say,  20  to  25  million  dollars  for  10  years  at 
3%%,  for  which  they  would  pay  us  99.  He  thought  that  in  view  of  the  terms 
of  our  present  15-year  Debentures  they  would  require  that  the  principal  of  the 
new  loan  be  repaid  serially  at  the  rate  of  10%  per  annum.  (Incidentally,  this 
is  approximately  the  same  proposition  as  suggested  tentatively  by  Morgan,  Stan- 
ley &  Co.,  except  that  they  would  charge  2%  for  underwriting.) 

Equitable  would  be  rather  particular  about  having  full  certification  by  Price, 
Waterhouse  &  Co.  similar  to  that  required  for  S.  E.  C.  registration  and  they 
would  also  ask  that  Paul  Paine  bring  up  to  date  his  1936  statement  regarding 
properties.  Mr.  Laffey  thought  that  in  our  case  they  would  not  require  any 
special  restrictions  regarding  additional  borrowing,  the  payment  of  dividends 
or  other  requirements  which  are  more  restrictive  than  those  contained  in  our 
recent  Debenture  Indenture.  We  would  also  not  be  put  to  the  expense  of 
engraving  a  series  of  notes  although,  as  is  usual  with  life  insurance  companies, 
they  would  require  tbat  we  supply  the  necessary  certificates  at  some  future 
date  in  case  circumstances  should  make  it  advisable  for  them  to  re-offer  this 
paper  to  a  group. 

This  type  oi  borrowing,  of  course,  has  the  advantage  of  still  leaving  local 
bank  credit  free  for  future  use  and  also  it  is  obviously  an  advantage  over  a  public 
registered  offering. 

During  our  group  discussions  in  New  York  next  week  we  shall  be  discussing 
revised  budgets  and  cash  estimates  and  wilj  then  be  in  a  position  to  take  this 
up  further  with  the  insurance  company. 

S  W  D 

SWD-S. 

Apr.  22,  1938. 

Note:  I  have  today  made  a  further  clieck  with  Mr.  Laffey  of  Equitable,  who 
assures  me  that  although  they  have  not  had  formal  clearance  from  their  Legal 
Department,  we  may  feel  quite  safe  in  assuming  that  Shell  Union  is  eligible 
for  loans  by  N.  Y.  insurance  companies  and  that  his  company  is  prepared  to 
lend  us  $25,000,000.  In  his  opinion  we  may  proceed  at  any  time  to  work  out 
the  terms  of  the  loan  with  them  in  detail. 

Apr.  29,  1938. 

Exhibit  No.  2003 

[From  the  tiles  of  Shell  Union  Oil  Corporation] 

[Copy  of  message] 

SENT 

To:  Vanwood,  London.  4474 

By :  R.  G.  A.  van  der  Woude. 

New  Yobk,  1  P     April  80th,  1938. 


#46     Further  out  #42  we  have  developed  following  proposals  for  Shell  Union 
financing    Stop 

Morgan  Stanley  &  Co.  suggest  10  year  3%%  sinking  fund 

1  >eb<  mi  tares  could  now  be  sold  at  99  which  after  2%  commission 
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Would  make  this  money  cost  us  3.86%     Stop 

Amount  discussed  was  $25,000,000  but  do  not  expect  much  difficulty  in  increas- 
ing this     Stop 

Also  discussed  convertible  feature  so  as  eventually  to  put  this  ou  common 
stock  basis  and  they  have  indicated  that  with  our  common  selling  on  the  market 
at  13%  per  share  they  might  issue  at  par  a  new  debenture  convertible  into 
common  at  16%  per  share  or  60  shares  per  $1000  debenture     Stop 

If  issue  were  offered  to  present  stockholders  at  rate  of  $2  principal  amount  of 
debentures  for  each  share  of  stock  held  the  new  issue  would  yield  $26,141,000 
Stop 

In  that  case  if  Bataafsche  elected  to  take  approximately  $17,000,000  deben- 
tures there  would  of  course  be  no  underwriting  commission  on  that  portion 
although  bankers  feel  they  might  undertake  to  dispose  of  these  later  if  Bataafsche 
so  decided     Stop 

Other  alternative  would  be  for  Bataafsche  to  waive  subscription  rights  where- 
upon bankers  would  make  immediate  public  offering  of  that  amount  during 
period  while  other  stockholders  were  being  given  opportunity  to  subscribe  for 
$9,000,000  debentures     Stop 

They  suggest  right  to  call  debentures  with  initial  redemption  price  of  $105 
and  a  sinking  fund  which  would  retire  the  whole  issue  over  10  year  period  but 
this  can  probably  be  improved  upon     Stop 

If  convertible  4ype  of  financing  should  be  decided  upon  it  would  be  interesting 
to  know  Broekman's  attitude  regarding  subscription  rights.    Fullstop 

In  regard  to  loans  from  commercial  banks  we  would  have  no  difficulty  raising 
$25,000,000  at  rates  ranging  from  2.68%  for  3  years  or  3y2%  for  5  years  but 
have  confirmed  cannot  at  present  obtain  longer  term  here  although  possibility 
of  somewhat  longer  arrangement  some  banks  outside  New  York  for  moderate 
amount     Fullstop 

We  have  also'  approached  Equitable  Life  Assurance  Society  with  suggestion 
that  although  Shell  Union  last  3  fiscal  years  have  not  shown  earnings  which 
meet  requirement  of  N.  Y.  statute  relative  investment  of  insurance  company 
funds  we  shall  by  the  end  of  April  have  completed  three  12  months  periods  during 
which  we  have  met  these  requirements     Stop 

Equitable  have  studied  this  matter  and  while  still  subject  to  final  approval 
their  legal  department  they  assure  us  they  are  prepared  to  enter  negotiations  for 
10  year  loan  of  $25,000,000     Stop 

They  tentatively  suggest  interest  rate  3-%%  for  which  they  would  pay  us  99 
Stop 

This  would  of  course  save  us  underwriters  commission  and  expense  of  registra- 
tion for  public  offering  and  although  they  would  require  examination  by  lawyers. 
auditors  and  property  expert  requiring  about  60  days  time  they  feel  that  special 
restrictive  covenants  such  as  recently  suggested  by  Prudential  should  not  be  neces- 
sary   Fullstop 

We  have  completed  revised  estimate  of  1938  cash  and  profits  and  on  basis  of 
reduced  capital  budget  expenditure  of  about  $44,000,000  estimated  cash  at  Decem- 
ber 31st  is  about  $18,000,000  before  making  any  allowance  for  common  stock 
dividend     Stop 

This  does  not  provide  for  unusual  property  deals  Stop  Profits  estimate  indi- 
cates about  $13,500,000  for  the  year  of  which  about  370  per  share  would  be  earned 
during  first  half  year  after  preferred  dividends     Fullstop 

Estimates  based  on  basis  of  present  prices  with  exception  of  Shell  Oil  territory 
where  have  assumed  average  reduction  of  20  in  gasoline  price  over  period  May/De- 
cember   Fullstop 

Full  details  mailed  today  by  SS  "Paris''     Fullstop 

Summarizing  above  will  show  that  the  prospects  of  doing  public  financing  are 
improving     Stop 

It  is  impossible  to  foretell  whether  further  improvement  will  take  place  and 
how  quickly  and  therefore  there  is  no  way  of  telling  when  it  might  be  possible 
to  make  an  issue  of  preference  shares  whether  convertible  or  otherwise  which 
we  would  prefer  in  favor  of  a  bond  issue  as  we  do  not  particularly  like  increasing 
our  funded  debt     Fullstop 

While  we  would  favor  continuing  present  arrangement  with  friends  if  we 
could  be  fairly  certain  of  issuing  preferred  shares  later  in  year  provided  they 
willing  extend  option  nevertheless  in  view  foregoing  considerations  as  well  as  cash 
position  and  uncertainties  of  future  we  are  of  opinion  that  serious  consideration 
should  be  given  to  take  advantage  of  present  opportunities  and  acquire  aboiit 
$25,000,000    Fullstop 
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If  we  are  in  agreement  on  this  we  suggest  that  financing  through  insurance 
companies  would  be  most  preferable  and  next  best  bond  issue  preferably  con- 
vertible 

Attention  of  Mr.  van  der  Woude. 

CC  Messrs.  Duhig,  Fraser,  Belither. 


Exhibit  No.  2004 

[From  the  files  of  Shell  Union  Oil  Corporation] 

Shell  Union  Oil  Corporation, 

50  West  50th  Street, 
New  York,  June  J.  J 938. 
Personal. 

Mr.  A.  Fraser, 

Shell  Petroleum  Corporation, 

St.  Lou  is,  Missouri. 

My  dear  Fraser:  I  enclose  copy  of  telegram  just  received  from  Belither  in 
connection  with  the  report  which  Equitable  require  from  Paul  Paine  before  we 
can  close  our  financing.  I  also  enclose  copy  of  my  reply,  from  which  you  Tvill  see 
that  we  are  urging  Paine  to  make  as  comprehensive  a  preliminary  report  as  pos- 
sible so  that  the  Equitable  will  be  justified  in  closing  the  deal  prior  to  receiving 
his  final  report  based  on  personal  inspection  of  the  properties.  You  will,  there- 
fore, be  receiving  direct  from  Paine  requests  for  answers  to  questions  necessary 
to  bring  up  to  date  all  the  important  points  in  his  1936  report.  There  is  no  rea- 
son why,  based  on  our  answers  to  his  interrogations,  his  final  report  should  not 
be  merely  a  confirmation  of  the  facts  contained  in  his  preliminary  report 

I  shall  appreciate  it  very  much  if  you  will  have  your  people  do  all  possible  to 
expedite  this  work  and  at  the  same  time  please  do  everything  you  can  to  keep 
the  deal  with  Equitable  strictly  under  cover.  Their  commitment  to  us  is  entirely 
contingent  on  clearance  being  given  by  their  counsel  on  all  legal  phases  and  there- 
fore it  would  be  very  "regretable  if  word  got  about  which  would  offend  Morgans 
in  any  way,  seeing  that  we  are  still  relying  on  them  in  case  there  is  a  hitch  -with 
Equitable,  as  well  as  in  case  of  future  public  financing. 
Yours  sincerely, 

(Original  signed  by  R.  G.  A.  van  der  Woude.) 

Ends. 

Cc— Mr.  S.  Belither. 


Exhibit  No.  2005 

[Fpom  the  files  of  Shell  Union  Oil  Corporation] 

Shell  Union  Oil  Corporation, 

50  West  50th  Street. 
New  York,  May  23,  J939. 
Air  mail 
Mr.  R.  van  der  Woude, 

St.  Louis,  Mo. 
Dear  Mr.  van  der  Woude:  I  have  today  talked  to  Equitable  Life  in  reference 
to  cutting  down  the  interest  on  our  debentures.  They  understand,  of  course,  that 
the  trend  which  we  discussed  last  February  has  progressed  still  further  and  that 
we  shall  have  to  do  something  about  it.  So  far  as  their  $25,000,000  loan  is  con- 
cerned, it  now  has  an  average  life  of  11.3  years  (taking  into  account  the  annual 
reduction  through  sinking  fund)  and  the  cost  to  the  company  to  redeem  at  104 
puts  it  on  a  3.20%  basis.  Thus  if  Equitable  cut  the  coupon  rate  even  as  much 
as  %%  it  would  be  equivalent  to  their  making  a  new  loan  to  us  at  3.075%.  This 
is  the  same  thing  as  saying  that  a  3%  loan  plus  the  premium  which  we  have  to 
pay  for  redeeming  the  old  loan  would  be  equivalent  to  their  reducing  the  present 
coupon  from  3.625%  to  3.50%.  I  am  satisfied  that  at  this  moment  we  could 
obtain  this  Vh%  reduction  and  that  we  could  do  it  by  simply  amending  the  pres- 
ent Trust  Agreement.  This  is  still  not  good  enough,  but  it  is  at  least  a  basis  for 
further  negotiating. 
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In  their  opinion  we  could  sell  15-year  3%  debentures  to  the  public  at  a  price 
to  yield  2.95%,  that  is  100.60.  Taking  off  2  points  for  the  Bankers  would  leave 
us  98.60,  which  is  a  3.12%  basis  to  the  company,  not  counting  the  expense  of  regis- 
tration and  the  risks  involved  on  account  of  the  waiting  period.  We  do  not  yet 
know  the  details  of  the  Socony  public  issue  of  $50,000,000,  but  it  will  quite  likely 
be  for  about  20  years  at  2%%.  I  had  a  short  talk  with  Ewing  today  and  he 
thinks  Socony  may  even  sell  25-year  debentures.  I  shall  have  a  further  talk 
with  him  tomorrow  as  to  what  Shell's  present  rating  is  for  a  public  offering. 

There  is  just  as  much  need  for  discussing  re-financing  of  our  3%%  Debentures 
as  there  is  of  the  Equitable  loan,  as  considering  the  redemption  price  and  the 
average  life  they  are  both  on  a  3.20%  basis.  Equitable  felt  that  we  might  make 
a  joint  deal  with  them  and  Metropolitan  and  Prudential  to  cut  the  rate  of  our 
whole  $82,427,000  debt.  Equitable  would  not  be  willing  to  take  more  than  the 
present  $25,000,000  but  I  think  it  is  quite  possible  we  can  deal  advantageously 
with  the  three  companies  jointly.  I  have  therefore  talked  to  Metropolitan  and 
have  got  Gilbert  Stanley  doing  some  figuring  once  more.  It  seems  they  are  hav- 
ing a  convention  this  week  and  he  would  not  be  able  to  take  it  up  seriously  for 
two  or  three  days,  but  I  am  sure  you  agree  that  this  can  do  no  harm.  I  think  in 
the  meantime  I  shall  not  complicate  it  by  talking  to  Caleb  Stone  of  Prudential. 

Laffey,  of  Equitable,  pointed  out  that  on  the  basis  of  our  first  quarter  earnings 
we  really  had  put  ourselves  in  an  ineligible  position  during  the  past  twelve 
months,  according  to  New  York  Life  Insurance  standards.  This  is  a  point 
against  us,  but  I  feel  that  they  are  hungry  enough  for  the  business  to  find  some 
way  around  that  difficulty.  Laffey  stated  that  if  they  did  reduce  the  interest 
rate  they  would  want  an  agreement  that  we  could  not  exercise  any  call  privilege 
lor  at  least  twelve  months.  I  do  not  see  any  real  objection  to  this  provided 
we  can  get  a  rate  reduction  down  to  today's  market. 

I  shall  let  you  know  of  further  developments  and  shall  be  glad  to  hear  from 
you  by  telephone  in  case  you  have  any  comments  on  the  above. 
Yours  sincerely, 

(Original  signed  by  S.  W.  Duhig) 

9WD-S 

Socony's  call  price  on  present  issue  is  102%.  Ours  is  same  on  public  issue,  but 
104  on  Equitable. 

Exhibit  No.   2006 

[From  the  files  of  Shell  Union  Oil  Corporation] 

Shell  Union  Oil  Corporation, 

50  West  50th  Street, 
New  York,  May  !?/,,  19M. 

Air  mail 

Mr.   R.  VAN  DKB  WOUOE, 

St.  Louis,  Mo. 
Dear  Mb.  van  deb  Woude:  I  have  just  had  a  talk  with  P]wing  and  Perry  Hall. 
They  will  be  sending  me  some  figures  in  the  morning,  but  this  is  a  summary  of 
what  they  think  we  could  do  at  today's  market,  viz  :- 

Maturity  15  years  20  years 

Coupon  2y2%  2%% 

Price  98%  (yield  2.6%)  98%  (yield  2.87%) 

Commission  1%  2 

Cost  to  us  9634   (2.766%)  96%   (2.984%) 

They  think  that  if  this  is  for  long  term  use  in  our  business  we  should  take  this 
opportunity  to  get  20-year  money. 

They  think  Socony  did  not  make  a  very  good  deal  with  the  insurance  com- 
panies because  they  are  tied  to  a  sinking  fund  which  they  will  some  day  regret. 
On  a  public  issue  Socony  would  be  able  to  supply  the  sinking  fund  agent  at 
lower  prices  some  day.  Ewing  feels  we  should  be  able  to  get  Equitable  down  to 
today's  market  on  our  present  $25,000,000  and  he  does  not  expect  to  beat  them 
out  on  a  public  issue;  but  for  our  $60,000,000  of  3%'s  (in  which  he  feels  our 
best  interests  would  be  served  by  putting  ourselves  in  Morgan's  hands)    they 
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-  ould  save  about  $278,000  per  annum  on  new  15-year  bonds  (not.  including  regis 
(ration  expense)  and  about  $150,000  per  annum  on  the  20-year. 
More  later. 

Sincerely  yours, 

(Original  signed  by  S.  W.  Duhig.) 
SWD-S. 

If  we  want  to  sell  the  debentures  at  par  it  would  take  a  coupon  of  about  % 
more. 


Exhibit  No.  2007 

[From  tt>°  files  of  .Shell  Union  Oil  Corporation] 

[Copy  of  message] 

SENT 

To :  Vanwood,  London.  '  SGH  6589 

By :  R.  G.  A.  Van  der  Woude. 

New  York,  June  6th,  6.45  p.  m.,  1930. 


26  Re  Shell  Union  finance  bankers  now  indicate  can  replace  present  3%% 
debentures  with  15  year  2%%  to  sell  at  98%  to  public  and  96%  to  company  or 
alternatively  20  year  2%%  debentures  to  sell  at  98%  to  public  and  96%  to 
company  stop 

Saving  on  new  15  year  issue  is  approximately  $190,000  per  annum  over  remain- 
ing life  of  present  issue  after  redemption  premium  and  other  costs  stop 

Saving  on  new  20  year  issue  is  only  nominal  during  remaining  life  of  present 
issue  but  we  consider  lengthening  of  maturity  at  present  rates  highly  desirable 
stop 

Re  $25,000,000  life  insurance  loan  Equitable  have  indicated  willingness  reduce 
interest  by  */£%  in  exchange  for  bonus  of  $125,000  which  would  effect  net  saving 
over  period  of  loan  of  about  $600,000  fullstop 

In  line  with  present  market  money  rates  we  should  be  able  to  do  better  and  if 
they  do  not  improve  upon  terms  we  intend  refinance  this  loan  by  including  in 
above  mentioned  public  issue  stop 

Our  idea  proceed  with  20  year  issue  through  Morgan  Stanley  group  with 
possibility  further  improvement  in  terms  both  as  to  selling  price  and  bankers 
commission,  stop 

In  view  risk  of  market  changes  and  also  Security  &  Exchange  Commission 
requirement  use  of  December  31st  1938  audited  accounts  limited  to  6  months  we 
are  proceeding  immediately  preparation  registration  documents  stop 

We  have  discussed  with  Godber  and  Van  Eck  who  agree  stop 

We  have  also-  discussed  redemption  of  preference  shares  and  if  anything 
develops  we  will  advise  you  later 

Attention  Mr.  Van  der  Woude. 

C.  C.  Messrs.  Duhig,  Fraser,  Belither. 


Exhibit  No.  2008 

[From  the  flies  of  Shell  Union  Oil  Corporation] 

[Copy  of  message] 
To :  Vanwood  London.  7497 

PTW 

By  :  R.  G.  A.  van  der  Woude.  New  York,  June  26th,  19S9. 

PRIVATE 

33  Your  14  Equitable  advised  us  that  their  board  has  decided  against  making 
changes  in  existing  agreements  therefore  only  way  open  to  us  was  to  redeem  loan 
and  make  new  agreement  fullstop 

124491— 40— pt.  24 40 
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Accordingly  we  offered  them  basis  for  new  agreement,  about  equal  to  what  we 
can  obtain  by  public  issue  fullstop 

They  turned  this  down  and  as  it  was  clear  that  we  could  not  come  to  even  a 
satisfactory  compromise  with  them  we  have  decided  to  call  their  loan  upon 
issuance  $85,000,000  public  money  fullstop 

Terms  agreed  upon  with  Morgan  Stanley  are  as  follows:  $85,000,000  fifteen 
years  2%  percent  interest  issue  price  98%  commission  1%  percent  with  possibility 
of  some  reduction  in  latter  fullstop 

Sinking  fund  about  40  percent  to  commence  in  1943  fullstop 

Call  price  102%  sliding  downwards  periodically  after  July  1944  fullstop. 

You  understand  of  course  that  under  S.  E.  C.  regulations  not  possible  make 
firm  agreement  until  issue  ready  for  marketing  therefore  issue  price  is  subject 
to  change  either  way  according  to  market  conditions  at  that  time    fullstop 

We  expect  file  registration  statement  on  Thursday  and  expect  closing  date  to 
be  25th  July  with  possibility  19th  July  fullstop 

With  regard  to  preferred  issue  matter  is  still  under  study  by  Morgan  Stanley 
who  fully  understand  and  appreciate  our  strong  desire  to  convert  our  present 
preferred  stock  into  lower  dividend  stock  and  we  assure  you  matter  is  having  every 
possible  attention  and  hope  advise  you  shortly  more  definitely    fullstop 

Reference  your  14  management  your  understanding  is  entirely  correct  full 
stop 

(Balance  of  cable  re  filling  vacancy  on  Shell  Jnion  Board.) 


Exhibit  No.  2009 

[From  the  files  of  Shell  Union  Oil  Corporation] 

[Copy  of  message  sent] 

To„:  Vanwood,  London. 

By :  R.  G.  A.  van  der  Woude.  New  York,  July  IS,  19S9. 

37  Our  33  underwriting  agreement  due  be  executed  seventeenth  July  after 
which  issue  will  become  effective    fullstop 

Morgan  Stanley  discussed  with  us  today  final  terms  based  on  present  market 
conditions  and  general  reaction  they  received  from  underwriters  and  prospective 
large  buyers    fullstop 

Response  from  latter  has  been  disappointing  and  contrary  to  expectations 
entertained  by  Morgan  Stanley    fullstop 

Apparently  due  mainly  to  weaker  Government  bond  market  and  resistance 
against  2%%  rate  this  being  first  issue  at  this  new  low  rate  and  to  some  extent 
due  to  remembrance  limited  success  our  last  issue    fullstop 

Under  circumstances  Morgan  Stanley  of  opinion  successful  issue  cannot  be 
made  at  better  than  97%  with  commission  1%%  other  terms  unchanged  full 
stop 

Judging  from  discussions  doubt  whether  can  hold  out  much  hope  obtaining  bet- 
ter terms  though  of  course  after  receiving  your  views  we  would  try  to  do  so 
fullstop  ; 

Total  saving  on  above  terms  would  be  reduced  to  about  $3,000,000  over  the 
15-yeax  period    fullstop 

If  we  decide  not  to  accept  above  terms  we  could  keep  registration  statement 
alive  by  amendments  twenty  days  at  the  time  though  dont  know  for  how  long 
SEC  would  allow  this    fullstop 

Of  course  there  is  no  way  predicting  whether  market  conditions  in  future 
would  enable  us  do  better    fullstop 

In  this  connection  should  bear  in  mind  unfavorable  outlook  oil  industry  near 
future  and  our  own  reduced  earnings  which  might  make  it  difficult  make  issue 
later  even  if  bond  market  should  be  more  favorable  full  stop 

Total  cost  incurred  in  connection  with  registration  statements  legal  advice 
etc.  about  $100,000    fullstop. 

Our  own  inclination  would  ordinarily  be  to  hold  out  for  98  but  we  doubt 
whether  it  is  really  case  of  bargaining  and  believe  Morgan  Stanley  sincere  in 
their  opinion  issue  could  not  at  present  be  successful  at  higher  than  97%  and 
therefore  would  not  undertake  issue  at  higher  rate    fullstop 

We  must  take  decision  by  tomorrow  noon  and  would  appreciate  your  telephon- 
ing me  tomorrow  morning  in  gbod  time    fullstop 
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Have  discussed  over  telephone  with  Van  Eck  who  is  of  opinion  we  should  not 
postpone  especially  view  uncertain  outlook  and  he  suggests  I  should  ask  you  leave 
me  discretion  accept  above  terms  if  I  find  it  impossible  improve  upon  same 

Attention :  Mr.  van  der  Woude. 

Exhibit  No.  2010 
[From  the  flies  of  Shell  Union  Oil  Corporation] 

To-  S   Belither,  Shell  Oil  Co.  Inc.,  San  Francisco,  Calif.  8367-AJ 

By :  R.  G.  A.  van  der  Woude.  New  York,  125p  July  17th,  1989. 

Signed  underwriting  agreement  this  morning  at  97%  with  y2%  commission1 
Please  advise  Van  Eck. 

Att :  Mr.  R  G  A  van  der  Woude 

1  Testimony  indicates  that  this  telegram  should  read  ".  .  .  with  1^%  commission.  .  . 
See  pp.'  12649-12650. 

Exhibit  No.  2011 

$85,000,000  Shell  Union  Oh  Corporation  Fifteen  Year  2%%  Debentures 

Dated  July  1,  19S9  Due  July  1,  195J, 

Contract— July  11,  1939 

Morgan  Stanley  &  Co.,  Incorporated 

2  Wall  Street,  New  York,  N.  Y. 

July  17,  1939. 
Dear  Sirs:  Shell  Union  Oil  Corporation  (hereinafter  called  the  Company) 
proposes  to  issue  $85,000,000  principal  amount  of  its  Fifteen  Year  2*/2%  Deben- 
tures (hereinafter  called  the  Debentures)  to  be  dated  July  1,  1939,  to  mature 
July  1,  1954,  and  to  be  issued  pursuant  to  the  provisions  of  a  Trust  Agreement 
dated  July.l,  1939  between  the  Company  and  Irving  Trust  Company,  Trustee. 


The  Company  represents  and  warrants  to  each  Underwriter  hereinafter 
mentioned  that: 

(a)  It  has  prepared  and  properly  filed  with  the  Securities  and  Exchange 
Commission  in  Washington,  D.  C,  a  Registration  Statement  and  amendments 
thereto,  a  Prospectus  and  an  amended  Prospectus  and  has  prepared  and  is 
about  to  file  certain  further  amendments  to  the  Registration  Statement  and  a 
further  amended  Prospectus  and  has  prepared  a  Newspaper  Prospectus  for  use 
by  the  Underwriters  in  advertising  the  Debentures  in  connection  with  their 
original  offering.  The  Registration  Statement  as  amended  and  to  be  amended, 
including  financial  statements  and  exhibits,  is  hereinafter  referred  to  as  the 
Registration  Statement  and  the  further  amended  Prospectus,  above  referred  to, 
is  hereinafter  referred  to  as  the  Prospectus.  No  further  amendments  to  the 
Registration  Statement  or  Prospectus  shall  be  made  unless  copies  thereof  have 
theretofore  been  furnished  to  you  and  you  shall  not  have  objected  thereto. 

(b)  When  the  Registration  >  Statement  becomes  effective,  the  Registration 
Statement,  the  Prospectus  and  the  Newspaper  Prospectus  will  fully  comply  with 
the  provisions  of  the  Securities  Act  of  1933,  as  amended,  and  the  Rules  and 
Regulations  of  the  Securities  and  Exchange  Commission,  and  the  Registration 
Statement  and  the  Prospectus  will  not  contain  any  untrue  statement  of  axmate- 
rial  fact  or  omit  to  state  any  material  fact  required  to  be  stated  therein  or 
necessary  to  make  the  statements  therein  not  misleading  and  the  Newspaper 
Prospectus  will  not  contain  any  untrue  statement  of  a  material  fact  or  omit  to 
state  any  material  fact  necessary  to  make  the  statements  therein  not  misleading 
in  the  light  of  the  circumstances  under  which  they  are  made  when  said  News- 
paper Prospectus  is  used  in  connection  with  advertising  the  Debentures,  except 
that  this  representation  and  warranty  does  not  apply  to  statements  or  omis- 
sions in  the  Registration  Statement  or  the  Prospectus  or  the  Newspaper  Pros- 
pectus made  in  reliance  upon  and  in  conformity  with  information  furnished  to 
the  Company  in  writing  by  any  Underwriter  expressly  for  use  therein. 
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II 

The  Company  hereby  agrees  to  sell  to  the  several  Underwriters  named  below 
(on  whose  behalf  you  are  acting),  severally  and  not  jointly,  and  the  several 
Underwriters  named  below,  upon  the  basis  of  the  representations  and  warranties 

herein  contained,   but  subject  to   the  conditions   hereinafter  stated,   agree   to 

purchase  from  the  Company,  severally  and  not  jointly,  the  principal  amount 
of  Debentures  set  forth  opposite  their  respective  names  below,  aggregating 
$85,000,000  principal  amount  of  Debentures,  at  96%%  of  their  principal  amount 
plus  interest  accrued  thereon  to  the  date  of  payment  and  delivery. 

Names  Amount 

Morgan  Stanley  &  Co.  Incorporated $10,000,000 

Kuhn,  Loeb  &  Co 5,  000, 000 

Smith,  Barney  &  Co 4,  000,  000 

Harriman  Ripley  &  Co.,  Incorporated 4,  000,  000 

The  First  Boston  Corporation 4,000,000 

Blyth  &  Co.,  Inc 3,  500, 000 

Lehman    Brothers 1 3,  500,  000 

Lee  Higginson  Corporation 3,  000,  000 

Hayden,  Stone  &  Co 3, 000,  000 

Lazard  Freres  &  Co 3,000,000 

Dominick  &  Dominick 2,  000,  000 

A.  C.  Allyn  and  Company,  Incorporated 300,  000 

Bacon,  Whipple  &  Co 250,  000 

Baker,  Watts  &  Company 250,  000 

Becker,  A.  G.  &  Co.  Incorporated 500,  000 

Biddle,  Whelen  &  Co 300,000 

Blair  &  Co.  Inc 600,000 

Blair,  Bonner  &  Company 400,  000 

Bonbright  &  Company,  Incorporated 1,  500,  000 

Alex.  Brown  &  Sons 400,  000 

Central  Republic  Company 500,  000 

E.  W.  Clark  &  Co 400,000 

Clark,  Dodge  &  Co 1,  000,  000 

Coffin  &  Burr,  Incorporated 500,  000 

Day,  R.  L.  &  Co 400, 000 

Dick  &  Merle-Smith 400, 000 

Eastman,  Dillon  &  Co 400,  000 

Equitable  Securities  Corporation 300,000 

Estabrook  &  Co 1,000,000 

Ferris  &  Hardgrove 250,  000 

First  of  Michigan  Corporation 250,  000 

Francis,  Bro.  &  Co 250,  000 

Glore,  Forgan  &  Co 900,000 

Goldman,  Sachs  &  Co 1,  500,  000 

Graham,  Parsons  &  Co 350,  000 

Hallgarten  &  Co 350,000 

Harris,  Hall  &  Company  (Incorporated) 600, 000 

Hayden,  Miller  and  Company 400,000 

Hemphill,  Noyes  &  Co i 750,  000 

Hilliard,  J.  J.  B.  &  Son 250,000 

Hornblower  &  Weeks 750,  000 

Hutton,  W.  E.  &  Co 1,250,000 

Illinois  Company  of  Chicago,  The 250, 000 

Jackson  &  Curtis 500,  000 

Kalman  &  Company 250, 000 

Kean,  Taylor  &  Co 400,  000 

Kidder,  Peabody  &  Co - 2,500,000 

Ladenburg,  Thalmann  &  Co 750,000 

Laird,  Bissell  &  Meeds 250,000 

Mackubin,  Legg  &  Company 250,000 

Laurence  M.  Marks  &  Co 500,000 

Merrill  Lynch  &  Co.  Inc 350,000 

Merrill,  Turben  &  Co 250,000 

Mitchum,  Tully  &  Co 300,000 

F.  S.  Moseley  &  Co 1,  250, 000 

G.  M.-P.  Murphy  &  Co 300,000 
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Names  Amount 

W.  H.  Newbold's  Son  &  Co -      $300,000 

Paine,  Webber  &  Co 5™'£!2 

Arthur  Perry  &  Co.  Incorporated 300,000 

R.  W.  Pressprich  &  Co 500, 000 

Reinholdt  &  Gardner 250,000 

Riter  &  Co 400,  000 

E.  H.  Rollins  &  Sons  Incorporated 750,000 

L.  F.  Rothschild  &  Co 600,000 

Salomon  Bros.  &  Hutzler 750,000 

Schoellkopf,  Button  &  Pomeroy,  Inc 500, 000 

Schwabacher  &  Co 300,000 

Scott  &  Stringfellow 250, 000 

Shields  &  Company 750, 000 

Smith,  Moore  &  Co 250,000 

William  R.  Staats  Co 300,000 

Starkweather  &  Co 250,000 

Stern  Brothers  &  Co 250,000 

Stern,  Wampler  &  Co.  Inc 300, 000 

Stone  &  Webster  and  Blodget,  Incorporated 750, 000 

Spencer  Trask  &  Co 500, 000 

Tucker,  Anthony  &  Co 600, 000 

Union  Securities  Corporation 1,000,000 

G.  H.  Walker  &  Co 400, 000 

Weeden  &  Co 250,000 

Wells-Dickey  Company 300, 000 

White,  Weld  &  Co 1, 500, 000 

Whiting,  Weeks  &  Stubbs  Incorporated 350,  000 

The  Wisconsin  Company 750,000 

Dean  Witter  &  Co 750, 000 

Total $85,  000,  000 

III 

The  Company  is  advised  by  you  that  the  Underwriters  propose  to  make  a  public 
offering  of  their  respective  portions  of  the  Debentures  part  thereof  directly  to  the 
public  at  97%%  of  the  principal  amount  of  the  Debentures — the  public  offering 
price — and  accrued  interest  to  the  date  of  payment  and  delivery,  and  the  balance 
to  dealers  at  the  public  offering  price,  and  accrued  interest  to  the  date  of  pay- 
ment and  delivery,  less  a  concession  of  %%  of  the  principal  amount  of  the 
Debentures  so  sold.  The  form  of  the  proposed  agreements  with  such  dealers 
is  attached  hereto  as  Exhibit  1. 

The  Company  authorizes  the  Underwriters  and  dealers  to  whom  the  Deben- 
tures may  be  sold  by  you  on  behalf  of  the  Underwriters  and  all  other  dealers 
acquiring  Debentures  to  use  the  Prospectus  (as  supplemented  or  amended  if  the 
Company  shall  have  furnished  any  supplements  or  amendments  thereto)  in 
connection  with  the  sale  of  the  Debentures  for  a  period  of  one  year  after  the 
first  date  of  the  public  offering  of  the  Debentures. 

The  Company  authorizes  the  Underwriters  to  advertise  the  Debentures  in  the 
manner  permitted  by  the  Rules  and  Regulations  of  the  Securities  and  Exchange 
Commission  by  means  of  the  Newspaper  Prospectus. 

Payment  for  the  Debentures  which  the  Underwriters  severally  agree  to  pur- 
chase shall  b&  made  by  or  for  the  accounts  of  the  several  Underwriters  to  the 
Company  or  its  order  by  certified  check  in  New  York  Clearing  House  funds  at 
the  office  of  J.  P.  Morgan  &  Co.,  23  Wall  Street,  New  York,  N.  Y.,  as  such  time,  on 
or  after  July  24,  1939,  but  not  later  than  July  28,  1939,  as  may  be  designated  by 
you.  Such  payment  shall  be  made  upon  delivery  to  you  for  account  of  the  sev- 
eral Underwriters  of  the  Debentures  in  temporary  form,  in  the  denomination  of 
$1,000  each,  exchangeable  in  New  York  City  for  definitive  Debentures  without 
charge  to  the  holders.  The  date  and  time  of  such  payment  and  delivery  are 
herein  referred  to  as  the  closing  date. 

IV 

The  Company  agrees  that  it  will  apply  the  neL  proceeds  (t-^lusi^,  of  accrued 
interest)  from  the  sale  of  the  Debentures  toward  the  redempti^B  on  or  before 
September  1,    1939  of    (a)    $57,427,000  principal   amount  of    ~"Hefl    Union    Oil 
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Corporation  Fifteen-Year  SY2%  Debentures,  due  March  1,  1951,  at  102%%  of 
the  principal  amount  thereof  ($58,862,675)  and  (b)  $25,000,000  principal  amount 
of  Shell  Union  Oil  Corporation  Fifteen  year  3%%  Sinking  Fund  Debentures,  due 
June  1,  1953,  at  104%  of  the  principal  amount  thereof  ($26,000,000).  On  the 
closing  date,  the  Company,  for  the  purposes  of  such  redemption,  will  deposit  in 
trust  with  the  respective  trustees  or  paying  agents  an  amount  in  cash  equiva- 
lent to  the  full  redemption  prices,  including  interest  to  the  redemption  dates, 
of  said  Fifteen-Year  3y2%  Debentures,  and  of  said  Fifteen  Year  3%%  Sinking 
Fund  Debentures. 

V 

The  several  obligations  of  the  Underwriters  hereunder  are  subject  to  the 
following  conditions : 

(a)  The  Registration  Statement  shall  have  become  effective  not  later  than 
July  18,  1939,  and  no  stop  order  suspending  the  effectiveness  thereof  shall  have 
been  issued  on  or  prior  to  the  closing  date,  and  no  proceedings  for  that  purpose 
shall  have  been  commenced  or,  to  the  Company's  knowledge,  be  about  to  be 
commenced  by  the  Securities  and  Exchange  Commission  on  or  prior  to  the 
closing  date  other  than  proceedings  which  may  have  been  disposed  of  by  that 
date  in  a  manner  satisfactory  to  you;  and  you  shall  have  received,  prior  to 
payment  by  the  Underwriters  for  the  Debentures: 

(i)  a  certificate,  dated  the  closing  date,  signed  by  the  President  or  a  Vice- 
President  of  the  Company,  to  the  effect  that  no  such  stop  order  has  been  issued 
and  that  no  proceedings  for  such  purpose  have  been  so  taken  or,  to  the  Com- 
pany's knowledge,  are  about  to  be  commenced,  other  than  proceedings  which 
may  have  been  disposed  of  in  a  manner  satisfactory  to  you; 

(ii)  an  opinion  or  opinions  of  Messrs.  Davis  Polk  Wardwell  Gardiner  &  Reed, 
counsel  for  the  Underwriters,  to  the  effect  that  (1)  proper  corporate  proceedings 
have  been  taken  so  that  the  Trust  Agreement  is  a  valid  and  binding  instrument 
in  accordance  with  its  terms,  the  Debentures  have  been  validly  authorized,  and 
when  duly  executed  by  proper  officers  of  the  Company,  duly  authenticated  by  the 
Trustee,  and  delivered  and  paid  for,  will  be  validly  issued  and  outstanding, 
and  (2)  the  Registration  Statement,  the  Prospectus  and  any  supplements  or 
amendments  thereto  and  the  Newspaper  Prospectus  comply  with  the  Securities 
Act  of  1933,  as  amended,  and  the  Rules  and  Regulations  of  the  Securities  and 
Exchange  Commission  thereunder : 

(iii)  an  opinion  or  opinions,  satisfactory  to  counsel  for  the  Underwriters,  of 
Messrs.  Wickes,  Neilson  &  Riddell,  counsel  for  the  Company,  to  the  same  effect 
as  the  opinion  or  opinions  of  Messrs.  Davis  Polk  Wardwell  Gardiner  &  Reed 
referred  to  in  (ii)  above,  and  further  to  the  effect  that  (1)  the  Company  has 
been  duly  incorporated  and  is  on  the  closing  date  validly  existing  under  the 
laws  of  the  State  of  Delaware,  and  (2)  neither  the  Company  nor  any  subsidiary 
is  a  "public  utility",  a-J'gas  utility",  or  a  "holding  company."  within  the  meaning 
of  the  Public  Utility  Holding  Company  Act  of  1935 ;  and  that  the  consent  or 
order  of  no  state  commission  or  other  governmental  body  is  required  for  the 
valid  creation  or  issuance  of  the  Debentures  or  the  valid  execution  and  delivery 
of  the  Trust  Agreement  or  that  all  such  consents  or  orders  required  have  been 
obtained ; 

(iv)  a  certificate,  dated  the  closing  date,  signed  by  the  President  or  a  Vice- 
President  of  the  Company,  to  the  effect  that  there  has  been  no  material  change 
in  the  condition  of  the  Company,  or  of  its  subsidiaries,  from  the  condition  set 
forth  in  the  Registration  Statement  and  the  Prospectus,  other  than  changes 
arising  frOm  transactions  in  the  ordinary  course  of  business. 

(b)  The  representations  and  warranties  of  the  Company  herein  shall  be 
true  and  correct  and  the  Company  shall  not  have  failed  on  or  prior  to  the 
closing  date  to  have  performed  all  agreements  herein  contained  which  should 
have  been  performed  on  its  part  at  or  prior  to  such  date. 

VI 

In  further  consideration  of  the  agreements  of  the  Underwriters  herein  con- 
tained, the  Company  covenants  as  follows : 

(a)  As  soon  as  the  Company  is  advised  theerof,  to  advise  you,  and  confirm 
the  advice  in  writing,  (1)  when  the  Registration  Statement  has  become  effec- 
tive and  (2)  of  the  issuance  by  the  Securities  and  Exchange  Commission  of 
any  stop  order  suspending  the  effectiveness  of  the  Registration  Statement  or 
of  the  initiation  of  any  proceedings  for  that  purpose. 

(b)  To  deliver  to  each  of  the  Underwriters  without  charge  on  or  before  the 
effective  date  of  the  Registration  Statement,  and  from  time  to  time  thereafter 
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during  the  period  of  one  year  from  the  first  date  of  the  public  offering  of  the 
Debentures  so  many  copies  of  the  Prospectus  (as  supplemented  or  amended  if 
the  Company  shall  have  made  any  supplements  or  amendments  thereto)  as 
you  may  reasonably  request. 

(c)  To  deliver  to  you  without  charge  175  copies  of  the  Registration  Statement 
(including  financial  statements  and  exhibits)   and  of  any  amendments  thereto. 

(d)  Before  filing  any  amendments  to  the  Registration  Statement  after  it  has 
become  effective  or  before  making  any  amendments  or  supplements  to  the 
Prospectus,  to  furnish  you  with  a  copy  of  such  proposed  amendments  or 
supplements. 

(e)  For  a  period  of  one  year  after  the  first  date  of  the  public  offering  of 
the  Debentures,  if  any  event  shall  occur  as  a  result  of  which  it  is  necessary  to 
amend  or  supplement  the  Prospectus  in  order  to  make  the  statements  therein, 
in  the  light  of  the  circumstances  when  the  Prospectus  is  delivered  to  a 
purchaser,  not  misleading,  forthwith  to  prepare  and  furnish,  at  its  own  expense, 
to  the  Underwriters  and  to  the  dealers  (whose  names  and  addresses  you  will 
furnish  to  the  Company)  to  whom  Debentures  may  have  been  sold  by  you  on 
behalf  of  the  Underwriters  and,  upon  request,  to  any  other  dealers  making  such 
request,  either  amendments  to  the  Prospectus  or  supplemental  information  so 
that  the  statements  in  the  Prospectus  as  so  amended  and  supplemented  will 
not,  in  the  light  of  the  circumstances  when  the  Prospectus  is  delivered  to  a 
purchaser,  be  misleading. 

(f)  To. make  generally  available  to  the  Company's  security  holders  as  soon 
as  practicable  an  earning  statement  covering  a  period  of  twelve  months  begin- 
ning on  the-  first  day  of  the  calendar  month  after  the  effective  date  of  the 
Registration  Statement,  which  earning  statement  shall  satisfy  the  provisions 
of  Section  11  (a)  of  the  Securities  Act  of  1933,  as  amended. 

(g)  So  long  as  any  of  the  Debentures  shall  remain  outstanding,  to  publish 
annually  consolidated  income  statements,  balance  sheets  and  statements  of 
summary  of  changes  in  surplus  of  the  Company  and  its  subsidiaries  consoli- 
dated, all  such  statements  to  be  audited  by  independent  public  accountants. 

(h)  To  make  application  for  the  listing  of  the  Debentures  on  the  New  York 
Stock  Exchange  and  for  their  registration  under  the  Securities  Exchange  Act 
of  1934. 

(i)  To  endeavor  to  qualify  the  Debentures  for  offer  and  sale  under  the 
securities  or  Blue  Sky  laws  of  such  States  as  you  shall  request  in  writing. 

(j)  To  indemnify  nndhold  harmless  each  of  the  Underwriters  and  each 
person,  if  any,  who  controls  any  Underwriter  within  the  meaning  of  Section  15 
of  the  Securities  Act  of  1933,  as  amended,  and  each  and  all  and  any  of  them 
against  any  and  all  losses,  claims,  damages  or  liabilities,  joint  or  several,  to 
which  they  or  any  of  them  may  become  subject  under  the  Securities  Act  of 
1933,  as  amended,  or  a*  common  law,  and  except  as  hereinafter  provided,  to 
reimburse  each  of  the  Underwriters  and  each  such  controlling  person  for  any 
legal  or  other  expenses  incurred  by  it  or  them  in  connection  with  defending  any 
actions,- in  so  far  as  such  losses,  claims,  damages,  liabilities  or  actions-arise  out 
of  or  are  based  upon  any  untrue  statement  or  alleged  untrue  statement  of  a 
material  fact  contained  in  the  Registration  Statement  or  in  the  Prospectus  (ii 
used  within  one  year  after  the  first  date  of  the  public  offering  of  the  Deben- 
tures and  as  supplemented  or  amended  if  the  Company  shall  furnish  to  the 
Underwriters  any  supplements  or  amendments  thereto)  or  in  the  Newspaper 
Prospectus,  or  arise  out  of  or  are  based  upon  the  omission  or  alleged  omission 
to  state  therein" a  material  fact  required  to  be  stated  therein  or  necessary  to 
make  the  statements  therein  not  misleading,  except  in  so  far  as  such  losses, 
claims,  damages,  liabilities  or  actions  arise  out  of  or  are  based  upon  any  such 
untrue  statement  or  omission  or  alleged  untrue  statement  or  omission,  which 
was  made  in  such  Registration  Statement,  or  Prospectus  or  Newspaper  Pros- 
pectus in  reliance  upon  information  furnished  in  writing  to  the  Company  by  any 
Underwriter  expressly  for  use  therein.  Each  Underwriter  agrees  that,  promptly 
upon  receipt  of  notice  of  the  commencement  of  any  action  against  such  Under- 
writer or  against  any  person  so  controlling  such  Underwriter  in  respect  of  which 
indemnity  or  reimbursement  may  be  sought  from  the  Company  on  account  of 
its  agreement  contained  in  this  paragraph,  notice  will  be  given  to  the  Company 
in  writing  of  the  commencement  thereof,  but  the  omission  so  to  notify  the 
Company  of  any  such  action  shall  not  release  the  Comi "\ny  from  any  liability 
which  it  may  have  to  such  Underwriter  or  to  any  such  controlling  person  other- 
wise than  on  account  of  the  indemnity  agreement  contained  in  this  paragraph. 
In  case  any  such  action  shall  be  brought  against  any  Underwriter  or  against 
any  such  controlling  person  and  notice  shall  be  given  to  the  Company  of  the 
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commencement  thereof,  the  Company  shall  be  entitled  to  participate  in,  and, 
lo  the  extent  that  it  shall  wish,  including  the  selection  of  counsel,  to  direct,  the 
defense  thereof  at  its  own  expense.  Any  Underwriter  or  any  such  controlling 
person  shall  have  the  right  to  employ  its  or  their  own  counsel  although  the 
Company  has  so  selected  counsel  in  any  such  case,  but  the  fees  and  expenses  of 
such  counsel  shall  be  at  the  expense  of  such  Underwriter  or  such  controlling 
person  unless  the  employment  of  such  counsel  has  been  authorized  by  the 
Company  in  connection  with  defending  such  action. 

Each  Underwriter  agrees  to  indemnify  and  hold  harmless  the  Company 
against  any  and  all  losses,  claims,  damages  or  liabilities,  joint  or  several,  to 
which  it  may  become  subject  under  the  Securities  Act  of  1933,  as  amended, 
or  at  common  law,  and  to  reimburse  the  Company  for  any  legal  or  other 
expenses  incurred  by  it  in  connection  with  defending  any  actions,  in  so  far 
as  such  losses,  claims,  damages,  liabilities  or  actions  arise  out  of  or  are  based 
upon  any  untrue  statement  or  alleged  untrue  statement  of  a  material  fact  con- 
tained in  the  Registration  Statement  or  in  the  Prospectus  (if  used  within  one 
year  after  the  first  date  of  .the  public  offering  of  the  Debentures  and  as  supple 
mented  or  amended  if  the  Company  shall  furnish  to  the  Underwriters  any 
supplements  or  amendments  thereto)  or  in  the  Newspaper  Prospectus,  or  arise 
out  of  or  are  based  upon  the  omission  or  alleged  omission  to  state  therein  a 
material  fact  required  to  be  stated  therein  or  necessary  to  make  the  statements 
the.,  "in  not  misleading,  which  untrue  statement  or  omission  or  alleged  untrue 
staten-^nt  or  omission  was  made  in  such  Registration  Statement,  or  Prospectus 
or  Newspaper  Prospectus  in  reliance  upon  information  furnished  in  writing  to 
the  Company  by  such  Underwriter  expressly  for  use  therein.  The  Company 
agrees  promptly  upon  receipt  of  notice  of  the  commencement  of  any  action 
against  the  Company  in  respect  of  which  indemnity  or  reimbursement  may  be 
sought  from  an  Underwriter  on  account  of  its  agreement  contained  in  this 
paragraph,  to  notify  such  Underwriter  in  writing  of  the  commencement  thereof, 
but  the  omission  of  the  Company  so  to  notify  such  Underwriter  of  any  such 
action  shall  not  release  such  Underwriter  from  any  liability  which  it  may  have 
to  the  Company  otherwise  than  on  account  of  the  indemnity  agreement  con- 
tained in  this  paragraph.  In  case  any  such  action  shall  be  brought  against 
the  Company  and  the  Company  shall  notify  an  Underwriter  from  whom 
indemnity  or  reimbursement  may  be  sought  on  account  of  its  agreement  con- 
tained in  this  paragraph  of  the  commencement  thereof,  such  Underwriter  shall 
be  entitled  to  participate  in  and,  to  the  extent  that  it  shall  wish,  including 
the  selection  of  counsel,  to  direct,  the  defense  thereof  at  its  own  expense.  The 
Company  shall  have  the  right  to  employ  its  own  counsel  although  the  Under- 
writer has  so  selected  counsel  in  any  such  case,  but  the  fees  and  expenses  of 
such  counsel  shall  be  at  the  expense  of  the  Company  unless  the  employment 
of  such  counsel  has  been  authorized  by  the  Underwriter  in  connection  with 
defending  such  action. 

The  indemnity  agreements  contained  in  this  Article  VI  (j)  and  the  repre- 
sentations and  warranties  of  the  Company  in  this  Agreement  set  forth  shall 
remain  operative  and  in  full  force  and  effect  regardless  of  (a)  any  termination 
of  this  Agreement,  (b)  any  investigation  made  by  or  on  behalf  of  any  Under- 
writer or  controlling  person  or  by  or  on  behalf  of  the  Company  and  (c)  accept- 
ance and  payment  hereunder  for  the  Debentures. 

VII 

This  Agreement  shall  become  effective  when  the  Registration  Statement  be- 
comes effective  and  until  such  time  this  Agreement  may  be  terminated  by  the 
Company,  by  notifying  you  at  your  office,  2  Wall  Street,  New  York,  N.  Y.,  or 
by  such  number  of  Underwriters  who  have  in  the  aggregate  agreed  to  purchase 
more  than  $42,500,000  principal  amount  of  the  Debentures,  by  notifying  the 
Company  at  its  office,  50  West  50th  Street,  New  York,  N.  Y.  Any  such  notice 
may  be  in  writing  or  by  telegraph  or  by  telephone  and,  if  by  telegraph  or  by 
telephone,  shall  be  subsequently  confirmed  in  writing. 

If  any  of  the  Underwriters  shall  fail  or  refuse  (whether  for  some  reason 
sufficient  to  justify  its  cancellation  or  termination  of  its  obligation  to  purchase 
hereunder  or  otherwise)  to  purchase  the  principal  amount  of  Lhe  Debentures 
which  it  has  hereunder  agreed  to  purchase,  the  Company  shall  immediately 
notify  the  remaining  Underwriters,  at  the  respective  addresses  set  forth  in  the 
Registration  Statement,  who  may  within  twenty-four  hours  of  receipt  of  such 
notice  purchase  or  agree  to  purchase  or  procure  some  other  responsible  party 
or  parties  satisfactory  to  the  Company  to  purchase  or  agree  to  purchase  such 
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Debentures  on  the  terms  herein  set  forth;  and  if  the  remaining  Underwriters 
fail  to  purchase  or  agree  to  purchase  or  to  procure  a  satisfactory  party  or 
satisfactory  parties  to  purchase  or  agree  to  purchase  such  Debentures  on  such 
terms  within  twenty-four  hours  of  the  receipt  of  such  notice,  then  the  Company 
shall  be  entitled  to  an  additional  period  of  twenty-four  hours  within  which  to 
procure  another  party  or  parties  to  purchase  or  agree  to  purchase  such  Deben- 
tures on  the  terms  herein  set  forth,  In  any  such  case  either  you  or  the  Com- 
pany shall  have  the  right  to  postpone  the  closing  date  from  the  date  determined 
as  provided  in  Article  III  hereof,  but  in  no  event  to  a  date  later  than  August  1. 
1939,  in  order  that  necessary  changes  and  arrangements  may  be  effected  by  you 
and  by  the  Company.  If  the  remaining  Underwriters  fail  to  purchase  or  agree 
to  purchase  or  to  procure  a  satisfactory  party  or  parties  to  purchase  or  agree 
to  purchase  such  Debentures,  and  if  the  Company  also  does  not  procure  another 
party  or  parties  to  purchase  or  agree  to  purchase  such  Debentures,  within  the 
aforesaid  periods,  then  this  Agreement  may  be  terminated,  either  by  the  Com- 
pany or  by  Underwriters  who  have  in  the  aggregate  agreed  to  purchase  more 
than  50%  of  the  principal  amount  of  the  Debentures  other  than  the  Debentures 
which  one  or  more  Underwriters  shall  have  failed  or  refused  to  purchase.  In 
the  event  of  any  such  termination  the  Company  shall  not  be  under  any  liability 
to  any  Underwriter,  nor  shall  any  Underwriter  (other  than  an  Underwriter 
who  shall  have  failed  or  refused  to  purchase  Debentures  without  some  reason 
sufficient  to  justify  its  cancellation  or  termination  of  its  obligation  hereunder) 
be  under  liability  to  the  Company. 

If  this  Agreement  shall  be  terminated  by  the  Underwriters,  or  any  of  them, 
because  of  any  failure  o.'  refusal  on  the  part  of  the  Company  to  comply  with 
the  terms  or  to  fulfill  any  of  the  conditions  of  this  Agreement,  or  if  for  any 
reason  the  Company  shall  be  unable  to  perform  its  obligations  under  this- 
Agreement,  or  if  the  Company  shall  terminate  this  Agreement  under  the  option 
contained  in  the  first  paragraph  of  this  Article  VII,  the  Company  will  reimburse 
the  Underwriters  or  such  Underwriters  as  have  so  terminated  this  Agreement 
with  respect  to  themselves,  severally,  for  all  of  their  out-of-pocket  expenses 
(including  the  fees  and  disbursements  of  their  counsel)  reasonably  incurred 
by  them. 

VIII 

The  Agreement  herein  set  forth  has  been  and  is  made  solely  for  the  benefit 
of  the  Underwriters  and  the  Company,  their  successors  and  assigns,  and,  to  the 
extent  expressed,  for  the  benefit  of  persons  controlling  Underwriters  and  of 
dealers  purchasing  Debentures,  their  successors  and  assigns,  and  no  other  person 
shall  acquire  or  have  any  right  under  or  by  virtue  of  this  Agreement.  The  term 
"successors  and  assigns"  shall  not  include  any  purchaser  of  the  Debentures 
merely  because  of  such  purchase. 
Please  confirm  that  the  foregoing  correctly  sets  forth  the  agreement  between  us. 
Very  truly  yours, 

Shell  Union  Oil  Cobpokation, 

By ,  President. 

Confirmed  July  17,  1939. 

Morgan  Stanley  &  Co.,  Incorporated, 

By .  Vice-President. 

Acting  severally  on  behalf  of  itself  and  the  several  Underwriters  named  herein. 


Exhibit  1 

Morgan  Stanley  &  Co.  Incokporatkd 
Two  Wall  Street,  New  York 

$85,000,000  Shell  Union  Oil  Corporation  Fifteen  Year  2j{.%  Debentures 

Dated  July  1,  1939  Due  July  1,  1954 

New  York,  July  l!>,  19M. 
Dear  Sirs: 

We  and  the  other  Underwriters  named  in  the  Offering  Prospectus  have 
severally  agreed  to  purchase,  subject  to  the  terms  and  conditions  of  our  Pur- 
chase   Agreement,   at  96%%    of   the    principal    amount    thereof,    and    accrued 
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interest  to  the  date  of  payment  therefor,  an  aggregate  of  $85,000,000  principal 
amount  of  Shell  Union  Oil  Corporation  (hereinafter  called  the  Company)  Fif- 
teen Year  2%%  Debentures  (hereinafter  called  the  Debentures),  to  be  dated 
July  1,  1939,  and  to  mature  July  1,  1954,  and  more  fully  described  in  the 
enclosed  copy  of  the  Offering  Prospectus. 

A  part  of  the  $85,000,000  principal  amount  of  the  Debentures  is  being  offered 
for  sale,  when,  as  and  if  issued  and  accepted  by  tie  several  Underwriters  and 
subject  to  the  approval  of  their  counsel  and  to  the  other  terms  and  conditions 
hereof,  to  dealers  at  97%%  of  the  principal  amount  thereof — the  public  offering 
price — and  accrued  interest,  less  a  concession  of  %%,  payable  as  hereinafter 
provided.  No  deduction  from  this  concession  will  be  made  for  expenses.  Out 
of  the  above-stated  concession  of  %%,  dealers  may  allow  a  concession  not  in 
excess  of  %%  to  brokers  or  dealers  only,  provided  that  such  concession  is  not 
reallowed  to  a  customer  in  any  case. 

We  are  advising  you  by  telegram  of  the  principal  amount  of  Debentures 
reserved  for  purchase  by  you,  subject  to  the  terms  and  conditions  hereof.  Such 
Debentures  will  be  reserved  for  purchase  by  you  until  4  o'clock  P.  M.  (standard 
time  in  your  city),  Wednesday,  July  19,  1939.  Please  advise  us  at  our  office,  2 
Wall  Street,  New  York  City,  by  the  time  specified,  whether  or  not  you  agree  to 
purchase,  on  the  terms  and  conditions  hereof,  all  or  any  part  of  such  reserved 
Debentures.  Applications  for  Debentures  in  excess  of  the  amount  so  reserved 
and  applications  received  after  4  o'clock  P.  M.  (standard  time  in  the  appli- 
cant's city).  Wednesday.  July  19,  1939,  will  be  received  only  subject  to  allot- 
ment by  us  in  our  uncontrolled  discretion. 

We  have  been  advised  by  the  Company  that  a  Registration  Statement  in 
respect  of  these  Debentures  under  the  Securities  Act  of  1933,  as  amended,  has 
become  effective.  Neither  you  nor  any  other  person  is  authorized  by  the  Com- 
pany or  by  the  Underwriters  to  give  any  information  or  make  any  representa- 
tions, other  than  those  contained  in  the  Offering  Prospectus,  in  connection  with 
the  issue  and  sale  of  the  Debentures.  No  dealer  is  authorized  to  act  as 
agent  for  the  several  Underwriters  when  offering  the  Debentures  to  the  public 
or  otherwise.  The  Company  has  agreed  with  the  Underwriters  that  for  a  period 
of  one  year  after  the  first  date  of  the  public  offering  of  the  Debentures,  if  any 
event  shall  occur  as  a  result  of  which  it  is  necessary  to  amend  or  supplement 
the  Prospectus  in  order  to  make  the  statements  therein,  in  the  light  of  the 
circumstances  when  the  Prospectus  is  delivered  to  a  purchaser,  not  misleading, 
forthwith  to  prepare  and  furnish,  at  its  own  expense,  to  the  Underwriters  and 
to  the  dealers  to  whom  Debentuers  may  have  been  sold  by  us  on  behalf  of  the 
Underwriters  and,  upon  request,  to  any  other  dealers  making  such  request, 
either  amendments  to  the  Prospectus  or  supplemental  infox  nation  so  that  the 
statements  in  the  Prospectus  as  so  amended  and  supplemented  will  not,  in  the 
light  of  the  circumstances  when  the  Prospectus  is  delivered  to  .?  purchaser,  be 
misleading. 

You  may  offer  the  Debentures  Wednesday  morning,  July  19,  1939,  subject  to 
the  foregoing  and  to  the  above  referred  to  conditions  of  the  Purchase  Agree- 
ment of  the  Underwriters.  No  dealer  shall  enter,  either  directly  or  indirectly, 
into  any  agreement  or  arrangement  with  any  purchaser  of  the  Debentures 
whereby  such  dealer  accepts  Shell  Union  Oil  Corporation  Fifteen- Year  3%% 
Debentures  dated  March  1,  1936  and  due  March  1,  1951  or  Shell  Union  Oil 
Corporation  Fifteen  Year  3%%  Sinking  Fund  Debentures,  due  June  1,  1953, 
(both  of  which  issues  the  Company  intends  to  redeem  on  or  before  September  1, 
1939)  in  payment  of  all  or  any  part  of  the  purchase  price  of  the  Debentures  at 
any  price  in  excess  of  102%%  for  the  3%%  Debentures  or  104%  for  the  3%% 
Debentures  and  accrued  interest  in  either  case  to  the  redemption  elate. 

Public  advertisement  of- the  Debentures  will  be  made  July  19,  1939.  After 
that  date,  you  may  advertise  on  your  own  responsibility  over  your  own  name 
and  at  your  own  expense.  Additional  copies  of  the  Offering  Prospectus  will  be 
supplied  in  reasonable  quantities  upon  request. 

The  Debentures  purchased  by  the  Underwriters  which  are  not  being  offered 
to  dealers  in  accordance  with  the  terms  of  this  Agreement  are  being  offered  for 
sale  by  certain  of  the  Underwriters,  all  of  whom  have  agreed  with  respect  to 
the  sale  of  Debentures  to  comply  with  the  terms  and  conditions  of  this  Agree- 
ment. All  of  such  Underwriters  have  agreed  that  they  will  not  sell  or  offer  to 
sell  or  solicit  offers  to  buy  Debentures  prior  to  the  public  offering. 

Pavment  for  Debentures  purchased  by  you  is  to  be  made  by  certified  check  at 
the  ovffice  of  J.  P.  Morgan  &  Co.,  23  Wall  Street,  New  York  City,  at  the  public 
offering  price,  and  accrued  interest  to  the  date  of  payment  therefor,  on  July  24, 
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1939,  or  such  later  date  as  we  may  advise,  in  New  York  Clearing  House  funds  to 
the  order  of  Morgan  Stanley  &  Co.  Incorporated,  against  delivery  of  temporary 
Debentures.  The  concession  to  which  you  shall  be  entitled  will  be  paid  to  you 
upon  the  termination  of  this  Agreement.  Notwithstanding  the  distribution  of 
any  such  amount  to  you,  you  agree  to  pay  your  proportionate  share  of  any  claim, 
demand  or  liability  asserted  against  you  and  the  other  dealers  to  whom  Deben- 
tures are  sold  in  accordance  with  the  terms  of  this  Agreement  or  any  of  them, 
or  against  us  as  Manager  of  the  offering,  based  on  the  claim  that  such  dealers 
constitute  an  association,  unincorporated  business  or  other  separate  entity. 

In  the  event  that  prior  to  the  termination  of  this  Agreement  (or  prior  to  such 
earlier  date  as  we  may  determine),  we  purchase  for  the  account  of  any  of  the 
several  Underwriters,  in  the  open  market  or  otherwise,  at  or  below  the  public 
offering  price,  any  Debentures  delivered  to  you,  we  reserve  the  right  to  withhold 
the  above-mentioned  concession  on  such  Debentures. 

This  Agreement  will  terminate  on  September  23,  1939,  unless  sooner  terminated 
by  us. 

As  Manager  of  the  offering,  we  shall  have  full  authority  to  take  such  actior 
as  we  may  deem  advisable  in  respect  of  all  matters  pertaining  to  the  offering. 
As  Manager,  we  shall  be  under  no  liability  to  you  for  or  in  respect  of  the  validity 
of,  or  the  form  of,  or  the  representations  contained  in,  the  Debentures  or  the 
Registration  Statement  or  the  Offering  Prospectus  or  the  Newspaper  Prospectus 
or  the  Agreement  with  the  Company  for  the  purchase  of  the  Debentures  or 
other  instruments  executed  by  the  Company  or  by  others ;  or  for  the  delivery  of 
the  Debentures  or  the  performance  by  the  Company  or  by  others  of  any  agree- 
ment on  its  or  their  part;  or  for  the  qualification  of  the  Debentures  for  sale 
under  the  laws  of  any  jurisdiction ;  or  for  any  matter  connected  with  this 
Agreement,  except  for  lack  of  good  faith  and  for  obligations  expressly  assumed 
by  us  in  this  Agreement.  This  offer  of  Debentures  to  dealers  is  made  in  each 
state  only  by  such  of  the  Underwriters  as  may  lawfully  sell  the  Debentures  to 
dealers  in  such  state. 

Each  of  the  several  Underwriters  has  authorized  us  for  its  account,  during 
the  term  of  agreements  between  us  and  the  several  Underwriters  (which  agree- 
ments will  terminate  thirty  days  after  the  termination  of  this  Agreement,  or  on 
such  earlier  date  as  we  may  determine),  (1)  to  buy  and  to  sell  Debentures,  in 
addition  to  the  Debentures  sold  to  dealers  pursuant  to  the  terms  of  this  Agree- 
ment, in  the  open  market  or  otherwise,  for  either  long  or  short  account,  on  such 
ferms  and  at  such  prices  as  we  may  deem  desirable,  and  (2)  in  arranging  for 
sales  to  dealers  pursuant  to  the  terms  of  this  Agreement  to  over-allot,  it  being 
understood  that  such  purchases  and  sales  and  over-allotments  shall  be  made  for 
the  account  of  each  of  the  several  Underwriters  as  nearly  as  practicable  in 
proportion  to  the  respective  principal  amounts  of  Debentures  which  the  Under- 
writers severally  have  agreed  to  purchase  from  the  Company ;  provided,  how- 
ever, that  at  no  time  shall  the  net  commitment  of  any  Underwriter  under  such 
provisions  of  said  agreements,  for  either  long  or  short  account,  exceed  10%  of 
the  principal  amount  of  Debentures  which  any  such  Underwriter  has  agreed  to 
purchase  from  the  Company. 

Each  of  the  several  Underwriters  reserves  the  right  to  make  purchases  and 
sales  of  the  Debentures  in  the  ordinary  course  of  business,  and  not  for  the 
purpose  of  stabilizing  the  price  of  any  security,  for  its  own  account,  in  the  opfen 
market  or  otherwise,  for  either  long  or  short  account. 

Please  advise  us  whether  or  not  you  agree  to  purchase  all  or  any  part  of  the 
Debentures  reserved  for  you,  and  if  you  so  agree  please  confirm  your  purchase 
by  signing,  in  the  manner  indicated  on  the  reverse  hereof,  and  returning  to  us 
the  duplicate  copy  of  this  letter  enclosed  herewith. 
-Very  truly  yours, 

Morgan  Stanley  &  Co.  Incoepokated 

By __- 

Morgan  Stanley  &  Co.,  Incorporated 

2  Wall  Street,  Neio  York,  N.  Y. 

Dear  Sirs  :  We  hereby  confirm  our  purchase  of  $  principal  amount  of 

Shell  Union  Oil  Corporation  Fifteen  Year  2V>%  Debentures,  due  July  1,  1954, 
reserved  firm  for  us  in  accordance  with  all  the  terms  and  conditions  stated  in 
the  foregoing  letter  and  in  your  telegram  setting  forth  the  amount  of  Deben- 
tures reserved  for  purchase  by  us.  We  hereby  acknowledge  receipt  of  the  Offer- 
ing Prospectus  dated  July  19,  1939,  relating  to  the  above  Debentures  and  we 
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further  state  that  in  purchasing  these  Debentures,  we  have  relied  upon  said 
Offering  Prospectus  and  on  no  other  statements  whatsoever,  written  or  oral. 


By 

Address 

Dated,  July  __,  1939. 


"Exhibit  No.  2012,"  appears  in  full  in  the  text,  p.  12050. 


Exhibit  No.  2013-1 

STIPULATION 

It  is  hereby  stipulated  and  agreed  that  the  memorandum  dated  March  10, 
1937,  written  by  Mr.  H.  M.  Addinsell,  with  reference  to  Shell  Union  Oil  Company, 
is  a  true  copy  of  an  original  document  in  the  files  of  The  First  Boston  Corpora- 
tion, and  that  the  said  document  was  furnished  to  a  duly  authorized  representa- 
tive of  the  Temporary  National  Economic  Committee. 

Abthub  Dean, 
Sullivan   &   Cromwell, 
Counsel  to  the  First  Boston  Corp. 


Exhibit  No.  2013-2 
[From  the  files  of  The  First  Boston  Corporation] 
(Hand   written:)    $85,000,000  2V2%— Due  '54    Guide— "Memoranda." 
Shell  Union  Oil  Company 

I  lunched  today  with  Mr.  Mathey  of  Dillon  Read  who  advised  me  that  the 
Shell  Union  Oil  Company  proposes  to  issue  $60,000,000  convertible  preferred 
stock,  the  existing  preferred  stockholders  having  the  first  call  to  the  extent 
of  the  amount  outstanding :  namely  $38,000,000. 

The  company  is  having  preliminary  conversations  with  Dillon  Read  &  Co. 
on  behalf  of  the  old  syndicate,  which  will  be  substantially  the  same  although 
for  certain  reasons  Lee  Higginson  will  be  managers  of  the  account  along  with 
Dillon  Read  and  Hayden  Stone.  The  company  has  advised  Mr.  Mathey  they 
would  like  to.  see  a  4%  preferred  stock  with  a  conversion  beginning  at  40,  and 
Mr.  Mathey  asked  my  opinion  as  to  whether  this  could  be  done,  to  which  I 
definitely  replied  in  the  negative.  He  agreed  to  this  and  said  he  thought  that 
if  the  company  would  make  a  4X,£%  preferred  and  make  it  convertible  for  the 
first  two  years  right  close  to  the  market  (33)  at,  say,  35  he  thought  it  would  be 
doable  at  a  price  depending  on  conditions  at  the  time  the  issue  came  out  at 
somewhere  between  par  and  105.  I  indicated  that  I  thought  a  4^%  preferred 
with  a  conversion  right  close  to -the  market  should  be  doable  at  an  appropriate 
price,  depending  on  market  conditions  at  the  time.  If  the  negotiations  go 
forward  the  issue  would  probably  not  come  for  at  least  six  weeks. 

Having  in  mind  the  tremendous  trading  proclivities  of  the  management  and 
the  experience  with  the  debenture  issue,  Mr.  Mathey  is  determined  to  avoid 
being  c"Owded  up  by  the  company  with  regard  to  the  terms  of  the  set-up  and 
the  price.  He  feels,  especially  in  view  of  the  fact  that  the  Shell  is  not  as 
favorably  regarded  as  some  of  the  other  oil  companies  in  spite  of  what  he  says 
is  its  better  statistical  position  as  compared,  for  example,  with  Texas  and 
Tide  Water,  and  in  view  of  his  experience  with  the  note  issue,  that  it  is  abso- 
lutely essential  to  a  successful  offering  that  it  be  put  out  on  an  obviously 
attractive  basis. 

He  is  sure  that  the  company  will  be  shocked  at  the  proposal  he  has  in  mind 
making,  and  that  their  first  impulse  will  be  to  try  to  go  somewhere  else.  You 
will  recall  that  the  syndicate  in  the  last  issue  was  a  pretty  comprehensive  one 
and  he  thinks  that  the  only  possible  place  they  might  go  to  is  Kuhn  Loeb,  and 
there  are  probably  reasons  why  they  would  not  go  even  to  them.    He  is  anxious, 
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however,  to  have  his  group  present  a  solid  front  to  the  company  and,  in  effect, 
to  agree  that  if  the  Shell  Union  does  not  trade  with  the  Dillon  Read-Hayden 
Stone-Lee  Higginson  group,  the  members  of  this  group  will  not  join  any  other 
bankers  who  may  attempt  to  form  a  group  to  figure  on  the  business.  In  view 
of  the  well-known  trading  proclivities  of  the  Shell  people,  I  have  agreed  in  prin- 
ciple to  Mr.  Mathey's  suggestion  on  the  theory  that  if  our  large  **nd  strong 
group  cannot  get  the  business  on  terms  that  we  feel  attractive,  we  will  '  •?  better 
off  to  be  out  of  the  business. 

H.  M.  Addinsell. 
March  10th  1937. 


Exhibit  No.  2014 

[Letter    from    Morgan    Stanley    &    Co.,    Incorporated,    to    Investment    Banking    Section, 
Monopoly  Study,  Securities  and  Exchange  Commission] 

Morgan  Stanley  &  Co.,  Incorporated 
Two  Wall  Street,  New  York 

New  York,  November  20,  19S9. 
Peter  R.  Nehemkis,  Jr.,  Esq. 

Special  Counsel,  Investment  Banking  Section,  Monopoly  Study, 

Securities  and  Exchange  Commission,  Washington,  D.  C. 
Dear  Mr.  Nehemkis  :  In  the  absence  of  Mr.  Stanley  from  the  office,  I  wish  to 
acknowledge  your  letter  to  him  of  November  15th.  As  requested  in  the  first 
paragraph  of  your  letter,  I  am  enclosing  a  memorandum  giving  a  transcript  of 
the  record  of  purchases  and  sales  by  Morgan  Stanley  &  Co.  Incorporated  of 
Shell  Union  Oil  Corporation  3%%  Debentures  due  1951  from  March  11,  1936. 

With  respect  to  the  information  requested  in  the  second  paragraph  of  your 
letter,  I  wish  to  advise  that  this  information  was  given  to  Mr.  MeEldowney  in  a 
memorandum  attached  to  Mr.  Stanley's  letter  of  October  4,  1939  and  was  supple- 
mented in  my  letter  to  Mr.  MeEldowney  of  October  6,  1939. 
Very  truly  yours, 

Perry  Hall,  Vice  President. 
Enclosure. 

Shell  Union  Oil  Corporation — 15  Year  3x/>%  Debentures  due  3/1/51 

DEBIT 

March  11,  1936:  Bought  from  Company  $5,000,000  Bonds  @  97% $4,850,000 

CREDIT 

March  11,  1936  Sold  by  Dillon,  Read  &  Co.,  $1,700,000  Bonds  @  99% 

less  1%% $1,  661,  750 

March  17,  1936  Sold  by  Dillon,  Read  &  Co.  $30,000  Bonds  (a!  99% 

less   1%% 29, 325 

April  20,  1936  Sold  by  us  direct  $500,000  Bonds  @  95%% 477,500 

May  13,  1936       "      "     "         "       250.000        "       @  95%% 239,375 

May  14,  1936       "      ' 250,000        "       @  95%% 239,375 

May  15,  1936       "     "     "        "       710,000       "       @  95%% 679,825 

May  18,  1936      "      "     "        "     1,560,000       "       @  95%% 1,493,700 

Proceeds $4,  820,  850 

Loss 29, 150 

Less: 

Expenses . <. $1, 429.  74 

Cost  of  Documentary  Tax  Stamp 2,000.00 

Loss  in  trading 175.84      3,605.58 

Gross    loss' 32, 755.  58 


Morgan  Stanley  &  Co.,  Incorporated. 
By  Perry  Hall. 
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Exhibit  No.  2015 

$85,000,000  Shell  Union  On.  Corporation  Fifteen  Year  2%%  Debentures 
Dated  July  1,  19S9  Due  July  1,  1954 

UNDERWRITING   AGREEMENTS,    JULY    17,    1939 

Morgan  Stanley  &  Co.,  Incorporated 

2  WaU  Street,  New  York,  N.  Y. 

July  17,  1939. 
Dear  Sirs  :  We  wish  to  confirm  as  follows  our  agreement  with  you  with  respect 
to  the  purchase  by  you  and  the  other  Underwriters  hereinafter  referred  to, 
including  ourselves,  severally,  and  the  offering  of  an  aggregate  of  $85,000,000 
principal  amount  of  Fifteen  Year  2%%  Debentures  (hereinafter  called  the 
Debentures),  to  be  dated  July  1,  1939,  and  to  mature  July  1,  1954,  of  Shell 
Union  Oil  Corporation  (hereinafter  called  the  Company)  : 


We  authorize  you  to  execute  on  our  behalf  the  agreement  annexed  hereto 
as  Exhibit  A   (hereinafter  referred  to  as  the  agreement  with  the  Company). 

II 

We  authorize  you,  with  respect  to  the  Debentures  which  we  agree  to  purchase 
from  the  Company,  to  reserve  for  sale  and  to  sell  on  our  behalf  any  or  all  of 
such  Debentures  to  dealers,  in  such  amounts  .as  you  shall  in  your  discretion 
determine,  in  accordance  with  the  terms  and  conditions  of  agreements  with 
such  dealers  in  the  form  attached  hereto  as  Exhibit  1.  It  is  understood  that 
on  the  date  of  the  public  offering  you  will  advise  us  of  the  amount  of  Debentures 
purchased  from  the  Company  by  us  which  you  have  not  reserved  for  sale  to 
dealers. 

We  authorize  you  to  act  as  the  Manager  of  the  offering  and  to  take  such 
action  as  may  seem  advisable  to  you  in  respect  of  all  matters  pertaining  to 
the  offering  to  dealers  or  the  public  offering  of  the  Debentures.  We  agree 
that  the  public  offering  of  the  Debentures  is  to  be  made  on  July  19,  1939,  or  as 
soon  thereafter  as  in  your  judgment  is  advisable,  at  the  public  offering  price 
set  forth  in  the  agreement  with  the  Company,  and  accrued  interest.  We  agree 
that,  with  respect  to  the  sale  of  Debentures  by  us,  we  will  comply  with  all  the 
terms  and  conditions  set  forth  in  Exhibit  1  attached  hereto,  and  will  not  sell, 
offer  to  sell,  or  solicit  offers  to  buy  Debentures  prior  to  the  public  offering. 

in 

At  9 :  15  o'clock  A.  M.,  New  York  City  Time,  on  the  closing  date,  as  defined  in 
the  agreement  with  the  Company,  we  will  deliver  to  you  at  the  office  of  J.  P. 
Morgan  &  Co.,  23  Wall  Street,  New  York,  N.  Y.,  a  certified  check  payable  to 
the  order  of  the  Company  in  New  York  Clearing  House  funds,  for  the  full  pur- 
chase price  of  the  Debentures  which  we  have  agreed  to  purchase  from  the 
Company,  which  full  purchase  price  shall  be  paid  to  the  Company  against 
delivery  to  you  for  our  account  of  such  Debentures  in  temporary  form.  You 
agree  promptly  to  deliver  to  us  such  of  the  Debentures  purchased  by  us  as 
.you  have  not  reserved  for  sale  to  dealers  for  our  account  as  provided  in 
Article  II  hereof.  Upon  receipt  by  you  of  payment  for  Debentures  purchased 
by  us  and  sold  to  dealers  for  our  account,  you  will  remit  to  us  out  of  the  pay- 
ments so  received  an  amount  equivalent  to  the  purchase  price  paid  by  us  for 
such  Debentures,  plus  accrued  interest,  received  upon  such  payment.  You 
may  deliver  to  us  from  time  to  time  on  or  after  the  closing  date,  for  carrying 
purposes  only,  any  Debentures  purchased  by  us  which  are  reserved  for  sale 
for  our  account  to  dealers  but  not  purchased  by  them  or  which  are  so  reserved 
and  purchased  but  with  respect  to  the  purchase  of  which  default  is  made. 
Any  Debentures  delivered  to  us  for  carrying  purposes  will  be  redelivered  to  yon 
at  such  time  or  times  as  you  may  demand,  either  for  delivery  to  dealers,  or 
for  disposition  under  Articles  VI  or  VIII  hereof. 

IV 

As  compensation  for  your  services  in  connection  with  the  purchase  of  (be 
Debentures  and  the  managing  of  the  public-  offering  and  the  offering  to  dealer. 
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we  agree  to  pay  you  on  the  closing  date  an  amount  equal  to  *4  %  of  the  principal 
amount  of  the  Debentures  which  we  have  agreed  to  purchase  from  the  Company. 


We  agree  to  pay  and  authorize  you  to  charge  to  our  account  our  proportionate 
share  of  all  expenses,  other  than  transfer  taxes,  incurred  by  you  under  the 
terms  of  this  Agreement  or  in  connection  with  the  purchase,  carrying  and  sale 
of  the  Debentures.  Such  expenses  shall  be  charged  to  and  paid  by  the  several 
Underwriters  in  proportion  to  the  principal  amount  of  Debentures  which  each 
has  agreed  to  purchase  from  the  Company.  We  agree  to  pay  and  authorize 
you  to  charge  to  our  account  all  transfer  taxes  paid  on  our  behalf  on  sales  or 
transfers  made  for  our  account  pursuant  to  any  provisions  of  this  Agreement. 

You  shall  not  be  under  any  duty  to  account  for  any  interest  on  funds  of  any 
of  the  Underwriters,  including  ourselves,  at  any  time  in  your  hands. 

VI 

We  authorize  you  for  our  account  during  the  term  of  this  Agreement  (1) 
to  buy  and  to  sell  Debentures,  in  addition  to  the  Debentures  sold  to  dealers 
pursuant  to  Article  II  hereof,  in  the  open  market  or  otherwise,  for  either  long 
or  short  account,  .on  such  terms  and  at  such  prices  as  you  shall  deem  desirable, 
and  (2)  in  arranging  for  sales  of  Debentures  to  dealers  pursuant  to  the  pro- 
vision of  this  Agreement  to  over-allot,  it  being  understood  that  such  purchases 
and  sales  and  over-allotments  shall  be  made  for  the  account  of  each  of  the  several 
Underwriters  as  nearly  as  practicable  in  proportion  to  the  respective  principal 
amounts  of  Debentures  which  the  Underwriters  severally  agree  to  purchase  from 
the  Company,  and  we  agree  to  take  up  at  cost  on  demand  any  Debentures  so 
purchased  for  our  account  and  to  deliver  on  demand  any  Debentures  so  sold 
or  so  over-allotted  for  our  account;  provided,  however,  that  at  no  time  shall 
our  net  commitment  pursuant  to  such  purchases  and  sales  and  over-allotments, 
for  either  long  or  short  account,  exceed  10%  of  the  principal  amount  of 
Debentures  which  we  have  agreed  to  purchase  from  the  Company.  Without 
limiting  the  generality  of  the  foregoing,  it  is  understood  that  you  may  buy  or 
take  over  for  the  accounts  of  the  several  Underwriters  under  this  Agreement, 
all  in  the  proportion  and  within  the  limits  above  set  forth,  at  the  public  offering 
price  and  accrued  interest  less  an  amount  equal  to  J£%  of  the  principal  amount 
of  the  Debentures,  any  Debentures  of  any  Underwriter  reserved  for  sale  to 
dealers  but  not  purchased  by  them  or  so  reserved  and  purchased  but  with  respect 
to  the  purchase  of  which  default  is  made.       ' 

Y_ou  agree  to  notify  us  if  you  engage  in  any  transaction  pursuant  to  the 
authorization  contained  in  the  preceding  paragraph  of  this  Article. 

We  authorize  you  on  our  behalf  to  file  with  the  Securities  and  Exchange 
Commission  any  and  all  reports  required  by  Rule  X-17A-2  to  be  filed  with 
that  Commission  in  connection  with  any  purchases  or  sales  made  by  you  for 
our  account  pursuant  to  the  authorization  contained  in  this  Article. 

Each  of  the  several  Underwriters  reserves  the  right  to  make  purchases  and 
sales  of  the  Debentures  in  the  ordinary  course  of  business,  and  not  for  the 
purpose  of  stabilizing  the  price  of  any  security,  for  its  own  account  in  the 
open  market  or  otherwise,  for  either  long  or  short  account. 

VII 

In  respect  of  any  Debentures  purchased  by  you  for  the  account  of  any  of  the 
Underwriters  pursuant  to  the  .provisions  of  Article  VI  hereof  prior  to  the 
termination  of  the  agreements  with  dealers  or  prior  to  such  earlier  date  as 
you  may  determine,  at  or  below  the  public  offering  price,  which  Debentures  were 
sold  by  us  otherwise  than  through  you,  we  authorize  you  to  charge  to  our 
account  an  amount  equal  to  y2%  of  the  principal  amount  of  said  Debentures, 
which  amount  shall  be  credited  on  the  accounts  of  the  respective  Underwriters 
for  whose  accounts  said  Debentures  were  purchased  by  you,  against  the  cost 
of  said  Debentures. 

VIII 

The  agreements  with  dealers  (Exhibit  1)  shall  terminate  at  the  close  of  busi- 
ness on  September  23,  1939,  unless  sooner  terminated  by  you.  This  Agreement 
shall  terminate  30  days  after  the  termination  of  the  agreements  with  dealers  or  at 
such  earlier  date  as  you  may  determine,  provided,  however,  t|iat  no  such  ter- 
mination of  this  Agreement  shall  terminate  or  otherwise  alter  or  affect  our  rights 
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and  obligations  under  Article  X  hereof.  Upon  termination  of  this  Agreement  the 
accounts  arising  pursuant  hereto  shall  be  settled  and  paid.  The  determination 
by  you  of  the  amounts  to  be  paid  to  or  by  us  shall  be  final  and  conclusive. 

Any  Debentures  reserved  for  sale  to  dealers  pursuant  to  Article  II  hereof  but 
not  purchased  by  them  and  any  Debentures  so  reserved  and  purchased  but  with 
respect  to  the  purchase  of  which  default  is  made,  shall,  upon  the  termination  of 
this  Agreement,  and  may,  in  your  discretion,  from  time  to  time  prior  thereto,  be 
delivered  to  the  Underwriters,  as  nearly  as  practicable  in  proportion  to  the  prin- 
ciple amount  of  Debentures  which  each  severally  has  agreed  to  purchase  from 
the  Company,  against  payment  to  you  for  the  respective  accounts  of  the  owners  of 
such  Debentures  by  each  Underwriter  of  the  public  offering  price  and  accrued 
interest  less  an  amount  equal  to  %%  of  the  principal  amount  of  such  Debentures, 
and  we  agree  to  take  up  and  pay  for  all  Debentures  so  delivered  to  us  and  you 
agree  to  pay  us  any  amount  so  paid  to  you  for  our  account  in  respect  of  any 
Debentures  owned  by  us. 

Notwithstanding  any  settlement  on  the  termination  of  this  Agreement,  we 
agree  to  pay  our  proportion  (such  proportion  to  be  that  which  the  principal 
amount  of  Debentures  which  we  have  agreed  to  purchase  from  the  Company 
bears  to  $85,000,000)  of  the  amount  of  any  claim,  demand  or  liability  which  may 
be  asserted  against  and  discharged  by  the  Underwriters,  or  any  of  them,  based 
on  the  claim  that  the  Underwriters  constitute  an  association,  unincorporated 
business  or  other,  separate  entity,  and  also  to  pay  any  transfer  taxes  which  may 
be  assessed  and  paid  after  such  settlement  on  account  of  any  sale  or  transfer  of 
Debentures  for  our  account 

IX 

Article  V  (a)  of  the  agreement  with  the  Company  provides  among  other  things 
tbat  the  several  obligations  of  the  Underwriters  under  said  agreement  are  subject 
to  the  condition  that  the  Registration  Statement  of  the  Company  shall  have 
become  effective  not  later  than  July  18,  1939.  You  are  hereby  authorized  in  your 
discretion  to  extend  such  date  to  not  la^er  than  July  19,  1939,  and  to  execute  on 
our  behalf  any  supplementary  agreement  with  the  Company  that  may  be  neces- 
sary for  such  purpose. 

We  hereby  confirm  that  we  have  examined  the  Registration  Statement  and 
amendments  thereto  and  the  Prospectus  and  amended  Propectus  filed  in  -respect  of 
the  Debentures  and  are  familiar  with  the  proposd  further  amendments  to  said 
Registration  Statement,  the  proposed  final  amended  Prospectus  and  the  proposed 
Newspaper  Prospectus  (all  referred  to  in  the  agreement  with  the  Company),  and 
that  the  information  with  respect  to  Underwriters  contained  in  the  Registration 
Statement  as  amended  and  as  to  be  further  amended,  in  the  final  amended  Pro- 
spectus and  in  the  proposed  Newspaper  Prospectus  is  correct  and  is  not  misleading 
in  so  far  as  it  relates  to  us. 

You  shall  be  under  no  liability  to  us  for  or  in  respect  of  the  form  of,  or  the 
representations  contained  in,  the  Debentures  or  the  Registration  Statement,  Pro- 
spectus or  Newspaper  Prospectus  (all  referred  to  in  the  agreement  with  the 
Company)  or  the  agreement  with  the  Company  or  other  instruments  executed 
by  the  Company  or  by  others;  or  for  the  delivery  of  the  Debentures  or  the  per- 
formance by  the  Company  or  by  others  of  any  agreement  on  its  or  their  part; 
or  for  the  qualification  of  the  Debentures  for  sale  under  the  laws  of  any  juris- 
diction ;  or  for  any  matter  connected  with  this  Agreement,  except  for  lack  of 
good  faith  and  for  obligations  expressly  assumed  by  you  in  this  Agreement, 

You  are  authorized  in  your  discretion  to  approve  on  our  behalf  with  approval 
of  counsel  for  the  Underwriters,  any  further  amendments  to  the  Registration 
Statement,  Prospectus  or  Newspaper  Prospectus  which  may  be  made  prior  to  the 
effective  date  of  the  Registration  Statement. 


We  agree  to  indemnify  and  hold  harmless  each  other  Underwriter,  including 
yourself,  and  each  of  the  persons,  if  any,  who  controls  any  such  Underwriter 
within  the  meaning  of  Section  15  of  the  Securities  Act  of  1933,  as  amended,  and 
each  and  all  and  any  of  them  against  any  and  all  losses,  claims,  damages  or 
liabilities,  joint  or  several,  to  which  any  such  other  Underwriter,  or  any  such 
controlling  person,  may  become  subject  under  the  Securities  Act  of  1933,  as 
amended,  or  at  common  law,  and  to  reimburse  each  such  other  Underwriter  and 
each  controlling  person  for  any  legal  or  other  expenses  incurred  by  it  or  them 
in  connection  with  defending  any  actions,  in  so  far  as  such  losses,  claims,  dam- 
ages, liabilities  or  actions  arise  out  of  or  are  based  upon  any  untrue  statement  or 
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alleged  untrue  statement  of  a  material  fact  contained  in  the  Registration  State- 
ment or  the  Prospectus  (if  used  within  one  year  after  the  first  date  of  the  public 
offering  of  the  Debentures  and  as  supplemented  or  amended  if  the  Company  shall 
furnish  to  the  Underwriters  any  supplements  or  amendments  thereto)  or  the 
Newspaper  Prospectus  (all  referred  to  in  the  agreement  with  the  Company)  or 
arise  out  of  or  are  based  upon  the  omission  or  alleged  omission  to  state  therein  a 
material  fact  required  to  be  stated  therein  or  necessary  to  make  the  statements 
therein  not  misleading,  which  untrue  statement  or  omission  or  alleged  untrue 
statement  or  omission  was  made  in  reliance  upon  information  furnished  in  writ- 
ing by  us  expressly  for  use  therein.  We  authorize  you  to  confirm  to  each  other 
Underwriter  that  we  agree  to  indemnify  and  hold  harmless  such  other  Under- 
writer and  any  person  so  controlling  such  Underwriter  as  set  forth  above.  By 
confirming  this  Agreement  you  confirm  that  each  other  Underwriter,  including 
yourself,  severally  agrees  to  indemnify  and  hold  harmless  ourselves  and  aiiy 
person  so  controlling  us  in  the  same  manner  and  to  the  same  extent  in  respect  of 
any  such  untrue  statement  or  omission  or  alleged  untrue  statement  or  ommission 
made  in  reliance  upon  information  furnished  in  writing  by  such  other  Under- 
writer, including  yourself,  expressly  for  use  in  the  Registration  Statement  or 
Prospectus  or  Newspaper  Prospectus. 

XI 

If  we  shall  terminate  our  agreement  with  the  Company  as  permitted  by  the 
terms  thereof,  our  obligations  hereunder  shall  immediately  cease  and  determine 
except  the  obligation  to  pay  our  proportionate  share  of  all  expenses,  the  obliga- 
tion to  pay  transfer  taxes  on  sales  or  transfers  made  for  our  account,  any  obli- 
gations incurred  for  our  account  under  Article  VI  hereof  and  our  obligations 
under  Article  X  hereof.  In  the  event  of  our  failing  or  refusing  to  perform  our 
agreement  with  the  Company,  whether  for  sufficient  legal  cause  or  otherwise,  we 
shall  immediately  notify  you.  In  case  any  other  Underwriter  shall  notify  you 
of  its  failure  or  refusal  to  perform  its  agreement  with  the  Company,  you  shall 
immediately  notify  the  remaining  Underwriters,  including  ourselves,  and  such 
remaining  Underwriters  and  yourselves  shall  have  the  right  to  purchase  the 
Debentures  which  the  Underwriter  so  failing  or  refusing  to  perform  its  agree- 
ment with  the  Company  had  agreed  to  purchase  from  the  Company,  in  proportion 
to  the  principal  amount  of  Debentures  which  each  such  remaining  Underwriter 
agreed  to  purchase  from  the  Company.  If  we  elect  to  purchase  any  part  of  the 
Debentures  of  such  other  Underwriter  under  the  provisions  of  this  Article,  we 
shall  notify  you  within  three  hours  of  our  receipt  of  your  notice;  and  in  the  event 
that  the  other  remaining  Underwriters  have  not  at  the  expiration  of  said  three 
hours  notified  you  that  they  will  purchase  all  of  the  remaining  Debentures  which 
said  other  Underwriter  had  failed  or  refused  to  purchase,  then  you  or  the  Com- 
pany may  obtain  any  other  party  or  parties  satisfactory  to  the  Company  to 
purchase  such  remaining  Debenture's.  All  Debentures  purchased  by  us  under  the 
provisions  of  this  Article  shall  be  added,  for  all  the  purposes  of  this  Agreement, 
to  the  principalTamount  which  we  have  agreed  to  purchase  from  the  Company. 

Default  by  any  one  or  more  of  the  other  Underwriters  in  respect  of  their 
several  obligations  under  the  agreement  with  the  Company  shall  not  release  us 
from  any  of  our  obligations. 

Nothing  herein  contained  shall  constitute  us  partners  with  you  or  with  the 
other  Underwriters  and  the  obligations  of  ourselves  and  of  each  of  the  other 
Underwriters  are  several  and  not  joint. 

Any  notice  from  you  to  us  shall  be  deemed  to  have  been  duly  given  if  mailed 
or  telegraphed  to  us  at  the  address  stated  below. 

This  Agreement  is  being  executed  by  us  and  delivered  to  you  in  triplicate, 
Upon  your  receipt  of  identical  agreements  from  each  of  the  other  Under- 
writers, please  confirm  this  Agreement  and  return  one  copy  to  us.  Your  con- 
firmation hereof  shall  constitute  confirmation  that  you  have  entered  into  iden- 
tical agreements  with  each  of  the  other  Underwriters. 
Very  truly  yours, 


Address 
Confirmed  July  17,  1939. 

Morgan  Stanley  &  Co.  Incorporated 
Ry 

Vice-President. 

124101      10      pt.  21—     11 
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Exhibit  A 

Mokgan  Stanley  &  Co.  Incorporated 

2  Wall  Street,  New  York,  N.  Y. 

July  17,  1939. 

Dear  Sirs:  Shell  Union  Oil  Corporation  (hereinafter  called  the  Company) 
proposes  to  issue  $85,000,000  principal  amount  of  its  Fifteen  Year  2V2%  Deben- 
tures (hereinafter  called  the  Debentures)  to  be  dated  July  1,  1939,  _ to  mature 
July  1,  1954,  and  to  be  issued  pursuant  to  the  provisions  of  a  Trust  Agreement 
dated  July  1,  1939  between  the  Company  and  Irving  Trust  Company,  Trustee. 

I 

The  Company  represents  and  warrants  to  each  Underwriter  hereinafter  men- 
tioned that: 

(a)  It  has  prepared  and  properly  filed  with  the  Securities  and  Exchange 
Commission  in  Washington,  D.  C.,  a  Registration  Statement  and  amendments 
thereto,  a  Prospectus  and  an  amended  Prospectus  and  has  prepared  and  is  about 
to  file  certain  further  amendments  to  the  Registration  Statement  and  a  further 
amended  Prospectus  and  has  prepared  a  Newspaper  Prospectus  for  use  by  the 
Underwriters  in  advertising  the  Debentures  in  connection  with  their  original 
offering.  The  Registration  Statement  as  amended  and  to  be  amended,  including 
financial  statements  and  exhibits,  is  hereinafter  referred  to  as  the  Registration 
Statement  and  the  further  amended  Prospectus,  above  referred  to,  is  herein- 
after referred  to  as  the  Prospectus.  No  further  amendments  to  the  Registration 
Statement  or  Prospectus  shall  be  made  unless  copies  thereof  have  theretofore 
beer  furnished  to  you  and  you  shall  not  have  objected  thereto. 

( b )  When  the  Registration  Statement  becomes  effective,  the  Registration 
Statement,  the  Prospectus  and  the  Newspaper  Prospectus  will  fully  comply  with 
the  provisions  of  the  Securities  Act  of  1933,  as  amended,  and  the  Rules  and 
Regulations  of  the(  Securities  and  Exchange  Commission,  and  the  Registration 
Statement  and  th&  Prospectus  will  not  contain  any  untrue  statement  of  a 
material  fact  or  omit  to  state  any  material  fact  required  to  be  stated  therein 
or  necessary  to  make  the  statements  therein  not  misleading  and  the  Newspaper 
Prospectus  will  not  contain  any  untrue  statement  of  a  inaterial  fact  or  omit 
to  state  any  material  fact  necessary  to  make  the  statements  therein  not  mis- 
leading in  the  light  of  the  circumstances  under  which  they  are  made  when  said 
Newspaper  -Prospectus  is  used  in  connection  with  advertising  the  Debentures, 
except  that  this  representation  and  warranty  does  not  apply  to  statements  or 
omissions  in  the  Registration  Statement  or  the  Prospectus  or  the  Newspaper 
Prospectus  made  in  reliance  upon  and  in  conformity  with  information  furnished 
to  the  Company  in  writing  by  any  Underwriter  expressly  for  use  therein. 

II 

The  Company  hereby  agrees  to  sell  to  the  several  Underwriters  named  below 
(on  whose  behalf  you  are  acting),  severally  and  not  jointly,  and  the  ..several 
Underwriters  named  below,  upon  the  basis  of  the  representations  and  warranties 
herein  contained,  but  subject  to  the  conditions  hereinafter  stated,  agree  to 
purchase  from  the  Company,  severally  and  not  jointly,  the  principal-  amounts 
of  Debentures  set  forth  opposite  their  respective  names  below,  aggregating 
$85,000,000  principal  amount  of  Debentures,  at  9614  %  of  their  principal  amount 
plus  interest  accrued  thereon  to  the  date  of  payment  and  delivery. 

Names  Amount 

Morgan  Stanley  &  Co.  Incorporated $10,000,000 

Kuhn,  Loeb  &  Co 5,  000, 000 

Smith,  Barney  &  Co 4, 000,  000 

Harriman  Ripley  &  Co.,  Incorporated _ 4,000.000 

The  First  Boston  Corporation i 4,000,000 

Blyth  &  Co.,  Inc 3,500,000 

Lehman   Brothers 3,500,000 

Lee  Higginson  Corporation 3,000,000 

Hayden.  Stone  &  Co 3,  000, 000 

Lazard  Freres  &  Co 3.000,000 

Doininick  &  Dominick 2,000,000 

A.  C.  Allyn  and  Company,  Incorporated  .°>00,  OOO 
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Names  Amount 

Bacon,  Whipple  &  Co $250,000 

Baker,  Watts  &  Company , __  250,000 

A.  G.  Becker  &  Co.,  Incorporated 500,000 

Biddle.  Whelen  &  Co 300,000 

Blair  4  Co.,  Inc 600,000 

Blair,  Bonner  &  Company 400,000 

Bonbright  &  Company,  Incorporated 1,500,000 

Alex.  Brown  &  Sons 400,000 

Central  Republic  Company 500,000 

E.  W.  Clark  &  Co_ ■_ 400,000 

Clark,  Dodge  &  Co — __  1,000,000 

Coffin  &  Burr,  Incorporated—. 500,000 

R.  L.  Day  &  Co 400,000 

Dick  &  Merle-Smith 400,000 

Eastman,  Dillon  &  Co 400,  000 

Equitable  Securities  Corporation 300;  000 

Estabrook  &  Co 1,000,000 

Ferris  &  Hardgrove 250,000 

First  of  Michigan  Corporation 250,000 

Francis,  Bro.  &  Co 250,000 

Glore,  Forgan  &  Co 900,000 

Goldman,  Sachs  &  Co 1,  500, 000 

Graham,  Parsons  &  Co 350,000 

Hallgarten  &  Co 350,000 

Harris,  Hall  &  Company  (Incorporated) 600,000 

Hayden,  Miller  and  Company 400,000 

Hemphill,  Noyes  &  Co —  750,  000 

J.  J.  B.  Hilliard  &  Son 250,000 

Hornblower  &  Weeks 750,000 

W.  E.  Hutton  &  Co .1,250,000 

The  Illinois  Company  of  Chicago 250,000 

Jackson  &  Curtis 500,000 

Kalman   &   Company 250,000 

Kean,  Taylor  &  Co 400,000 

Kidder,  Peabody  &  Co__^ 2,500,000 

Ladenburg,  Thalmann  &  Co 750,  000 

Laird,  Bissell  &  Meeds 250,  000 

Mackubin,  Legg  &  Company 250,  000 

Laurence  M.  Marks  &  Co 500, 000 

Merrill  Lynch  &  Co.  Inc 350,000 

Merrill,  Turben  &  Co 250,  000 

Mitchum,  Tully  &  Co 300,  000 

F.  S.  Moseley  &.Co 1,  250,  000 

G.  M.-P.  Murphy  &  Co 300,  000    . 

W.  H.  Newbold's  Son  &»& 300,000 

Paine,  Webber  &  Co 500,  000 

Arthur  Perry  &  Co.  Incorporated 300,  000 

R.  W.  Pressprich  &  Co 500, 000 

Reinholdt  &  Gardner 250,000 

Riter  &  Co 400,000 

E.  H.  Rollins  &  Sons  Incorporated 750,  000 

L.  F.  Rothschild  &  Co 600,000 

Salomon  Bros.  &  Hutzler 750,  000 

Schoellkopf,  Hutton  &  Pomeroy,  Inc 500,000 

Schwabacher  &  Co •  300,  000 

Scott  &  Stringfellow 250,  000 

Shields  &  Company 750,  000 

Smith,  Moore  &  Co 250,  000 

William  R.  Staats  Co 300, 000 

Starkweather  &  Co 250,  000 

Stern  Brothers  &  Co 250,000 

Stern,  Wampler  &  Co.  Inc 300,  000 

Stone  &  Webster  and  Blodget,  Incorporated 750,000 

Spencer  Trask  &  Co 500,  000 

Tucker,  Anthony  &  Co —  600, 000 

Union  Securities  Corporation 1,  000, 000 
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Names  Amount 

G.  H.  Walker  &  Co $400,000 

Weeden  &  Co 250,000 

Wells-Dickey  Company . 300,000 

White,  Weld  &  Co 1,  500,  000 

Waiting,  Weeks  &  Stnbbs  Incorporated 350,000 

The  Wisconsin  Compnny 750,000 

D^an  Witter  &  Co 750,  000 


Total -_ $85, 000,  000 


III 

The  Company  is  advised  by  you  that  the  Underwriters  propose  to  make  a 
public  offering  of  their  respective  portions  of  the  Debentures  part  thereof 
directly  to  the  public  at  97%%  of  the  principal  amount  of  the  Debentures — 
the  public  offering  price — and  accrued  interest  to  the  date  of  payment  and 
delivery,  and  the  balance  to  dealers  at  the  public  offering  price,  and  accrued 
interest  to  the  date  of  payment  and  delivery,  less  a  concession  of  r/->%  of  the 
principal  amount  of  the  Debentures  so  sold.  The  form  of  the  proposed  agree- 
ments with  such  dealers  is  attached  hereto  as  Exhibit  1. 

The  Company  authorizes  the  Underwriters  and  dealers  to  whom  the  Deben- 
tures may  be  sold  by  you  on  behalf  of  the  Underwriters  and  all  other  dealers 
acquiring  Debentures  to  use  the  Prospectus  (as  supplemented  or  amended  if 
the  Company  shall  have  furnished  any  supplements  or  amendments  thereto)  in 
connection  with  the  sale  of  the  Debentures  for  a  period  of  one  year  after  the 
first  date  of  the  public  offering  of  the  Debentures. 

The  Company  authorizes  the  Underwriters  to  advertise  the  Debentures  in 
the  manner  permitted  by  the  Rules  and  Regulations  of  the  Securities  and  Ex- 
change Commission  by  means  of  the  Newspaper  Prospectus. 

Payment  for,  the  Debentures  which  the  Underwriters  severally  agree  to  pur- 
chase shall  be  made  by  or  for  the  accounts  of  the  several  underwriters  to  the 
Company  or  its  order  by  certified  check  in  New  York  Clearing  House  funds  at 
the  office  of  J.  P.  Morgan  &  Co.,  23  Wall  Street,  New  York,  N.  Y.,  at  such  time, 
on  or  after  July  24.  1030,  but  not  later  than  July  28,  1939,  as  may  be  designated 
by  you.  Such  payment  shall  be  made  upon  delivery  to  you  for  account  of  the 
several  Underwriters  of  the  Debentures  in  temporary  form,  in  the  denomina- 
tion of  $1,000  each,  exchangeable  in  New  York  City  for  definitive  Debentures 
without  charge  to  (he  holders.  The  date  and  time  of  such  payment  and  delivery 
are  herein~referred  to  as  the  closing  date.    - 

IV 

The  Company  agrees  that  it  will  apply  the  net  proceeds  (exclusive  of  accrued 
interest)  from  the  sale  of  the  Debentures  toward  the  redemption  on  or  before 
September  1,  1939  of  (a)  $57,427,000  principal  amount  of  Shell  Union  Oil  Cor- 
poration Fifteen-Year  3%%  Debentures,  due  March  1.  1951.  at  102 'A  %  of  the 
principal  amount  thereof  ($58,862,075)  and  (b)  $25,000,000  principal  amount 
of  Shell  Union  Oil  Corporation  Fifteen  Year  3%%  Sinking  Fund  Debentures, 
due  June  1,  1953,  at  104%  of  the  principal  amount  thereof  ($26,000,000).  On 
the  closing  date,  the  Company,  for  the  purposes  of  such  redemption,  will  deposit 
in  trust  with  the  respective  trustees  or  paying  agents  an  amount  in  cash  equiva- 
lent to  the4  fair  redemption  prices,  including  interest  to  the  redemption  dates, 
of  sajd  Fifteen-Year  3_'/_>%  Debetilures,  and  of  said  Fifteen  Year  3%%  Sinking 
Fund  Debentures. 

V 

The  several  obligations  of  the  Underwriters  hereunder  are  subject  to  the 
following  conditions : 

(a)  The  Registration  Statement  shall  have  become  effective  not  later  than 
July  18,  1939,  and  no  stop  order  suspending  the  effectiveness  thereof  shall  have 
been  issued  on  or  prior  to  the  closing'  date,  and  no  proceedings  for  that  purpose 
shall  have  been  commenced  or.  to  the  Company's  knowledge,  be  about  to  be 
commenced  by  the  Securities  and  Exchange  Commission  on  or  prior  to  the 
closing  date  other  than  proceedings  which  may  have  been  disposed  of  by  that 
date  in  a  manner  satisfactory  to  you;  and  you  sfcall  have  received,  prior  t<> 
payment  by  the  [Tnderwriters  for  the  Debentures: 
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(i)  a  certificate,  dated  the  closing  date,  signed  by  the  President  or  a  Vice- 
President  of  the  Company,  to  the  effect  that  no  such  stop  order  lias  been  issued 
and  that  no  proceedings  for  such  purpose  have  been  so  taken  or,  to  the  Com- 
pany's knowledge,  are  about  to  be  commenced,  other  than  proceedings  which 
may  have  been  disposed  of  in  a  manner  satisfactory  to  you ; 

(ii)  an  opinion  or  opinions  of  Messrs.  Davis  Polk  Wardwell  Gardiner  &  Reed, 
counsel  for  the  Underwriters,  to  the  effect  that  (1)  proper  corporate  proceed- 
ings have  been  taken  so  that  the  Trust  Agreement  is  a  valid  and  binding  in- 
strument in  accordance  with  its  terms,  the  Debentures  have  been  validly  author- 
ized, and  when  duly  executed  by  proper  officers  of  the  Company,  duly  authenti- 
cated by  the  Trustee,  and  delivered  and  paid  for,  will  be  validly  issued  and 
outstanding,  and  (2)  the  Registration  Statement,  the  Prospectus  and  any  sup- 
plements or  amendments  thereto,  and  the  Newspaper  Prospectus  comply  with 
the  Securities  Act  of  1933,  as  amended,  and  the  Rules  and  Regulations  of  the 
Securities  and  Exchange  Commission  thereunder ; 

(iii)  an  opinion  or  opinions,  satisfactory  to  counsel  for  the  Underwriters,  of 
Messrs.  Wickes,  Neilson  &  Riddell,  counsel  for  the  Company,  to  the  same  effect 
as  the  opinion  or  opinions  of  Messrs.  Davis  Polk  Wardwell  Gardiner  &  Reed 
referred  to  in  (ii)  above,  and  further  to  the  effect  that  (1)  the  Company  has 
been  duly  incorporated  and  is  on  the  closing  date  validly  existing  under  the 
laws  of  the  State  of  Delaware,  and  (2)  neither  the  Company  nor  any  sub- 
sidiary is  a  "public  utility",  a  "gas  utility",  or  a  "holding  company"  within  the 
meaning  of  the  Public  Utility  Holding  Company  Act  of  1935 ;  and  that  the  con- 
sent or  order  of  no  state  commission  or  other  governmental  body  is  required  for 
the  valid  creation  or  issuance  of  the  Debentures  or  the  valid  execution  and 
delivery  of  the  Trust  Agreement  or  that  all  such  consents  or  orders  required 
have  been  obtained ; 

(iv)  a  certificate,  dated  the  closing  date,  signed  by  the  President  or  a  Vice- 
President  of  the  Company,  to  the  effect  that  there  has  been  no  material  change 
in  the  condition  of  the  Company,  or  of  its  subsidiaries,  from  the  condition  set  forth 
in  the  Registration  Statement  and  the  Prospectus,  other  than  changes  arising 
from  transactions  in  the  ordinary  course  of  business. 

(b)  The  representations  and  warranties  of  the  Company  herein  shall  be  true 
and  correct  and  the  Company  shall  not  have  failed  on  or  prior  to  the  closing  dale 
to  have  performed  all  agreements  herein  contained  which  should  have  been  per- 
formed on  its  part  at  or  prior  to  such  date. 

VI 

In  further  consideration  of  the  agreements  of  the  Underwriters  herein  con- 
tained, the  Company  covenants  as  follows : 

(a)  As  soon  as  the  Company  is  advised  thereof,  to  advise  you,  and  confirm  the 
advice  in  writing,  (1)  when  the  Registration  Statement  has  become  effective  ami 
(2)  of  the  issuance  by  the  Securities  and  Exchange  Commission  of  any  stop  order 
suspending  the  effectiveness  of  the  Registration  Statement  or  of  the  initiation  of 
any  proceedings  for  that  purpose. 

(b)  To  deliver  to  each  of  the  Underwriters  without  charge  on  or  before  the 
effective  date  of  the  Registration  Statement,  and  from  time  to  time  thereafter 
during  the  period  of  one  year  from  the  first  date  of  the  public  offering  of  the 
Debentures  so  many  copies  of  the  Prospectus  (as  supplemented  or  amended  if  the 
Company  shall  have  made  any  supplements  or  amendments  thereto)  as  you  may 
reasonably  request. 

(c)  To  deliver  to  you  without  charge  175  copies  of  the  Registration  Statement 
(including  financial  statements  and  exhibits)  and  of  any  amendments  thereto. 

(d)  Before  filing  any  amendments  to  the  Registration-  Statement  after  it  has 
become  effective  or  before  making  any  amendments  or  supplements  to  the  Prospec- 
tus, to  furnish  you  with  a  copy  of  such  proposed  amendments  or  supplements. 

(e)  For  a  period  of  one  year  after  the  first  dnte  of  (he  public  offering  of  the 
Debentures,  if  any  event  shall  occur  as  a  result  of  which  it  is  necessary  to  amend 
or  supplement  the  Prospectus  in  order  to  make  the  statements  therein,  in  the  light 
of  the  circumstances  when  the  Prospectus  is  delivered  to  a  purchaser,  not  mis- 
leading, forthwith  to  prepare  and  furnish,  at'its  own  expense,  to  the  Underwriters 
and  to  the  dealers  (whose  names  and  addresses  you  will  furnish  to  the  .Company) 
to  whom  Debentures  may  have  been  sold  by  yon  on  behalf  of  the  Underwriters 
and.,  upon  request,  to  any  other  dealers  making  such  request,  either  amendments 
to  the  Prospectus  or  supplemental  information  so  that  the  statements  in  the 
Prospectus  as  so  amended  and  supplemented  will  not,cin  the  light  of  the  circum- 
stances when  the  Prospectus  is  delivered  to  a  purchaser,  be  misleading. 
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(f )  To  make  generally  available  to  the  Company's  security  holders  as  soon  as 
practicable  an  earning  statement  covering  a  period  of  twelve  months  beginning 
on  the  first  day  of  the  calendar  month  after  the  effective  date  of  the  Registration 
Statement,  which  earning  statement  shall  satisfy  the  provisions  of  Section  11  (a) 
of  the  Securities  Act  of  1933,  as  amended. 

(g)  So  long  as  any  of  the  Debentures  shall  remain  outstanding,  to  publish . 
annually  consolidated  income  statements,  balance  sheets  and  statements  of  sum- 
mary of  changes  in  surplus  of  the  Company  and  its  subsidiaries  consolidated,  all 
such  statements  to  be  audited  by  independent  public  accountants: 

(h)  To  make  application  for  the  listing  of  the  Debentures  on  the  New  York 
Stock  Exchange  and  for  their  registration  under  the  Securities  Exchange  Act  of 
1934. 

(i)  To  endeavor  to  qualify  the  Debentures  for  offer  and  sale  under  the  securities 
or  Blue  Sky  laws  of  such  States  as  you  shall  request  in  writing. 

(j)  To  indemnify  and  hold  harmless  each  of  the  Underwriters  and  each  person, 
if  any,  who  controls  any  Underwriter  within  the  meaning  of  Section  15  of  the 
Securities  Act  of  1933,  as  amended,  and  each  and  all  and  any  of  them  against 
any  and  all  losses,  claims,  damages  or  liabilities,  joint  or  several,  to  which  they 
or  any  of  them  may  become  subject  under  the  Securities  Act  of  1933,  as  amended, 
or  at  common  law,  and  except  as  hereinafter  provided,  to  reimburse  each  of  the 
Underwriters  and  each  such  controlling  person  for  any  legal  or  gither  expenses 
incurred  by  it  or  them  in  connection  with  defending  any  actions,  in  scTfar  as  such 
losses,  claims,  damages,  liabilities  or  actions  arise  out  of  or  are  based  upon  any  un- 
true statement  or  alleged  untrue  statement  of  a  material  fact  contained  in  the  Reg- 
istration Statement  or  in  the  Prospectus  (if  used  within  one  year  after  the  first 
date  of  the  public  offering  of  the  Debentures  and  as  supplemented  or  amended  if 
the  Company  shall  furnish  to  the  Underwriters  any  supplements  or  amendments 
thereto)  or  in  the  Newspaper  Prospectus,  or  arise  out  K>f  or  are  based  upon  the 
omission  or  alleged  omission  to  state  therein  a  material  fact  required  to  be  stated 
therein  or  necessary  to  make  the  statements  therein  not  misleading,  except  in  so 
far  as  such  losses,  claims,  damages,  liabilities  or  actions  arise  out  of  or  are 
based  upon  any  such  untrue  statement  or  omission  or  alleged  untrue  statement 
or  omission,  which  was  made  in  such  Registration  Statement,  or  Prospectus  or 
Newspaper  Prospectus  in  reliance  upon  information  furnished  in  writing  to  the 
Company  by  any  Underwriter  expressly  for  use  therein.  Each  Underwriter 
agrees  that,  promptly  upon  receipt  of  notice  of  the  commencement  of  any  action 
against  such  Underwriter  or  against  any  person  so  controlling  such  Underwriter 
in  respect  of  which  indemnity  or  reimbursement  may  be  sought  from  the  Com- 
pany on  account  of  its  agreement  contained  in  this  paragraph,  notice  will  be 
given  to  the  Company  in  writing  of  the  commencement  thereof,  but  the  omission 
so  to  notify  the  Company  of  any  such  action  shall  not  release  the  Company  from 
any  liability  which  it  may  have  to  such  Underwriter  or  to  any  such  controlling 
person  otherwise  than  on  account  of  the"  indemnity  agreement  contained  in  this 
paragraph.  In  case  any  such  action  shall  be  brought  against  any  Underwriter  or 
against  any  such  controlling  person  and  notice  shall  be  given  to  the  Company  of 
the  commencement  thereof,  the  Company  shall  be  entitled  to  participate  in,  and, 
to  the  extent  that  it  shall  wish,  including  the  selection  of  counsel,  to  direct,  the 
defense  thereof  at  its  own  expense.  Any  Underwriter  or  any  such  controlling 
person  shall  have  the  right  to  employ  its  or  their  own  counsel  although  the 
Company  has  so  selected  counsel  in  any  such  case,  but  the  fees  and  expenses  of 
such  counsel  shall  be  at  the  expense  of  such  Underwriter  or  such  controlling 
person  unless  the  employment  of  -such  counsel  has  been  authorized  by  the  Com- 
pany in  connection  with  defending  such  action. 

Each  Underwriter^ agrees  to  indemnify  and  hold  har.nless  the  Company  against 
any  and  all  losses,  claims,  damages  or  liabilities,  joint  or  several,  to  which  it  may 
become  subject  under  the  Securities  Act  of  1933,  as  amended,  or  at  common  law, 
and  to  reimburse  the  Company  for  any  legal  or  other  expenses  incurred  by  it  in 
connection  with  defending  any  actions,  in  so  far  as  such  losses,  claims,  damages, 
liabilities  or  actions  arise  out  of  or  are  based  upon  any  untrue  statement  or 
alleged  untrue  statement  of  a  material  fact  contained  in  the  Registration  State- 
ment or  in  the  prospectus  (if  used  within  one  year  after  the  first  date  of  the 
public  offering  of  the  Debentures  and  as  supplemented  or  amendment  if  the 
Company  shall  furnish  to  the  Underwriters  any  supplements  or  amendments 
thereto)  or  in  the  Newspaper  Prospectus,  or  arise  out  of  or  are  based  upon  the 
omission  or  alleged  omission 'to  state  therein  a  material  fact  required  to  be  stated 
therein  or  necessary  to  make  the  statements  therein  not  misleading,  which  untrue 
statement  or  omission  or  alleged  untrue  statement  or  omission  was  made  in  such 
Registration  Statement,  or  Prospectus  or  Newspaper  Prospectus  in  reliance  upon 
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information  furnished  in  writing  to  the  Company  by  such  Underwriter  expressly 
for  use  therein.  The  Company  agrees  promptly  upon  receipt  of  notice  of  the 
commencement  of  any  action  against  the  Company  in  respect  of  which  indemnity 
or  reimbursement  may  be  sought  from  an  Underwriter  on  account  of  its  agree- 
ment contained  in  this  paragraph,  to  notify  such  Underwriter  in  writing  of  the 
commencement  thereof,  but  the  omission  of  the  Company  so  to  notify  such  Under- 
writer of  any  such  Action  shall  not  release  such  Underwriter  from  any  liability 
which  it  may  have  to  the  Company  otherwise  than  on  account  of  the  indemnity 
agreement  contained  in  this  paragraph.  In  case  any  such  action  shall  be  brought 
against  the  Company  and  the  Company  shall  notify  an  Underwriter  from  whom 
indemnity  or  reimbursement  may  be  sought  on  account  of  its  agreement  contained 
in  this  paragraph  of  the  commencement  thereof,  such  Underwriter  shall  be  entitled 
to  participate  in  and,  to  the  extent  that  it  shall  wish,  including  the  selection  of 
counsel,  to  direct,  the  defense  thereof  at  its  own  expense.  The  Company  shall 
have  the  right  to  employ  its  own  counsel  although  the  Underwriter  has  so 
selected  counsel  in  any  such  case,  but  the  fees  and  expenses  of  such  counsel  shall 
be  at  the  expense  of  the  Company  unless  the  employment  of  such  counsel  has  been 
authorized  by  the  Underwriter  in  connection  with  defending  such  action. 

The  indemnity  agreements  contained  in  this  Article  VI  (j)  and  the  representa- 
tions and  warranties  of  the  Company  in  this  Agreement  set  forth  shall  remain 
operative  and  in  full  force  and  effect  regardless  of  (a)  any  termination  Oj.  this 
Agreement,  (b)  any  investigation  made  by  or  on  behalf  of  any  Underwriter  or 
controlling  person  or  by  or  on  behalf  of  the  Company  and  (c)  acceptance  and 
payment  hereunder  for  the  Debentures. 

VII 

This  agreement  shall  become  effective  when  the  Registration  Statement  be- 
comes effective  and  until  such  time  this  Agreement  may  be  terminated  by  the 
Company,  by  notifying  you  at  your  office,  2  Wall  Street,  New  York,  N.  Y.,  or  by 
such  number  of  Underwriters  who  have  in  the  aggregate  agreed  to  purchase 
more  than  $42,500,000  principal  amount  of  the  Debentures,  by  notifying  tae 
Company  at  its  office,  50  West  50th  Street,  New'  York,  N.  Y.  Any  such  notice 
may  be  in  writing  or  by  telegraph  or  by  telephone  and,  if  by  telegraph  or  by 
telephone,  shall  be  subsequently  confirmed  in  writing. 

If  any  of  the  Underwriters  shall  fail  or  refuse  (whether  for  some  reason 
sufficient  to  justify  its  cancellation  or  termination  of  its  obligation  to  purchase 
hereunder  or  otherwise)  to  purchase  the  principal  amount  of  the  Debentures 
which  it  has  hereunder  agreed  to  purchase,  the  Company  shall  immediately 
notify  the  remaining  Underwriters,  at  the  respective  addresses  set  forth  in  the 
Registration  Statement,  who  may  within  twenty-four  hours  of  receipt  of  such 
notice  purchase  or  agree  to  purchase  or  procure  some  other  responsible  party 
or  parties  satisfactory  to  the  Company  to  purchase  or  agree  to  purchase  such 
Debentures  on  the  terms  herein  set  forth ;  and  if  the  remaining  Underwriters 
fail  to  purchase  or  agree  to  purchase  or  to  procure  a  satisfactory  party  or  satis- 
factory parties  to  purchase  or  agree  to  purchase  such  Debentures  on  such  terms 
within  twenty-four  hours  of  the  receipt  of  such  notice,  then  the  Company  shall 
be  entitled  to  an  additional  period  of  twenty-four  hours  within  which  to  procure 
another  party  or  parties  to  purchase  or  agree  to  purchase  such  Debentures  on 
the  terms  herein  set  forth.  In  any  such  case  either  you  or  the  Company  shall 
have  the  right  to  postpone  the  closing  date  from  the  date  determined  as  pro- 
vided in  Article  III  hereof,  but  in  no  event  to  a  date  later  than  August  1,  1939, 
in  order  that  necessary  changes  and  arrangements  may  be  effected  by  you  and 
by  "the  Company.  If  the  remaining  Underwriters  fail  to  purchase  or  agree  to 
purchase  or  to  procure  a  satisfactory  party  or  parties  to  purchase  or  agree  to 
purchase  such  Debentures,  and  if  the  Company  also  does  not  procure  another 
party  or  parties  to  purchase  or  agree  to  purchase  such  Debentures,  within  the 
aforesaid  poriods,  then  this  Agreement  may  be  terminated, .  either  by  the  Com- 
pany or  by  Underwriters  who  have  in  the  aggregate  agreed  to  purchase  more 
than  50%  of  the  principal  amount  of  the  Debentures  other  than  the  Debentures 
which  one  or  more  Underwriters  shall  have  failed  or  refused  to  purchase.  In 
the  event  of  any  such  termination  the  Company  shall  not  be  under  any  liability 
to  any  Underwriter,  nor  shall  any  Underwriter  (other  than  an  Underwriter 
who  shall  have  failed  or  refused  to  purchase  Debentures  without  some  reason 
sufficient  to  justify  its  cancellation  or  termination  of  its  obligation^ hereunder) 
be  under  liability  to  the  Company. 

If  this  Agreement  shall  be  terminated  by  the  Underwriters  or  any  of  them; 
because  of  any  failure  or  refusal  on  the  part  of  the  Company  ^  comply  with  ^the 
terms  or  to  fulfill  any  of  the  conditions  of  this  Agreement.  Gr  if  for  any  reason 
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the  Company  shall  be  unable  to  perform  its  obligations  under  this  Agreement, 
or  if  the  Company  shall  terminate  this  Agreement  under  the  option  contained 
In  the  first'  paragraph  of  this  Article  VII,  the  Company  will  reimburse  the 
Underwriters  or  such  underwriters  as  have  so  terminated  this  Agreement  with 
respect  to  themselves,  severally,  for  all  of  their  out-of-pocket  expenses  (including 
the  fees  and  disbursements  of  their  counsel)   reasonably  .incurred  by  them. 

vin 

The  Agreement  herein  set  forth  has  been  and  is  made  solely  for  the  benefit 
of  the  Underwriters  and  the  Company,  their  successors  and  assigns,  and,  to 
the  extent  expressed,  for  the  benefit  of  persons  controlling  Underwriters  and  of 
dealers  purchasing  Debentures,  their  successors  and  assigns,  and  no  other  person 
shall  acquire  or  have  any  right  under  or  by  virtue  of  this  Agreement.  The 
lerm  "successors  and  assigns"  shall  not  include  any  purchaser  of  the  Debentures 
merely  because  of  such  purchase. 

Please  confirm  that  the  foregoing  correctly  sets  forth  the  agreement  between 
us. 

Very  truly  yours, 

Shell  Union  On.  Corporation 

By    ,    President 

Confirmed  July  17,  1939. 

Morgan  Stanley  &  Co.,  Incorporated 

By 

Vice-President 

Acting  severally  on  behalf  of  itself  and  the  several  Underwriters  named  herein. 


Exhibit   1 
Morgan  Stanley  &  Co.  Incorporated 
Two  Wall  Street,  New  York 

^'"►,000,000  Shell  Union  Oil  Corporation  Fifteen  Year  2V2%  Debentures 

Dateu  July  /,  1939  Due  July  1,  195.', 

New  York,  July  19,  1939. 

Dear  Sirs  :  We  and  the  other  Underwriters  named  in  the  Offering  Prosr  _-ctus 
have  severally  agreed  to  purchase,  subject  to  the  teuns  and  conditions  of  our 
Purchase  Agreement,  at  961/i%  of  the  principal  amount  thereof,  and  accrued 
interest  to  the  date  of  payment  therefor,  an  aggregate  of  $85,000,000  principal 
amount  of  Shell  Union  Oil  Corporation  (hereinafter  called  the  Company)  Fif- 
teen Year  2V2%  Debentures  (hereinafter  called  the  Debentures),  to  be  dated 
July  1,  1939,  and  to  mature  July  1,  1954,  and  more  fully  described  in  the  en- 
closed copy  of  the  Offering  Prospectus. 

A  part  of  the  $85,000,000  principal  amount  of  the  Debentures  js  being  offered 
for  sale,  when,  as  and  if  issued  and  accepted  by  the  several  Underwriters  and 
subject  to  the  approval  of  their  counsel  and  to  the  other  terms  and  conditions 
hereof,  to  dealers  at  97%%  of  the  principal  amount  thereof — the  public  offering 
price — and  accrued  interest,  less  a  concession  of  %%,  payable  as  hereinafter 
provided.  No  deduction  from  this  concession  will  be  made  for  expenses.  Out 
of  the  above-stated  concession  of  %%,  dealers  may  allow  a  concession  not  in 
excess  of  Vh%  to  brokers  or  dealers  only,  provided  that  such  concession  is  not 
reallowed  to  a  customer  in  any  case. 

We  are  advising  you  by  telegram  of  the  principal  amount  of  Debentures 
reserved  for  purchase  by  you,  subject  to  the  terms  and  conditions  hereof.  Such 
Debentures  will  be  reserved  for  purchase  by  you  until  4  o'clock  P.  M.  (standard 
time  in  your  city),  Wednesday,  July  19.  1939.  Please  advise  us  at  our  office, 
2  Wall  Street,  New  York  City,  by  the  time  specified,  whether  or  not  you  agree 
to  purchase,  on  the  terms  and  conditions  hereof,  all  or  any  part  of  such 
reserved  Debentures.  Applications  for  Debentures  in  excess  of  the  amount  so 
reserved  and  applications  received  after  4  o'clock  P.  M.  (standard  time  in  the 
applicant's  city),  Wednesday,  July  19,  1939,  will  be  received  only  subject  to 
allotment  by  us  in  our  uncontrolled  discretion. 

We  have  been  advised  by  the  Company  that  a  Registration  Statement  in  re- 
spect of  these  Debentures  under  the  Securities  Act  of  1933,  as  amended,  has 
become  effective.  Neither  you  nor  any  other  person  is  authorized  by  the  Com- 
pany or  by  the  Underwriters  to  give  any  information  or  make  any  representa^ 
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lions,  other  than  those  contained  in  the  Offering  Prospectus,  in  connection 
with  the  issue  and  sale  of  the  Debentures.  No  dealer  is  authorized  to  act  as 
agent  for  the  several  Underwriters  when  offering  the  Debentures  to  the  public 
or  otherwise.  The  Company  has  agreed  with  the  Underwriters  that  for  a 
period  of  one  year  after  the  first  date  of  the  public  offering  of  the  Debentures, 
if  any  event  shall  occur  as  a  result  of  which  it  is  necessary  to  amend  or 
supplement  the  Prospectus  in  order  to  make  the  statements  therein,  in  the  light 
of  the  circumstances  when  the  Prospectus  is  delivered  to  a  purchaser,  not  mis- 
leading, forthwith  to  prepare  and  furnish,  at  its  own  expense,  to  the  Under- 
writers and  to  the  dealers  to  whom  Debentures  may  have  been  sold  by  us  on 
behalf  of  the  Underwriters  and,  upon  request,  to  any  other  dealers  making  such 
request,  either  amendments  to  the  Prospectus  or  supplemental  information  so 
that  the  statements  in  the  Prospectus  as  so  amended  and  supplemented  will  not, 
in  the  light  of  the  circumstances  when  the  Prospectus  is  delivered  to  a  pur- 
chaser, be  misleading. 

You  may  offer  the  Debentures  Wednesday  morning,  July  19,  1939,  subject 
to  the  foregoing  and  to  the  above  referred  to  conditions  of  the  Purchase  Agree- 
ment of  the  Underwriters.  No  dealer  shall  enter,  either  directly  or  indirectly, 
into  any  agreement  or  arrangement  with  any  purchaser  of  the  Debentures 
whereby  such  dealer  accepts  Shell  Union  Oil  Corporation  Fifteen-Tear  3%% 
Debentures  dated  March  1,  1936  and  due  March  1,  1951  or  Shell  Union  Oil 
Corporation  Fifteen  Year  3%%  Sinking  Fund  Debentures,  due  June  1,  1953, 
(both  of  which  issues  the  Company  intends  to  redeem  on  or  before  September  1, 
1939)  in  payment  of  all  or  any  part  of  the  purchase  price  of  the  Debentures 
at  any  price  in  excess  of  102y2%  for  the  3y2%  Debentures  or  104%  for  the 
3%%  Debentures  and  accrued  interest  in  either  case  to  the  redemption  date. 

Public  advertisement  of  the  Debentures  will  be  made  July  19,  1939.  After, 
that  date,  you  may  advertise  on  your  own  i-esponsibility  over  your  own  name 
and  at  your  own  expense.  Additional  copies  of  the  Offering  Prospectus  will  be 
supplied  in  reasonable  quantities  upon  request. 

The  Debentures  purchased  by  the  Underwriters  which  are  not  being  offered 
to  dealers  in  accordance  with  the  terms  of  this  Agreement  are  being  offered 
for  sale  by  certain  of  the  Underwriters,  all  of  whom  have  agreed  with  respect 
to  the  sale  of  Debentures  to  comply  with  the  terms  and  conditions  of  this 
Agreement.  All  of  such  Underwriters  have  agreed  that  they  will  not  sell  or 
offer  to  sell  or  solicit  offers  to  buy  Debentures  prior  to  the  public  offering. 

Payment  for  Debentures  purchased  by  you  is  to  be  made  by  certified  check 
at  the  office  of  J.  P.  Morgan  &  Co.,  23  Wall  Street,  New  York  City,  at  the 
public  offering  price,  and  accrued  interest  to  the  date  of  payment  therefor, 
on  July  24,  1939,  or  such  later  date  as  we  may  advise,  in  New  York  Clearing 
House  funds  to  the  order  of  Morgan  Stanley  &  Co.  Incorporated,  against  deliv- 
ery of  temporary  Debentures.  The  concession  to  which  you  shall  be  entitled  will 
he  paid  to  you  upon  the  termination  of  this  Agreement.  Notwithstanding  the 
distribution  of  any  such  amount  to  you,  you  agree  to  pay  your  proportionate 
share  of  any  claim,  demand  or  liability  asserted  against  you  and  the  other 
dealers  to  whom  Debentures  are  sold  in  accordance  with  the  terms  of  this 
Agreement  or  any  of  them,  or  against  us  as  Manager  of  the  offering,  based 
on  the  claim  that  such  dealers  constitute  an  association,  unincorporated  business 
or  other  separate  entity. 

In  the  event  that  prior  to  the  termination  of  this  Agreement  (or  prior  to  such 
earlier  date  as  we  may  determine),  we  purchase  for  the  account  of  any  of  the 
several  Underwriters,  in  the  open  market  or  otherwise,  at  or  below  the  public 
offering  price,  an v  Debentures  delivered  to  you,  we  reserve  the  right  to  with- 
hold the  aba  'tioned  concession  on  such  Debentures. 

j-uio  .«.£ i cement  wm  terminate  on  sepiemner  za,  lvav,  unless  sooner  termi- 
nated by  us. 

As  Manager  of  the  offering,  we  shall  have  full  authority  to  take  such  action 
as  we  may  deem  advisable  in  respect  of  all  matters  pertaining  to  the  offering. 
As  Manager,  we  shall  be  under  no  liability  to  you  for  or  in  respect  of  the 
validity  of,  or  the  form  of,  or  the  representations  contained  in,  the  Debentures 
or  the  Registration  Statement  or  the  Offering  Prospectus  or  the  Newspaper 
Prospectus  or  the  Agreement  with  the  Company  for  the  purchase  of  the  De- 
bentures or  other  instruments  executed  by  the  Company  or  by  others:  or  for 
the  delivery  of  the  Debentures  or  the  performance  by  the  Company  or  by 
others  of  any  agreement  on  its  or  their  part;  or  for  the  qualification  of  the 
Debentures  for  sale  under  the  laws  of  any  jurisdiction;  or  for  any  matter  con- 
nected with  this  Agieement,  except  for  lack  of  good  faith  and  for  obligations 
expressly   assumed    by   us    in    this    Agreement.      This    offer    of   Debe»rm-es    to 
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Sealers  Is  made  In  each  state  only  by  such  of  the  Underwriters  as  may  lawfully 
sell  the  Debentures  to  dealers  in  such  state. 

Each  of  the  Several  Underwriters  has  authorized  us  for  its  account,  during 
the  term  of  agreements  between  us  and  the  several  Underwriters  (which 
agreements  will  terminate  thirty  days  after  the  termination  of  this  Agree- 
ment, or  on  such  earlier  date  as  we  may  determine),  (1)  to  buy  and  to  sell 
Debentures,  in  addition  to  the  Debentures  sold  to  dealers  pursuant  to  the  terms 
of  this  Agreement,  in  the  open  market  or  otherwise,  for  either  long  or  short 
account,  on  such  terms  and  at  such  prices  as  we  may  deem  desirable,  and  (2) 
in  arranging  for  sales  to  dealers  pursuant  to  the  terms  of  this  Agreement  to 
over-allot,  it  being  understood  that  such  purchases  and  sales  and  over-allotments 
shall  be  made  for  the  account  of  each  of  the  several  Underwriters  as  nearly  as 
practicable  in  proportion  to  the  respective  principal  amounts  of  Debentures 
which  the  Underwriters  severally  have  agreed  to  purchase  from  the  Company ; 
provided,  however,  that  at  no  time  shall  the  net  commitment  of  any  Under- 
writer under  such  provisions  of  said  agreements,  for  either  long  or  short  ac- 
count, exceed  10%  of  the  principal  amount  of  Debentures  which  any  such 
Underwriter  has  agreed  to  purchase  from  the  Company. 

Each  of  the  several  Underwriters  reserves  the  right  to  ruaKe  purchases  and 
sales  of  the  Debentures  in  the  ordinary  course  of  business,  and  not  for  the 
purpose  of  stabilizing  the  price  of  any  security,  for  its  own  account,  in  the 
open  market  or  otherwise,  for  either  long  or  short  account. 

Please  advise  us  whether  or  not  you  agree  to  purchase  all  or  any  part  of 
the  Debentures  reserved  for  you,  and  if  you  so  agree  please  confirm  your  pur- 
chase by  signing,  in  the  manner  indicated  on  the  reverse  hereof,  and  returning 
to  us  the  duplicate  copy  of  this  letter  enclosed  herewith. 
Very  truly  yours, 

Morgan  Stanley  &  Co.,  Incorporated 
By , 

Morgan  Stanley  &  Co.,  Incokx-orated, 
2  Wall  Street,  New  York,  N.  Y. 

Dear  Sirs:  We  hereby  confirm  our  purchase  of  $ principal  amount 

of  Shell  Union  Oil  Corporation  Fifteen  Year  2%%  Debentures,  due  July  1, 
1954,  reserved  firm  for  us  in  accordance  with  all  the  terms  and  conditions  stated 
in  the  foregoing  letter  and  in  your  telegram  setting  forth  the  amount  of  Deben- 
tures reserved  for  purchase  by  us.  We  hereby  acknowledge  receipt  of  the 
Offering  Prospectus  dated  July  19,  1939,  relating  to  the  above  Debentures  and 
we  further  state  that  in  purchasing  these  Debentures,  we  have  relied  upon  said 
Offering  Prospectus  and  on  no  other  statements  whatsoever,  written  or  oral. 


By 

. Address 

Dated,  July  __,  1939. 


Exhibit  No.  2016 

[Excerpt  from  contract  between  Morgan  Stanley  &  Co.,   Incorporated  and   Southern  Bell 
Telephone  and  Telegraph  Company] 

$22,250,000  Southern  Bell  Telephone  and  TeCEgrapfi  Company  Forty  Tear 

3%  Debentures 
Dated  July  1,  193!)  Due  July  1,  1919 

CONTRACT 

Dated  July  17,  1939. 

******* 

III 

If  any  Underwriter  (except  for  breach  of  any  condition  set  forth  in  Article  VI 
hereof  or  for  breach  of  any  representation  or  warranty  herein  by  the  Company 
or  for  default  by  the  Company  in  the  performance  of  any  of  its  obligations 
hereunder  prior  to  the  payment  by  the  Underwriters  for  the  Debentures)  shall 
fail  or  refuse  to  purchase  the  principal  amount  of  Debentures  which  it  is 
required  to  purchase  under-  this  Agreement,  the  Company  will  immediately 
notify  you  and,  in  such  case,  you  will,  within  three  days  of  receipt  of  such 
notice,  agree  to  purchase  for  your  own  account,  or  mm  parties  who  agree  to 
purchase,  such  Debentures  on  the  terms  herein  set  forth.  In  any  such  case 
you  will  have  the  right  to  postpone  the  closing  date  from  the  date  determined 
as  provided  in  Article  V,  bul  in  no  event  fo  a  date  Inter  than  August  #,   1930. 
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in  order  that  necessary  changes  and  arrangements  may  be  effected  by  you 
by  the  Company. 


Exhibit  No.  2017 

[Excerpt  from   underwriting  agreement  between    Appalachian   Electric   Power   Company 
and  the  Syndicate  headed  by  Bonbright  &  Company,  Incorporated] 

Appalachian  Electric  Power  Company 

$57,000,000  First  Mortgage  Bonds  4%  Series,  due  1963 

$10,000,000  Sinking  Fund  Debentures  4y2%   Series,  due  1948 

Syndicate  Managers:  Bonbright  &  Company,  Incorporated. 

Underwriting  Agreement  dated  January  28,  1938. 

"Any  Bonds  or  Debentures  reserved  for  sale  to  Dealers  or  Underwriters  pur- 
suant to  Article  II  hereof  but  not  purchased  by  them,  or  so  reserved  and  pur- 
chased but  with  respect  to  the  payment  for  which  default  is  made,  and  aot 
purchased  by  you  for  the  accounts  of  the  several  Underwriters  pursuant  to 
Par.  VIII  hereof,  shall  upon  the  termination  of  this  agreement,  aud  may  in 
your  discretion  from  time  to  time  prior  thereto,  be  delivered  to  the  respective 
Underwriters,  (a)  in  the  case  of  Bonds  as  nearly  as  practicable  in  the  ratio 
that  the  principal  amount  of  Bonds  of  the  respective  Underwriters  so  reserved 
for  offering  bears  to  the  total  principal  amount  of  Bonds  of  all  Underwriters 
so  reserved,  against  payment,  etc.,  etc.  *  *  *  and  (b)  in  the  case  of  Deben- 
tures, as  nearly  as  practicable  in  the  same  ratio  that  the  principal  amount  of 
Debentures  of  the  respective  Underwriters  so  reserved  for  offering  bears  to 
the  total  principal  amount  of  Debentures  of  all  Underwriters  so  reserved,  against 
payment,  etc.,  etc." 

Exhibit  No.  2018 

[Excerpt  from  underwriting  agreement  between  Bethlehem  Steel  Corporation  and  the 
Syndicate  headed  by  Kuhn,  Loeb  &  Co. ;  Smith,  Barney  &  Co. ;  Mellon  Securities 
Corporation] 

Bethlehem  Steel  Corporation 

$25,000,000  Consolidated  Mortgage  Twenty  Year  Sinking  Fund  3%%  Bonds, 
Series  F,  due  1959. 

Syndicate  Managers :  Kuhn,  Loeb  &  Co. ;  Smith,  Barney  &  Co. ;  Mellon  Securi- 
ties Corporation. 

Underwriters  Agreement  dated  June  26,  1939. 

Art.  7.  "Any  Bonds  reserved  for  offering  to  the  Selling  Group,  as  aforesaid, 
but  not  sold,  and  any  such  Bonds  so  reserved  but  on  the  commitment  for  the  pur- 
chase of  which  any  member  of  the  Selling  Group  has  defaulted,  shali,  on  or  before 
the  termination  of  this  agreement  among  the  several  Underwriters,  at  your 
option,  either  (a)  be  sold  by  you,  at  not  less  than  99%  of  the  principal  amount 
thereof  plus  accrued  interest,  for  the  account  of  the  Underwriter  which  own 
such  Bonds,  or  (b)  be  delivered  to  each  Underwriter  as  nearly  as  practicable  vn 
the  proportion  which  the  pricipal  amount  of  Bonds  purchased  by  such  Underwriter 
and  so  reserved  for  sale  to  members  of  the  Selling  Group  bears  to  the  total  princi- 
pal amount  of  Bonds  of  all  Underwriters  so  reserved,  against  payment  to  you  for 
the  respective  accounts  of  the  Underwriters  which  owns  such  Bonds  of  97%  of 
the  principal  amount  thereof,  plus  accrued  interest."     italics  supplied.! 


Exhibit  No.  2019 

[Excerpt  from  underwriting  agreement  between  Central  Illinois  Public  Service  Company 
and  the  Syndicate  headed  by  Halsey,  Stuart  &  Co.,  Inc.] 

Central  Illinois  Public  Service  Company 

$38,000,000  First  Mortgage  Bonds,  Series  A,  3%%,  due  1968. 

Syndicate  Manager:  Halsey,  Stuart  &  Co.  Inc. 
Underwriters  Agreement  dated  December  5,  1938. 

Art.  5.  "In  case  any  Bonds  reserved  for  allotment  to  selected  dealers     *    *    * 
shall  not  be  purchased  and  naid  for  by  the  selected  dealer     *     *     *     each  Under- 
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writer  agrees  (1)  to  accept  delivery  when  tendered  by  you  of  (a)  a  principal 
amount  of  such  bonds  reserved  for  allotment  to  selected  dealers  as  nearly  as 
practicable  in  the  proportion  which  the  amount  of  Bonds  reserved  for  allotment 
to  selected  dealers  for  the  account  of  such  Underwriter  shall  bear  to  the  total 
amount  of  Bonds  reserved  for  allotment  to  selected  dealers,    *    *    *" 


Exhibit  No.  2020 

[Excerpt  from  underwriting  agreement  between  Central  Maine  Power  Company  and  the 
Syndicate  headed  by  Coffin  &  Burr,  Incorporated] 

Central  Maine  Powee  Company 

$4,500,000  First  and  General  Mortgage  Bonds,  Series  J  3*&%  due  1968 

Syndicate  Managers :  Coffin  &  Burr,  Incorporated. 

Underwriters  Agreement  dated  February  17,  1939. 

"If  any  of  the  Bonds  reserved  for  allotment  to  the  Selected  Dealers  or  for  sale 
to  Institutions  shall  not  be  subscribed  for,  purchased  and  paid  for  by  them,  we 
reserve  the  right  to  require  the  Underwriters  to  take  up  such  Bonds  in  the  same 
proportions  in  which  they  were  reserved  from  their  respective  accounts  and  you 
and  we  agree  to  pay  for  such  Bonds  at  the  contract  price,  plus  accrued  interest 
from  December  1,  1938.  The  amount  so  paid  shall  be  used  by  us  to  reimburse 
the  Underwriters  for  the  cost  to  them  of  any  of  their  Bonds  so  reserved  for 
which  they  have  not  theretofore  been  reimbursed." 


Exhibit  No.  2021 

[Excerpt    from    underwriting   agreement    between    Consolidated    Gas    Electric   Light   and 
Power  Company  of  Baltimore  and  the  Syndicate  beaded  by  White,  Weld  &  Co.] 

Consolidated  Gas  Electric  Light  and-  Power  Company  of  Baltimore 

$7,000,000  Series  P,  3%  First  Refunding  Mortgage  Sinking  Fund  Bonds  due  1969 

Syndicate  Managers :  White,  Weld  &  Co. 

Underwriters  Agreement  dated  June  5,  1939. 

Art.  8.  "Each  of  the  Underwriters  agrees  *  *  *  (e)  to  take  up  and  pay 
for,  on  your  demand,  at  a  price  of  103%  of  the  principal  amount  thereof  and 
accrued  interest,  any  of  the  Bonds  which  such  Underwriter  has  agreed  to  pur- 
chase from  the  Company,  reserved  by  you,  as  above  provided  for  allotment  and 
sale  to  Selected  Dealers,  and  not  purchased  and  paid  for  by  the  Selected  Dealers. 
Such  Bonds  are'to  be  taken  up  by  each  of  the  Underwriters,  however,  as  nearly 
as  practicable,  in  the  same  proportion  as  its  Bonds  so  reserved  re.  nectively  bore 
to  the  aggregate  so  reserved ;" 

Exhibit  No.  2022 

[Excerpt  from  underwriting  agreeiient  between  Dallas  Power  &  Light  Company  and  the 
Syndicate  headed  by  Lee  Higginson  Corporation] 

Dallas  Power  &  Light  Company 

$16,000,000  First  Mortgage  Bonds,  3%%  Series  due  1967 

Syndicate  Managers:  Lee  Higginson  Corporation. 

Underwriters  Agreement  dated  February  6,  1937. 

Art.  5.  "Each  of  the  Underwriters  shall  be  severally  liable  for  Bonds  reserved 
for  allotment  to  the  selected  dealers  but  not  subscribed  for  or  purchased  and 
paid  for  by  the  selected  dealers,  in  the  proportion  which  the  amount  of  Bonds  so 
reserved  for  allotment  to  selected  dealers  for  the  account  of  each  of  the  Under- 
waters, shall  bear  -to  the  total  amount  of  Bonds  so  reserved  for  allotment." 
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Exhibit  No.  2023 

[Excerpt  from  underwriting  agreement  between  Firestone  Tire  &  Rubber  Company  ami 
the  Syndicate  headed  by  Brown,  Harriman  &  Cc,  Incorporated;  (Harriman,  Ripley 
&  Co.,  Incorporated)  Otis  &  Co.  (Incorporated)] 

Firestone  Tike  &  Rtntuta  Company 
$50,000,000  Ten-Year  3yz%  Debentures,  due  1 948 

Syndicate  Managers:  Brown,  Harriman  &  Co.,  Incorporated;  (Harriman, 
Ripley  &  Co.,  Incorporated)  Otis  &  Co.  (Incorporated). 

Underwriters  Agreement  dated  October  24,  193s. 

Art.  II.  "Any  Debentures  reserved  for  sale  to  dealers  and  institutions,  as 
aforesaid,  but  not  purchased  and  paid  for  by  them,  may  in  your  discretion, 
be  delivered  to  the  Underwriters,  except  Brown  Harriman  &  Co.,  Limited, 
in  the  ratio  that  the  principal  amount  of  Debentures  of  the  respective  Under- 
writers so  reserved  bears  to  the  total  principal  amount  of  such  Debentures  of  all 
Underwriters  so  reserved,  or  may  be  taken  over  for  the  account  of  the  several 
Underwriters,  except  Brown  Harriman  &  Co.,  Limited,  as  provided  in  Article 
VIII  hereof."     [Italics  supplied.] 

Exhibit  No.  2024 

[ICxecrpt  from    underwriting  agreement   between  Gatineau  Power  Company   and  the  Syn- 
dicate headed  by  The  First  Boston  Corporation] 

Gatineau  Poweb  Company 

$52,500,000  First  Mortgage  Bonds,  S%%  Series  A  due  1969. 

Syndicate  Managers:  The  First  Boston  Corporation. 

Underwriters  Agreement  dated  April  21,  1939. 

"In  the  event  that  any  of  the  Series  A  Bonds  reserved  for  offering  to  the 
selected  dealers,  or  to  institutional  purchasers,  as  above  provided,  shall  not  be 
purchased  and  paid  for  by  the  selected  dealers  or  institutional  purchaser's,  as 
the  case  may  be,  the  Representative  reserves  the  right  either  to  deliver  such 
Series  A  Bonds  in  whole  or  in  part  to  the  respective  Underwriters  as  nearly 
as  practicable  in  the  ratio  that  the  principal  amount  of  Series  A  Bonds  of  the 
respective  Underwriters  so  reserved  for  offering  to  the  selected  dealers  or  to 
institutional  purchasers,  as  the  case  may  be.  bears  to  the  total  principal  amount 
of  such  Series  A  Bonds  of  all  Underwriters  so  reserved  for  sale  or  to  sell  such 
Series  A  Bonds  in  whole  or  in  part  for  their  respective  accounts  in  the  same 
ratio." 


Exhibit  No.  2025 

[Excerpt   from   underwriting    agreement   between    Indianapolis    Tower   &   Light   Company 
and  the  Syndicate  headed  by  Lehman  Brothers] 

Indianapolis  Powkb  <Sc  Light  Company 

$32,000,000  First  Mortgage  Bonds,  3%%   Series  due. 1968  and  $5,500,000  Serial 

Notes 

Syndicate  Manager:  Lehman  Brothers. 

Underwriting  Agreement  signed  August  3,"  19:!S. 

Pak.  3.  "All  sales  of  Bonds  to  retail  purchasers  and  all  sales  of  Notes  to  retail 
purchasers  or  other  dealers  shall  be  made  for  the  accounts  of  the  respective 
Underwriters,  as  nearly  as  practicable,  proportionately  to  the  respective  principal 
amounts  of  Bonds  and  of  Notes  which  they  have  respectively  agreed  to  purchase 
from  the  Company.  All  sales  of  Bonds  reserved  for  offering  to  the  Selected 
Dealers  shall  be  made  for  the  accounts  of  the  respective  Underwriters  for 
whom  the  same  have  been  so  reserved,  as  neaj  y  as  praetica'uV,  proportionately 
to  the  amount  of  Bonds  so  reserved  for  the  acount  of  each  such  Underwriter. 
Bonds  and  Notes  of  any  Underwriter  so  ofleie  I  or  reserved,  which  remain  un- 
sold, or  if  sold  are  not  paid  for,  at  any  time  prior  to  the  settlement  of  accounts 
hereunder,  may  in  our  discretion,  or  shall  upon  the  request  of  such  Underwriter, 
be   delivered   to   such    Underwriter,   but   such    Bonds   and    Notes    shall    remain 
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subject  to  disposition  by  us,  in  our  discretion,  until  the  settlement  of  accounts 
hereunder." 

Exhibit  No.  2026 

[Excerpt  from  underwriting  agreement  between  Michigan  Consolidated  Gas  Company  and 
the  Syndicate  headed  by  Dillon,  Read  &  Co. ;  Mellon  Securities  Corporation] 

Michigan  Consolidated  Gas  Company 

$34,000,000  First  Mortgage  Bonds  4%  Series  due  1963 

Syndicate  Managers :  Dillon,  Read  &  Co. ;  Mellon  Securities  Corporation. 

Underwriting  Agreement  dated  October  4,  1938. 

"Article  4.  *  *  *  In  case  the  members  of  the  Selling  Group  shall  not  take 
up  and  pay  for  the  entire  portion  of  the  issue  of  Bonds  with  respect  to  which 
the  Selling  Group  is  proposed  to  be  formed,  the  Bonds  not  so  taken  up  and 
paid  for  by  members  of  the  Selling  Group  shall  be  divided  among  the  Bond 
Underwriters  at  or  prior  to  the  termination  of  this  agreement,  each  Bond 
Underwriter  receiving  Bonds  in  the  proportion  which  the  amount  of  Bonds 
purchased  by  it  from  the  Company  (after  deducting  the  amount  of  Bonds 
retained  by  him  as  aforesaid)  shall  bear  to  the  total  amount  of  the  issue  of 
Bonds  (after  deducting  the  total  amount  of  Bonds  so  retained  by  all  Bond 
Underwriters). 

Exhibit  No.  2027 

[Excerpt   from    underwriting  agreement  between   Montana-Dakota   Utilities   Co.   and   the 
Syndicate  headed  by  Blyth  &  Co.,  Inc.,  and  Merrill  Lynch  &  Co.,  Inc.] 

Montana-Dakota   Utilities  Co. 

$9,000,000  First  Mortgage  Sinking  Fund  Bonds,  4^%  Series,  due  1954 

Syndicate  Managers:  Blyth  &  Co.,  Inc.  and  Merrill  Lynch  &  Co.,  Inc. 

Underwriting  Agreement  dated  May  20,  1939. 

Par.  2.  "Each  Underwriter  agrees  to  reserve  such  part  or  all  of  the  Bonds 
which  such  Underwriter  has  agreed  to  purchase  from  the  Company,  as  you, 
as  representatives'  of  the  several  Underwriters,  shall,  in  your  discretion,  de- 
termine for  sale  to  certain  dealers  whom  you  may  select  *  *  *  If  all  of  the 
Bonds  so  reserved  are  not  sold  to  Selected  Dealers,  the  amounts  of  Bonds  of 
the  respective  Underwriters  sold  to  Selected  Dealers  shall  be  as  nearly  as  prac- 
ticable proportionate  to  the  amounts  of  Bonds  of  the  respective  Underwriters 
so  reserved."     [Italics  supplied.] 

Exhibit  No.  2028 

[Excerpt    from  underwriting   agreement   between    National   Distillers    Products    Corpora- 
tion and  the  Syndicate  headed  by  Glore,  Forgan  &  Co.  ;  Harriman  Ripley  &  Co.,  Inc.] 

National   Distillers    Products    Corporation 

$22,500,000  Ten-Year  Convertible  3y2%  Debentures,  due  March  1,  1949 

Syndicate   Managers:   Glore,   Forgan   &   Co.;    Harriman    Ripley   &   Co.,    Inc. 

Underwriters  Agreement  dated  March  17,  1939. 

5.  "Each  of  the  several  Underwriters  authorizes  us,  for  its  account,  to  re- 
serve for  offering,  and  to  sell  and  deliver  any  or  all  of  the  Debentures  which 
such  Underwriter  has  agreed  to  purchase  from  the  Company  (a)  to  institu- 
tions selected  by  us,  and  (b)  to  dealers  selected  by  us  and  among  whom  we 
may  include  any  of  the  Underwriters  and  any  Sub-underwriter.  Sales  to 
institutions  shall  be  made  at  the  public  offering  price  plus  accrued  interest. 
Saies  to  such  dealers,  who  are  hereinafter  referred  to  as  the  "selected  dealers," 
shall  be  made  only  in  accordance  with  the  terms  and  conditions  of  selling 
agreements  (hereinafter  referred  to  as  the  "selling  agreements")  with  such 
dealers  in  the  form  attached  hereto  as  Annex  B.  with  such  modifications 
therein  as  we  may  consider  necessary  or  advisable  and  which  in  our  judgment 
are  not  material  modifications.  On  or  before  the  public  offering  date  we  will 
advise  each  Underwriter  of  the  principal  amount  of  Debentures  to  be  pur- 
chased by  such  Underwriter  from  the  Company  which  we  have  not  reserved 
for  sale  as  aforesaid.    Any  Debentures  reserved  for  sale  to  dealers  or  for  sale 
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to  institutions,  as  aforesaid,  but  not  purchased  and  paid  for  by  them  may  in 
each  case  in  our  discretion  be  delivered  to  the  several  Underwriters  in  tthe 
proportions  that  the  respective  principal  amounts  of  Debentures  of  the  several 
Underwriters  so  reserved  for  such  purpose  bear  to  the  total  principal  amount 
of  Debentures  so  reserved  for  such  purpose  or  may  be  taken  over  for  the 
account  of  the  several  Underwriters  as  provided  in  Paragraph  9  hereof.  Each 
of  the  several  Underwriters  authorizes  us  on  its  behalf  and  as  its  representative 
to  take  all  such  action  as  we  may  deem  advisable  in  "respect  of  all  matters 
pertaining  to  the  offering  to~institutions,  to  dealers  and  to  the  public  of  the 
Debentures" 


Exhibit  No.  2029 

[Excerpt  from  underwriting  agreement  between  National  Steel  Corporation  and  the  Syndi- 
cate Traded  by  Kuhn,  Loeb  &  Co.  and  Harriman  Ripley  &  Co.,  Incorporated] 

National  Steel  Corporation  $50,000,000 

First  (Collateral)  Mortgage  Bonds  3%  Series,  due  April  1,  1965 

Syndicate  Managers :  Kuhn,  Loeb  &  Co.  and  Harriman  Ripley  &  Co., 
Incorporated. 

Underwriting  Agreement  dated  April  24,  1939. 

Art.  7  (a).  "Any  Bonds  reserved  for  offering  to  institutions  or  to  the  Selling 
Group,  as  aforesaid,  but  not  sold  and  any  such  Bonds  so  reserved  but  on  the 
commitment  for  the  purchase  of  which  any  institution  or  member  of  the  Selling 
Group  has  defaulted,  shall,  on  or  before  the  termination  of  this  agreement 
among  the  several  Bond  Underwriters,  at  your  option,  either'  (a)  be  sold  by 
you,  at  not  less  than  99%  plus  accrued  interest,  for  the  account  of  the  respec- 
tive Bond  Underwriters  which  own  such  Bonds,  or  (b)  be  delivered  to  the 
respective  Bond  Underwriters  as  nearly  as  practicable  in  the  ratio  that  the 
principal  of  Bonds  purchased  by  each  Bond  Underwriter  and  so  reserved  for 
sale  to  institutions  and  members  of  the  Selling  Group  bears  to  the  total 
principal  amount  of  Bonds  of  all  Bond  Underwriters  so  reserved,  against  pay- 
ment to  you  for  the  respective  accounts  of  the  Bond  Underwriters  which  own 
such  Bonds  of  97%  plus  accrued  interest."     [Italics  supplied.] 


Exhibit  No.  '2030 

[Excerpt  from  underwriting  agreement  between  New  York  State  Electric  &  Gas  Corpora- 
tion and  the  Syndicate  headed  by  The  First  Boston  Corporation;  Glore,  Forgan  &  Co.] 

New  York  State  Electric  &  Gas  Corporation 

$1«000,000  First  Mortgage  Bonds,  3%%  Series  due  1964 

Syndicate   Managers :  The   First   Boston   Corporation ;    Glore,   Forgan   &   Co. 

Underwriters  Agreement  dated  June  19,  1939. 

"In  the  event  that  any  of  the  Bonds  reserved  for  offering  to  the  Bond 
Dealers  or  institutions,  as  above  provided,  shall  not  be  purchased  and  paid  for 
by  such  dealers  or  institutions,  -the  Representatives  reserve  the  right  either 
to  deliver  such  Bonds  in  whole  or  in  part  to  the  respective  Underwriters  of 
the  Bonds  as  nearly  as  practicable  in  the  ratio  that-  the  principal  amount  of 
Bonds  to  be  purchased  by  each  of  the  several  Underwriters  So  reserved  for 
offering  to  the  Bond  Dealers  or  to  institutions,  as  the  case  may  be,  bears  to  the 
total  principal  amount  of  Bonds  to  be  purchased  by  all  Underwriters,  so  reserved 
for  each  such  offering,  or  to  sell  such  Bonds  in  whole  or  in  part  for  their  respective 
accounts  in  the.  same  ratio." 

Exhibit  No.  2031 

[Excerpt    from   underwriting  agreement  between  North    Slwre  Gas   Company   and   North 
Shore  Coke  &  Chemical  Company  and  the  Syndicate  headed  by  A.  G.  Becker  &  Co.l 

North  Shore  Gas  Company  and  North  Shore  Coke  &  Chemical  Company 

$5,100,000  Joint  First  Mortgage  4%  Bonds  Series  A,  due  January  1,  1942 

Syndicate  Manager :  A.  G.  Becker  &  Co.     Underwriters  Agreement  dated 
4.  "In  the  event  that  any  of  the  Bonds  reserved  for  allotment  to  Dealers  as 
above  provided  shall  not  be  subscribed  for  or  shall  not  be  paid  for  by  such 
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Dealers,  then  the  respective  Underwriters  shall  take  up  such  Bonds  in  the 
ratio  that  the  principal  amount  of  bonds  of  the  respective  Underwriters 
so  reserved  for  allotment  bears  to  the  total  principal  amount  of  such  Bonds 
of  all  of  the  Underwriters  so  reserved,  and  the  respective  Underwriters 
agree  to  pay  the  Agent  for  such  Bonds  at  a  price  of  100%  of  the  principal 
amount  thereof  and  accrued  interest.  The  amount  so  paid  shall  be  used  by 
the  Agent  to  reimburse  the  several  Underwriters  for  cost  to  them  of  any  of 
their  Bonds  so  reserved  for  allotment  for  which  they  have  not  theretofore  been 
reimbursed,  as  provided  in  paragraph  10  hereof." 


Exhibit  No.  2032 

[Excerpt  from  underwriting  agreement  between  Pennsylvania  Power  &  Light  Company 
and  the  Syndicate  headed  by  Smith,  Barney  &  Co. ;  The  First  Boston  Corporation: 
Bonbright  &  Company,  Incorporated  ;  Dillon,  Read  &  Co.] 

Pennsylvania  Power  &  Light  Company 

$95,000,000  First  Mortgage  Bonds,  3y2%   Series  Due  1969;  $28,500,000  4y2% 

Debentures  due  1974 

Syndicate  Managers :  Smith,  Barney  &  Co. ;  The  First  Boston  Corporation ; 
Bonbright  &  Company,  Incorporated ;  Dillon,  Read  &  Co. 

Underwriting  Agreement  dated  August  7,  1939. 

Art.  2  (3rd  par.)  "We  authorize  you,  with  respect  to  the  Bonds  which  we 
agree  to  purchase  from  the  Company,  to  reserve  for  sale  and  to  sell  on  our 
behalf  any  and  all  such  Bonds  to  dealers  selected  by  you,  in  such  amounts  as 
you  shall  in  your  discretion  determine  *  *  *.  Any  Bonds  reserved  for  sale 
to  the  aforesaid  dealers  but  not  purchased  by  them  and  any  bonds  so  reserved 
and  purchased  but  with  respect  to  the  purchase  of  which  default  is  made, 
shall,  on  or  before  the  termination  of- this  Agreement,  at  your  option,  either 
(a)  be  sold  by  you,  at  not  less  than  104%%  plus  accrued  interest  for  the 
account  of  the  respective  Underwriters  which  own  such  Bonds  or  (b)  be  de- 
livered to  the  respective  Underwriters,  as  nearly  as  practicable  in  the  ratio 
that  the  principal  amount  of  bonds  purchased  by  each  underwriter  from  the  Com- 
pany and  so  reserved  for  sale  to  dealers  bears  to  the  total  primipal  amount  of 
Bonds  of  all  Underwriters  so  reserved,  against  payment  to  you  for  the  respective 
accounts  of  the  Underwriters  which  own  such  Bonds  of  104%%  plus  accrued 
interest."     [Italics  supplied.] 


Exhibit  No.  2033 

[Excerpt  from  underwriting  agreement  between  Public  Service  Company  of  Colorado  and 
the  Syndicate  headed  by  Halsey,  Stuart  &  Co.,  Inc.] 

Public  Service  Company  ov  Colorado 

$40,000,000  First  Mortgage  Bonds,  3J/2%  Series  due  1964 

Syndicate  Manager:  Halsey,  Stuart  &  Co.,  Inc. 

Underwriters  Agreement  dated  November  25,  1939. 

Art.  5.  "In  case  any  Bonds  *  *  *  reserved  for  allotment  to  selected 
dealers  *  *  *  shall  not  be  purchased  and  paid  for  by  the  selected  dealer^ 
*  *  *  each  Underwriter  agrees  (1)  to  accept  delivery  when  tendered  by 
you  of  (a)  a  principal  amount  of  such  Bonds  reserved  for  allotment  to  selected 
dealers  for  the  Bonds  as  nearly  as  practicable  in  the  proportion  which  the 
amount  of  Bonds  reserved  for  allotment  to  such  selected  dealers  for  the  ac- 
count of  such  Underwriter  shall  bear  to  the  total  amount  of  Bonds,  reserved 
for  allotment  to  such  selected  dealers,     *     *     *" 
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Exhibit  No.  2034 

[Excerpt  from  underwriting  agreement  between  Rochester   Cas  and  Electric  Corporation 
and  the  Syndicnte  headed  by  The  First  Boston  Corporation  and  Smith,  Barney  &  Co.l 

Rochester  Gas  and  Electric  < 'owokatton 

$8,323,000  General  Mortgage  3?A%  Bonds  Due  1069  Series  .1. 

Syndicate  Managers :  Tne  First  Boston  Corporation  ;  Smith,  Barney  &  Co. 

Underwriters  Agreement  dated  June  19,  1939. 

"In  the  event  that  any  of  the  Bonds  reserved  for  offering  to  the  selected 
dealers,  or  to  institutional  purchasers,  as  above  provided,  shall  not  be  pur- 
chased and  paid  for  by  the  selected  dealers  or  institutional  purchasers,  as  the 
case  may  be,  the  Representatives'  reserve  the  right  either  to  deliver  such 
Bonds  in  whole  or  in  part  (o  the  respective  Underwriters  :is  nearly  as  prac- 
ticable in  the  ratio  that  the  principal  amount  of  Bonds  of  the  respective  Un- 
derwriters so  reserved  for  offering  to  the  selected  dealers  or  to  institutional 
purchasers  bears  to  the  total  principal  amount  of  such  Bonds  of  all  Under- 
writers so  reserved  for  each  particular  purpose  or  to  sell  such  Bonds  in  whole 
or  in  part  for  their  respective  accounts  in  the  same  ratio." 


Exhibit  No.  2035 

[Excerpt    from   underwriting    agreement    between    Shell   Union    Oil    Corporation    and    the 
Syndicate  headed  by  Dillon,  Read  &  Co.  and  Hayden,  Stone  &  Co.] 

Shell  Union  Oil  Corporation 

$60,000,000  15  Year  3%$  Debentures,  Due  March  1,  1951 

Syndicate  Managers:  Dillion,  Read  &  Co.  and  Hayden,  Stone  &  Co. 

Underwriting  Agreement  dated  March  7,  1936. 

"Article  4.  *  *  *  In  case  the  members  of  the  Selling  Group  shall  not 
take  up  and  pay  for  the  entire  portion  of  the  issue  of  Debentures  with  respect 
to  which  the  Selling  Group  is  proposed  to  be  formed,  each  of  the  Underwriters 
shall  be  severally  liable  for  Debentures  not  so  taken  up  and  paid  for  by  Selling 
Group  members,  in  the  proportion  which  the  amount  of  Debentures  purchased 
by  such  Underwriter  from  the  Company  (after  deducting  the  amount  of  Deben- 
tures retained  by  him  as  aforesaid)  shall  bear  to  the  total  amdunt  of  the  issue 
of  Debentures  (after  deducting  the  total  amount  of  Debentures  so  retained  by 
all  Underwriters). 

Exhibit  No.  2036 

[  Excerpt    from    underwriting    agreement    between    Southern    Indiana    Gas    and    Electric 
Company  and  the  Syndicate  headed  by  Bonbright  &  Company,  Incorporated.] 

Southekn  Indiana  Gas  and  Electric  Company 

85,895  shares  4.89?'  Preferred  Stock 

Syndicate  Managers :  Bonbright  &  Company,  Incorporated. 

Underwriting  Agreement  dated  October  23,  1936. 

Art.  10.  "Upon  the  termination  of  the  agreement  expressed  in  Exhibit  B  you 
will  notify  each  of  the  undersigned  of  any  stock  purchased  by  such  undersigned 
and  allotted  as  dealer  shares  but  not  sold  to  dealers,  and  of  any  dealer  shares 
so  allotted  and  sold  but  with  respect  to  the  payment  for  which  default  has 
been  made.  Any  stock  not  so  sold  or  not  so  paid  for  shall  be  delivered  to  the 
parties  hereto,  pro  rata,  as  nearly  as  practicable  in  the  proportion  which  the 
number  of  shares  of  stock  which  each  party  has  agreed  to  purchase  from  the 
Company  bears  to  the  entire  number  of  shares  to  be  purchased  under  said 
contract,  against  payment  to  you  for  the  account  of  the  party  owning  such 
stock  at  $101.25  per  share,  plus  an  amount  equivalent  to  dividend  from  Novem- 
ber 1,  1936  at  4.8%  per  annum  to  the  date  of  such  payment,  for  all  stock  so 
delivered  to  any  party  and  not  therefore  owned  and  paid  for  by  such  party; 
and  all  the  parties  hereto  agree  to  take  up  and  pay  for  such  stojk  upon  such 
lender."     [Italics  supplied. 1 
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Exhibit  No.   2037 

[Except    from    underwriting   agreement   between    Texas    Corporation    and    the    Syndicate 
headed  by  Dillon,  Read  &  Co.] 

Texas  Corporation 

$40,000,000  3%  Debentures  due  1959 

Syndicate  Managers:  Dillon,  Read  &  Co. 

Underwriting  Agreement  dated  April  10,  1939. 

"Article  5.  *  *  *  In  case  the  members  of  the  Selling  Group  shall  not  take 
up  and  pay  for  the  entire  amount  of  Debentures  with  respect  to  which  the 
Selling  Group  is  proposed  to  be  formed,  the  Debentures  not  so  taken  up  and 
paid  for  by  members  of  the  Selling  Group  are  to  be  divided  among  the  Under- 
writers nt  or  prior  to  the  termination  of  this  agreement,  each  Underwriter 
receiving  Debentures  in  the  proportion  which  the  amount  of  Debentures  pur- 
chased by  it  from  the  Corporation  (after  deducting  the  amount  of  Debentures 
retained  by  it  as  aforesaid)  shall  bear  to  $40,000,000  principal  amount  of  Deben- 
tures (after  deducting  the  total  amount  of  Debentures  so  retained  by  all 
Underwriters). 

Exhibit  No.  2038 

[Excerpt    from   underwriting  agreement  between    Union   Oil  Company  of   California   and 
the  Syndicate  headed  by  Dillon,  Read  &  Co.] 

Union  On.  Company  op  California 

$30,000,000  3%  Debentures,  due  1959 

Syndicate  Managers :  Dillon,  Read  &  Co. 

Underwriting  Agreement  dated  August  14,  1939. 

"Article  5.  *  *  *  In  case  the  members  of  the  Selling  Group  shall  not 
take  up  and  pay  for  the  entire  amount  of  Debentures  with  respect  to  which 
the  Selling  Group  is  proposed  to  be  formed,  the  Debentures  not  so  taken  up 
and  paid  for  by  members  of  the  Selling  Group  are  to  be  divided  among  the 
Underwriters  at  or  prior  to  the  termination  of  this  agreement,  each  Under- 
writer receiving  Debentures  in  so  far  as  practicable  in  the  proportion  which 
the  amount  of  Debentures  purchased  by  it  from  the  Company  (after  deducting 
the  amount  of  Debentures  retained  by  it  as  aforesaid)  shall  bear  to  $30,000,000 
principal  amount  of  Debentures  (after  deducting  the  total  amount  of  Deben- 
tures so  retained  by  all  Underwriters). 


Exhibit  No.  2039 

[Excerpt   from  underwriting  agreement  between   West  Texas  Utilities   Company  and  the 
Syndicate  headed  by  Harris,  Hall  &  Company  (Inc.)] 

West  Texas  Utilities  Company 

$18,000,000  First  Mortgage  Bonds,  Series  A,  3%%,  due  1969 

Syndicate  Manager:  Harris,  Hall  &  Company  (Inc.) 

Und.    writers  Agreement  dated  June  2, 1939. 

Art.  5.  "In  case  any  Bonds  reserved  for  allotment  to  selected  dealers  shall  not 
be  purchased  and  paid  for  by  the  selected  dealei*,  each  Underwriter  agrees  (1)  to 
accept  delivery  when  tendered  by  you  of  a  principal  amount  of  such  Bonds  re- 
served for  allotment  to  selected  dealers  as  nearly  as  practicable  in  the  proportion 
which  the  amount  of  Bonds  reserved  for  allotment  to  selected  dealers  for  the 
account  of  such  Underwriter  shall  bear  to  the  total  amount  of  Bonds  reserved 
for  allotment  to  selected  dealers,    *    *    *  " 
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Exhibit  No.  2040 

[Excerpt  from   underwriting  agreement  between  Wisconsin  Electric  Power  Company  and 
the  Syndicate  headed  by  Dillon,  Read  &  Co.] 

Wisconsin  Electric  Power  Company 

$54,500,000  First  Mortgage  Bonds  3y2%  Series,  due  1968 

Syndicate  Managers :  Dillon,  Read  &  Co. 

Underwriting  Agreement  dated  October  21,  1938. 

"Article  4.  *  *  *  In  case  the  members  of  the  Selling  Group  shall  not  take 
up  and  pay  for  the  entire  amount  of  Bonds  with  respect  to  which  the  Selling 
Group  is  proposed  to  be  formed,  the  Bonds  not  so  taken  up  and  paid  for  by  mem- 
bers of  the  Selling  Group  are  to  be  divided  among  the  Underwriters  at  or  prior 
to  the  termination  of  this  agreement,  each  Underwriter  receiving  Bonds  in  the 
proportion  which  the  amount  of  Bonds  purchased  by  it  from  the  Company  (after 
deducting  the  amount  of  Bonds  retained  by  him  as  aforesaid)  shall  bear  to  the 
$54,500,000  principal  amount  of  Bonds  (after  deducting  the  total  amount  of  Bonds 
so  retained  by  all  Underwriters)." 

Exhibit  No.  2041 

[Prepared  by  the  staff  of  the  Investment  Banking  Section,  Monopoly  Study,  Securities  and  Exchange 

Commission] 

Shell  Union  Oil  Corporation  Debentures  Purchased  by  Underwriters  From  Com- 
pany and  Reserved  to  Underwriters  for  Retail  Distribution  by  Morgan 
Stanley  &  Co.,  Incorporated 


Names  of  Underwriters 


Amount 


Reserved 


Morgan  Stanley  &  Co.  Incorporated.. 

Kuhn,  Loeb  &  Co 

Smith,  Barney  &  Co --- 

Harriman  Ripley  &  Co.,  Incorporated 

The  First  Boston  Corporation 

Blyth  &  Co.,  Inc - 

Lehman  Brothers 

Lee  Higginson  Corporation '. . 

Hayden,  Stone  &  Co.  — 

Lazard  Freres  &  Co - 

Dominick  &  Dominick 

A.  C.  Allyn  and  Company,  Incorporated. 

Bacon,  Whipple  <t  Co 

Baker,  Watts  &  Company 

A.  O.  Becker  &  Co.,  Incorporated 

Biddle,  Whelen  &  Co 

Blair  &  Co.,  Inc 

Blair,  Bonner  &  Company 

Bonbright  &  Company,  Incorporated 

Alex.  Brown  &  Sons 

Central  Republic  Company 

E.  W.  Clark  &  Co 

Clark,  Dodge  &  Co 

Coffin  &  Burr,  Incorporated 

R.  L.  Day  &  Co... 

Dick  &  Merle-Smith 

Eastman,  Dillon  &  Co 

Equitable  Securities  Corporation 

Estabrook  &  Co 

Ferris  &  Hardgrove 

First  of  Michigan  Corporation 

Francis,  Bro.  &  Co.. 

Olore,  Forgan  &  Co 

Goldman,  Sachs  &  Co 

Graham,  Parsons  &  Co.. 

Hallgarten  &  Co.. 

Harris,  Hall  &  Company  (Incorporated). . 

Hayden,  Miller  and  Company 

Hemphill,  Noyes  &  Co. 

J.  J.  B.  HilliardA  Son 

Hornblower  &  Weeks .  . 

W.  E.  Hutton  &  Co 

The  Illinois  Company  of  Chicago 

Jackson  &  Curtis 

Kalman  &  Company 

Kean,  Taylor  &  Co.. 

Kidder.  Peabody  &  Co 


$10, 
5, 
4, 
4, 
4, 
3, 
3, 
3, 
3, 
3, 
2, 


000,000 
000,000 
000,000 
000,000 
000,000 
500,000 
500,000 
000,000 
000,000 
000,000 
000,000 
300,000 
250,000 
250,000 
500,000 
300,000 
600,000 
400,000 
500,000 
400,000 
500,000 
400,000 
000.000 
500,000 
400,000 
400,000 
400,000 
300, 000 
000,000 
250,000 
250,000 
250,000 
900,000 
500,000 
350,000 
350,000 
600,000 
400, 000 
750,000 
250,000 
750,000 
250,000 
250,000 
500,000 
250,000 
400,000 
500,000 


$1, 750, 000 

3, 250, 000 

3, 250, 000 

2, 750, 000 

2,800,QO0 

2,000,000 

2,000,000 

1,250,000 

1, 500, 000 

1,250,000 

300,000 

200,000 

225,000 

500,000 

225,000 

600,000 

400,000 

700,000 

400,000 

500,000 

400,000 

750, 000 

400,000 

400,000 

400,000 

400,000 

250, 000 

800,000 

125,000 

250,000 

225, 000 

600,000 

1,000,000 

350,000 

350,000 

600,000 

400,000 

750,000 

175,000 

650,000 

1,000,000 

250,000 

450,000 

200,000 

400, 000 

2, 250, -ooo 


12966  row  i:\TnATioN  of  economic  poweu 

Exhibit  No.  2041 — Continued 


Names  of  Underwriters 


Ladenburg,  Thalmann  &  Co 

Laird,  Bissell  &  Meeds 

Mackubin,  Legg  &  Company S. 

Laurence  M.  Marks  &  Co 

Merrill  Lynch  &  Co.  Inc 

Merrill,  Turben  &  Co .-. 

Mitchum,  Tully  &  Co 

F.  S.  Moseley  &  Co 

O.  M.-P.  Murphy  <fe  Co..- 

W.  H.  Newbold's  Son  &  Co 

Paine,  Webber*  Co 

Arthur  Perry  &  Co.  Incorporated 

R.  W.  Pressprich  <t  Co 

Reinholdt  &  Gardner 

Riter  &  Co... 

E.  H.  Rollins  &  Sons  Incorporated 

L.  F.  Rothschild  &  Co 

Salomon  Bros.  &  Hutzler 

Schoellkopf,  Hutton  &  Pomeroy,  Inc 

Schwabacher  &  Co 

Scott  &  Stringfellow 

Shields  &  Company 

Smith,  Moore  &  Co 

William  R.  Staats  Co 

Starkweather  &  Co 

Stern  Brothers  &  Co 

Stern,  Warn  pier  &  Co.  Inc 

Stone  &  Webster  and  Blodeet,  Incorporated. 

Spencer  Trask  &  Co 

Tucker,  Anthony  &  Co. 

Union  Securities  Corporation 

O.  H.  Walker  &  Co 

Weeden  &  Co 

Wells-Dickey  Company 

White,  Weld  &  Co 

Whiting,  Weeks  &  Stubbs  Incorporated 

The  Wisconsin  Company 

Dean  Witter  &  Co 


Total 85,000,000 


Amount 


$7.50. 000 
250,000 
250,000 
500.000 
350,000 
250, 000 
300,000 

1,250,000 
300,000 
300,000 
500,000 
300,000 
500,000 
250,  000 
400.000 
750,000 
3fiOO,000 
750,  000 
500,000 
300,000 
250,000 
750, 000 
250,000 
300,000 
250,000 
250,000 
300,000 
750,000 
500,000 
600, 000 

1,000,000 
400,000 
250,000 
300,000 

1,500,000 
350,000 
750,000 
750, 000 


Reserved 


$400,  000 
200, 000 
250,000 
500,000 
350,000 
250,000 
200,000 

1,000,000 
300,000 
300,000 
500,000 
300,000 
500,000 
250, 000 
400,000 
650,000 
550,000 
700,000 
.500,000 
250,000 
150,000 
7.50, 000 
200,000 
200,000 
250, 000 
250,000 
250,000 
700,000 
400,000 
500,000 

1,000,000 
300,000 
175,000 
300,000 

1,000,000 
350,  OOO 
750.000 
500,000 


50, 050, 000 


Source:  Information  supplied  to  Securities  &  Exchange  Commission  by  Morgan  Stanley  &  Co.,  Incor- 
porated in  connection  with  Shell  Union  Oil  Corporation  offering  of  $85,000,000  fifteen  year  lVi%  Deben- 
tures, due  1954. 


'Exhibit  No.  2042-1"  appears  in  full  in  the  text.  p.  12070. 


'Exhibit  No.  2042-2"  appears  in  full  in  the  text,  p.  12670. 


'Exhibit  No.  2042-3"  appears  in  full  in  the  text,  p.  12071. 


'Exhibit  No.  2042-4"  appears  in  full  in  the  text.  p.  12671. 


"Exhibit  No.  2042-5 
[From  the  files  of  Halsey,  Stuart  &  Co.,  Inc.] 

(Stamped  :)  Wire  Div.,  193S  Aug  30  PM  2  :  56 
122  Hough: 

On  Northern  States  special  stiles  10%  dealers  45%  on  Union  Elec.  No  spee&d 
s;iles  which  is  Dillons  usual  policy.    Waiting  their  reply  amt  for  dealers. 

Carlson. 
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129<)7 


Issue 


$19,172,000  Consumers  Power  Company  First  Lien  and  Unifying 
.  Mortgage  Bonds  3J^%  Series  of  1935,  dated  Oct.  1,  1935,  due  May 
1,  1965. 


$20,000,000  The  Dayton  Power  and  Light  Company  First  and 
Refunding  Mortgage  Bonds,  Zyi%  Series  Due  1960,  Dated  Octo- 
ber 1,  1935,  Due  October  1,  1960 

$43,700,000  Illinois  Bell  Telephone  Company  First  and  Refunding 
Mortgage  3lA%  Bonds,  Series  B  Dated  October  1,  1935,  Due 
October  1,  1970 

$43,963,500  Ohio  Edison  Company  First  and  Consolidated  Mortgage 
Bonds  4%  Series  of  1935  due  1965,  dated  November  1,  1935  due 
November  1, 1965 

$25,000,000  New  York  and  Queens  Electric  Light  and  Power  Com- 
pany First  and  Consolidating  Mortgage  Bonds  3)<£%  Series  of 
1935,  Dated  November  1,  1935  due  November  1,  1965 

$44,000,000  Southwestern  Bell  Telephone  Company  First  and 
Refunding  Mortgage  3}£%  Bonds,  Series  B,  dated  December  1, 
1935  due  December  1,  1964 _ 

$55,000,000  The  New  York  Edison  Company,  Inc.  First  Lien  and 
Refunding  Mortgage  W\%  Bonds,  Series  D,  Dated  October  1, 
1935  Due  October  I,  1965 

$7,178,500  Central  Illinois  Light  Company  First  and  Consolidated 
Mortgage  Bonds  Z\'i%  Series  Due  1966,  Dated  April  1,  1936  Due 
April  1,  1966 

$55,830,000  Consumers  Power  Company  First  Mortgage  Bonds  3J^% 
Series  of  1936  Due  1970.  Dated  March  1,  1936,  Due  November  1, 
1970. 


,292,000  Louisville  and  Nashville  Railroad  Company  First  and 
Refunding  Mortgage  4%  Bonds,  Series  D.  Dated  August  1,  1931 
Due  April  1,  2003.    Bearing  Interest  from  April  1,  1936.. 

$40,000,000  The  New  York  Central  Railroad  Company  Ten  Year 
3?i%  Secured  Sinking  Fund  Bonds  Dated  April  1,  1936  Due 
April  1,  194b 

$15,000,000  The  New  York  Central  Railroad  Company  Serial  Se- 
cured Notes  Issue  of  1936.    Due  April  1,  1937  to  1941  Inclusive 

$70,000,000  Consolidated  Edison  Companv  of  New  York,  Inc. 
Debentures,  $35,000,000  Ten- Year  3Ji%  Series  Due  1946,  Dated 
April  1,  1936,  Due  April  1,  1946,  $35,000,000  Twenty- Year  VA% 
Series  Due  1956,  Dated  April  1,  1936,  Due  April  1,  1950 

$30,000,000  ThePacific  Telephone  and  Telegraph  Company,  Refund- 
ing Mortgage  V/\%  Bonds,  Series  B,  Dated  April  1,  1930,  Due 
April  1,  1966 

$40,362,000  The  Chesapeake  and  Ohio  Railway  Company,  Refund- 
ing and  Improvement  Mortgage  3}i%  Bonds,  Series  D,  dated 
May  1,  1936,  due  May  1,  1996 

$24,000,000  The  Cincinnati  Union  Terminal  Company  First  Mort- 
gage 3H%  Bonds,  Series  D,  dated  May  1,  1936,  due  May  1,  1971  . 

$22,727,000  Chicago  and  Western  Indiana  Railroad  Company,  First 
and  Refunding  Mortgage  4H%,  Series  D,  Sinking  Fund  Bonds, 
Dated  March  1,  1936,  Due  September  1,  1962  - 

$55,000,000  Brooklyn  Edison  Gompany,  Inc.  Consolidating  Mort- 
gage Bonds.  ?,H%  Series  of  1936,  Dated  May  15,  1936,  Due  May 
15,1966 

Standard  Oil  Company  (Incorporated  in  New  Jersey)  Twenty-Five 
Year  3%  Debentures,  Dated  June  1,  1936,  due  June  1,  1961  

$12,000,000  Crane  Co.,  Fifteen-Year  3H%  Sinking  Fund  Debentures, 
Dated  June  1,  1936,  Due  June  1,  1951 

$32,493,000  The  Niagara  Falls  Power  Companv  First  and  Refunding 
Mortgage  Bonds,  Zy*%  Series  of  1966,  Dated  March  1,  1936  Due 
March  1,  1966 

$26,000,000  Louisville  and  Nashville  Railroad  Company,  First  and 
Refunding  Mortgage  33,i%  Bonds,  Series  E,  Dated  August  1, 
1921,  due  April  1,  2003,  Bearing  Interest  from  April  1,  1936 

$15,300,000  The  Chesapeake  and  Ohio  Railway  Company,  Serial 
Notes,  Issue  of  1936,  Dated  July  15,  1936,  Due  $1,530,000  Annually 
on  July  15,  from  1937  to  1946,  both  inclusive 

$13,827,000  Indianapolis  Water  Companv,  First  Mortgage  Bonds, 
V,Z%  Scries  Due  1966,  Dated  July  1,  1936,  Due  July  1,  1966 

$30,000,000  The  New  York  Edison  Companv,  Inc.,  First  Lien  and 
Refunding  Mortgage  3)4%  Bonds/Series  E,  Dated  April  1,  1936, 
Due  April  1,  1966 .• 

$29,500,000  The  Chesapeake  and  Ohio  Railway  Company  Refund- 
ing and  Improvement  Mortgage  3]£%  Bonds,  Series  E,  Dated 
August  1,  1936,  Due  August  1,  1996  

$100,000,000  General  Motors  Acceptance  Corporation  Debentures, 
$50,000,000  Ten- Year  3%  Series  Due  1946,  Dated  August  1,  1936, 
Due  August  1,  1946,  $.50,000,000  Fifteen- Year  3\i%  Series  Due 
1951,  Dated  August  1,  1936,  Due  August  1,  1951 

$35,000,000  The  Cincinnati  Gas  A  F.Iecti  ic  Companv  First  Mortgage 
Bonds,  %\i%  Series  Due  1966,  Dated  August  1,  1936  Due  August 
1,  1966      ....  .  .  


Part,  or 
offer. 


Subs. 


Allot. 


■1IW 
30 
25 

70 
31 


Repur. 
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Issue 


$160,000,000  American  Telephone  and  Telegraph  Company,  Twenty- 
five  Year  3M%  Debentures,  Dated  October  1, 1936,  Due  October 
1,1961 --- -— 

$23,500,000  Argentine  Republic,  Sinking  Fund  External  Conversion 
Loan  4H%  Bonds,  Dated  November  15,  1936,  Due  November  15, 
1971. 


$140,o6o,000  American  Telephone  and  Telegraph  Company,  Thirty 
Year  3H%  Debentures,  Dated  December  1, 1936,  Due  December 
1,1966 - --- -— -— 

$12,000,000  Consumers  Power  Company,  First  Mortgage  Bonds, 
3K%  Series  of  1936  Due  1966,  Dated  November  1,  1936,  Due 
November  1, 1966 •- --- ----- 

$25,000,000  The  Pacific  Telephone  and  Telegraph  Company,  Re- 
funding Mortgage  3\i%  Bonds  Series  C,  Dated  December  1, 1936. 
Due  December  1, 1966 - - — 

$26,834,000  Ohio  Edison  Company  First  Mortgage  Bonds  3?i% 
Series  of  1937  Due  1972,  Dated  January  1,  1937,  Due  January  1, 


$50,000,000  Great  Northern  Railway  Company  General  Mortgage 
3*A%  Bonds,  Series  I,  Dated  January  1, 1937,  Dae  January  1, 1967. 

$30  000  000  Government  of  the  Dominion  of  Canada  Seven  Year 
2lA%  Bonds,  Dated  January  15,  1937,  Due  January  15, 1944 

$55,000,000  Government  of  the  Dominion  of  Canada  Thirty  Year 
3%  Bonds,  Dated  January  15, 1937,  Due  January  15,  1967... 

$70,000,000  Argentine  Republic  Sinking  Fund  External  Conversion 
Loan  4%  Bonds,  Dated  February  15,  1937,  Due  February  15, 1972. 

$130,000,000  Philadelphia  Electric  Company  First  and  Refunding 
Mortgage  Bonds,  3\i%  Series  Due  1967,  Dated  March  1,  1937, 
Due  March  1, 1967 - — - 

$35,000,000  Argentine  Republic  Sinking  Fund  External  Conversion 
Loan  4%  Bonds  Dated  April  15,1937,  Due  April  15,  1972 

$42,500,000  Southern  Bell  Telephone  and  Telegraph  Company 
Twenty-five  Year  3V£%  Debentures,  Dated  April  1,  1937  Due 
April  1, 1962.. --- 

$10,000,000  The  C'ncinnati  Gas  &  Electric  Company  First  Mort- 
gage Bonds,  3H%  Series  Due  1967,  Dated  June  1,  1937  Due  June 
1,1967- --- ----- ..:... 

200,000  Shares  Standard  Brands,  Incorporated  $4.50  Cumulative 
Preferred  Stock  (Without  Par  Value) -- 

$25,000,000  New  York  Telephone  Company  Refunding  Mortgage 
3H%  Bonds,  Series  B,  Due  July  1,  1967,  Dated  July  1,  1937,  Due 
July  1,1967 — - — -- 

$17,029,000.  Buffalo  Niagara  Electric  Corporation  General  and 
Refunding  Mortgage  3H%  Bonds,  Series  "C"  Dated  June  1, 1937 
Due  June  1  1967. .- - - 

$3,420,000  Buffalo  Niagara  Electric  Corporation  Serial  Debentures 
Series  A,  B,  and  C,  Dated  June  1, 1937,  Due  each  j'une  1, 1938  to 
June  ',  1952  inclusive -- - -- 

500,000  Shares  E.  I.  du  Pont  de  Nemours  and  Company  Preferred 
Stock— $4.50  Cumulative  (Without  Par  Value) 

$25,000,000  Westchester  Lighting  Company  General  Mortgage 
Bonds,  3H%  Series  Due  1967  Dated  July  1, 1937,  Due  July  1.  1967. 

Ohio  Edison  Company  First  Mortgage  Bonds  4%  Series  of  1937  Due 
1967  Dated  September  1,  1937,  Due  September  1, 1967. 

$48,364,000  Central  New  York  Power  Corporation  General  Mort- 
gage Bonds,  3%%  Series  Due  1962  Dated  October  1,  1937,  Due 
October  1,  1962 - 

$30,000,000  Consolidated  Edison  Company  of  New  York  Inc. 
Twenty- Year  3Vi%  Debentures,  Series  Due  1958  Dated  January 
1, 1938  Due  January  1,  1958 

$9,000,000  Consumers  Power  Company  First  Mortgage  Bonds, 
3H%  Series  of  1937  Due  1967  Dated  November  1, 1937,  Due  Novem- 
ber 1, 1967 _• 

Duluth  Missabe  and  Iron  Range  Railway  Company  First  Mortgage 
314%  Bonds  Due  October  1,  1962  Dated  October  1, 1937 

$60,000,000  Consolidated  Edison  Company  of  New  York,  Inc.  Ten- 
Year  3)4%  Debentures,  Series  Due  1948  Dated  April  1,  1938  Due 
April  1, 1948 

$100,000,000  United  States  Steel  Corporation  Ten- Year  3H%  Deben- 
tures Dated  June  1, 1938  Due  June  1, 1948 

$27,750,000  The  Mountain  States  Telephone  and  Telegraph  Com- 
pany Thirty  Year  3H%  Debentures  Dated  June  1, 1938  Due  June 
1,1968 - - 

$50,000,000  Standard  Oil  Company  (Incorporated  in  New  Jersey) 
Fifteen  Year  2%%  Debentures  Dated  July  1, 1938  Due  July  1, 1953. 

$31,000,000  Standard  Oil  Company  (Incorporated  in  New  Jersey) 
Serial  Notes  due  each  July  1,  from  1943  to  1947  inclusive. 

$28,900,000  Southwestern  Bell  Telephone  Company  First  and 
Refunding  Mortgage  3%  Bonds,  Series  C,  Dated  July  1, 1938,  Due 
July  1,1968 - 

$10,000,000  Public  Service  Electric  and  Gas  Company  First  and 
Refunding  Mortgage  Bonds,  3K%  Series  Due  1968  Dated  July  1, 
1938,  Due  July  1, 1968 


Part,  or 
offer. 


150 
20 

125 


36 
50 
25 
50 
50 

125 
25 

30 


250 
30 
•20 


7S0 
30 
15 

50 

25 


Subs. 


Allot. 


Repur. 


150 
20 
125 


100 


350 
30 
20 


3.r. 


750 
65 
15 

35 

25 
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Issue 

Part,  or 
offer. 

Subs. 

Allot. 

Repur. 

61.  $27,982,000  New  York  Steam  Corporation  First  Mortgage'Bonds, 

ZH%  Series  Due  1963  Dated  July  1,  1938,  Due  July  1,  1963 

62.  $25,000,000  Argentine  Republic  Ten  Year  Sinking  Fund  External 

Loan  4H%  Bonds  Dated  November  1, 1938,  Due  November  1, 1948. 

63.  $40,000,000  Government  of  the  Dominion  of  Canada  Thirtv  Year 

3%  Bonds  dated  November  15,  1938  due  November  15,  1968 

64.  $16,000,000  Railway  Express  Agency,  Incorporated  Serial  Notes, 

Series  A  due  each  June  1  and  Dec.  1,  from  June  1,  1939  to  Dec.  1, 
1948,  inch. -.. 

25 
15 
35 

25 
15 
35 

65.  $10,168,000  Consumers  Power  Company  First  Mortgage  Bonds, 
3K%  Series  of  1936  due  1966,  dated  November  1, 1936,  due  Novem- 
ber 1,  1966 __ _-_ 

66.  $85,000,000  Shell  Union  Oil  Corporation  Fifteen  Year  2H%  Deben- 
tures Dated  July  1,  1939,  due  July  1,  1954 

60 
20 

33 
20 

67.  $22,250,000   Southern   Bell   Telephone   and   Telegraph    Company 
Forty  Year  3%  Debentures  Dated  July  1,  1939,  Due  July  1,  1979.. 

Total 
under- 
writers 
profits 

Total  syn- 
dicate or 
selling 
group  com- 
mission & 
profit 

Total 
under- 
writers 
profits 

Total  syn- 
dicate or 
selling 
group  com- 
mission & 
profit 

1935 

$  1, 106. 58 
9,415.00 

1937 

$4, 993.  75 
2, 556.  25 

1936 

1938 

Issue 


1.  $19,172,000  Consumers  Power  Company  First  Lien  and  Unifying 

Mortgage  Bonds  3H%  Series  of  1935,  dated  Oct.  1, 1935  due  May  1, 
1965 

2.  $20,000,000  The  Dayton  Power  and  Light  Company  First  and  Re- 

funding Mortgage  Bonds,  %Y%%  Series  Due  1960  Dated  October  1, 
1935,  Due  October  1, 1960 

3.  $43,700,000  Illinois  Bell  Telephone  Company  First  and  Refunding 

Mortgage  3^%  Bonds,  Series  B  Dated  October  1, 1935,  Due  Octo- 
ber 1,  1970 _ 

4.  $43,963,500  Ohio  Edison  Company  First  and  Consolidated  Mortgage 

Bonds  4%  Series  of  1935  due  1965,  dated  November  1,  1935  due 
November  1, 1965 

5.  $25,000,000  New  York  and  Queens  Electric  Light  and  Power  Com- 

pany First  and  Consolidating  Mortgage  Bonds  3'/i%  Series  of  1935, 
Dated  November  1, 1935  due  November  1,  196f 

6.  $44,000,000  Southwestern  Bell  Telephone  CompaLy  First  and  Re- 

funding Mortgage  3H%  Bonds,  Series  B,  dated  December  1,  1935 
due  December  1,  1964 _. 

7.  $55,000,000  The  New  York  Edison  Company,  Inc.  First  Lien  and 

Refunding  Mortgage  Z\i%  Bonds,  Series  D,  Dated  October  1, 1935 
Due  October  1,  1965 

8.  $7,178,500  Central  Illinois  Light  Company  First  and  Consolidated 

Mortgage  Bonds  V/f/0  Series  Due  1966,  Dated  April  1,  1936  Due 
April  1,  1966 

9.  $55,830,000  Consumers  Power  Compan v  First  Mortgage  Bonds ZXA% 

Series  of  1936  Due  1970.  Dated  March  1,  1936,  Due  November  1, 
1970 ._ 

10.  $9,292,000.    Louisville  and  Nashville  Railroad  Company  First  and 

Refunding  Mortgage  4%  Bonds,  Series  D.  Dated  August  1,  1931 
Due  April  1,  2003.    Bearing  interest  from  April  1, 1936 

11.  $40,000,000  The  New  York  Central  Railroad  Company  Ten  Year 

3M%  Secured  Sinking  Fund  Bonds  Dated  April  1, 1936  Due  April 
1,  1946 : 

12.  $15,000,000  The  New  York  Central  Railroad  Company  Serial  Se- 

cured Notes,  Issue  of  1936.    Due  April  1,  1937  to  1941  inclusive 

13.  $70,000,000  Consolidated  Edison  Oompanv  of  New  York,  Inc.  De- 

bentures, $35,000,00OTcn-Year  3H%  Series  Due  1946,  Dated  April 
1.  1936.  Due  April  1,  1946,  $35,000,000  Twenty-Year  3H%  Series 
Due  IWifi,  Oatfd  April  1.  1936,  DuorApNi  171956 
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$30,000,000  The  Pacific  Telephone  and  Telegraph  Company,  Re- 
funding Mortgage  VA%  Bonds,  Series  B,  Dated  April  1, 193b,  Due 
April  1.1966. - 

$40,362,000  TheChesapeake and  Ohio  Railway  Company,  Refunding 
and  Improvement  Mortgage  V-A%  Bonds,  Series  D,  dated  May  1, 
1936,  due  May  1, 1996 ..". 

$24,000,000  The  Cincinnati  Union  Terminal  Company  First  Mort- 
gage 3lA%  Bonds,  Series  D,  dated  May  1, 1936,  due  May  1, 1971 

$22,727,000  Chicago  and  Western  Indiana  Railroad  Company,  First 
and  Refunding  Mortgage  4J^%,  Series  D,  Sinking  Fund  Bonds, 
Dated  March  1,  1930,  Due  September  1,  1962 

$.15,000,000  Brooklyn  Edison  Company,  Inc.  Consolidating  Mort- 
gage Bonds,  314%  Scries  of  1936,  Dated  May  15, 1936,  Due  May  15. 
1966 -r 

Standard  Oil  Company  (Incorporated  in  New  Jersey)  Twenty-Five 
Year  3%  Debentures.  Dated  June  1,  1936,  due  June  1, 1961.. 

$12,000,000  Crane  Co.,  Fifteen-Year  3A%  Sinking  Fund  Debentures, 
Dated  June  1,  1936,  Due  June  1,  1951 

$32,493,000  The  Niagara  Falls  Power  Company  First  and  Refunding 
Mortgage  Bonds,  3H%  Series  of  1936,  Dated  March  1,  1936  Due 
March  1,  1966 .--. 

$26,000,000  Louisville  and  Nashville  Railroad  Compauy,  First  and 
Refunding  Mortgage  3%%  Bonds,  Series  E,  Dated  August  1, 1921, 
due  Aprill.  2003,  Bearing  interest  from  April  1,  1936 

$15,300,000  The  Chesapeake  and  Ohio  Railway  Companv,  Serial 
Notes,  Issue  of  1936,  Dated  July  15, 1936,  Due  $1,530,000  Annually 
on  July  15,  from  1937  to  1946,  both  inclusive 

$13,827,000  Indianapolis  Water  Company,  First  Mortgage  Bonds, 
3M%  Series  Due  1966,  Dated  July  1,  1936,  Due  Julv  1, 1966 

$30,000,000  The  New  York  Edison  Company,  Inc.,  First  Lien  and 
Refunding  Mortgage  VA%  Bonds,  Series  E,  Dated  April  1,  1936, 
Due  Aprill,  1966.. 

$29,600,000  The  Chesapeake  and  Ohio  Railway  Company  Refunding 
and  Improvement  Mortgage  VA%  Bonds,  Series  E,  Dated  August 
1,  1936,  Due  August  i,  19% 

$100,000,000  General  Motors  Acceptance  Corporation  Debentures, 
$50,000,000  Ten-Year  3%  Series  Due  1946,  Dated  August  1,  1936, 
Due  August  1, 1946,  $50,000,000  Fifteen-Year  3%%  Series  Due  1951, 
Dated  August  1,  1936,  Due  August  1, 1951. 

$35,000,000  The  Cincinnati  Gas  &  Electric  Company  First  Mortgage 
Bonds,  3J4%  Series  Due  1966,  Dated  August  1, 193G  Due  August  1, 
1966 

$150,000,000  American  Telephone  and  Telegraph  Compauy,  Twenty  - 
flve  Year  3Ji%  Debentures,  Dated  October  1, 1936,  Due  October  1 , 
1961 


$23,500,000  Argentine  Republic,  Sinking  Fund  External  Conversion 
Loan  VA%  Bonds,  Dated  November  15,  1930,  Due  November  15, 
1971 .  . 

$140,000,000  American  Telephone  and  Telegraph  Company,  Thirty 
Year3J-4%  Debentures,  Dated  December  1, 1936,  Due  December  1. 
1966 

$12,000,000  Consumers  Power  Company,  First  Mortgage  Bonds, 
3H%  Series  of  1936  Due  1966,  Dated  November  1,  1936,  Due 
November  1, 1966 ■. 

$25,000,000  The  Pacific  Telephone  and  Telegraph  Company,  Re- 
funding Mortgage  3W%  Bonds  Series  C,  Dated  December  1, 193G. 
Due  December  1,  1966 

$26,834,000  Ohio  Edison  Company  First  Mortgage  Bonds3*4%  Scries 
of  1937  Due  1972,  Dated  January  1,  1937,  Due  January  1.  1972 

$50,000,000  Great  Northern  Railway  Company  General  Mortgaee 
394%  Bonds,  Series  I,  Dated  January  1,  1937,  Due  January  1, 1967 

$30,000,000  Government  of  the  Dominion  of  Canada  Seven  Year 
2Ji'%  Bonds,  Dated  January  15,  1937,  Due  January  15,  1944... 

$55,000,000  Government  of  the  Dominion  of  Canada  Thirty  Year  3% 
Bonds,  Dated  January  15.  1937,  Due  January  15,  1967 

$70,000,000  Argentine  Republic  Sinking  Fund  External  Conversion 
Loan  4%  Bonds,  Dated  February  15,  1937,  Due  February  15  1972 

$130,000,000  Philadelphia  Electric  Company  1  irst  and  Refunding 
Mortgage  Bonds,  314%  Series  Due  1967,  Dated  March  1, 1937,  Due 
March  1, 1967 

$35,000,000  Argentine  Republic  Sinkiug  Fund  External  Conversion 
Loan  4%  Bonds  Dated  April  15,  1937,  Due  April  15,  1972 

$42,500,000  Southern  Bell  Telephone  and  Telegraph  Company 
Twenty-Five  Year  214%  Debentures,  Dated  April  1,  1937  Due 
Aprill,  1962... 

$10,000,000  The  Cincinnati  Gas  &  Electric  Company  First  Mortgage 
Bonds,  3M%  Series  Due  1967,  Dated  June  1,  1937  Due  June  1, 1967 

200,000  Shares  Standard  Brands,  Incorporated  $4.50  Cumulative 
Preferred  Stock  (Without  Par  Value) 

$25,000,000  New  York  Telephone  Company  Refunding  Mortgage 
3*4%  Bonds,  Series  B,  Due  Julv  1,  1967,  Dated  July  1,  1937,  Due 
Julv  1,  1967.  
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$17,029,000.  Buffalo  Niagara  Electric  Corporation  Oencral  and 
Refunding  Mortgage  3J|%  Bonds,  Series  "C"  Dated  June  1,  1937 
Due  June  1,  1967.. 

$3,420,000  Buffalo  Niagara  Electric  Corporation  Serial  Debentures 
Series  A,  B,  and  C,  Dated  June  1,  1937,  Due  each  June  1,  1938  to 
Juno  1,  1952  inclusive - - 

500,000  Shares  E.  I.  du  Pont  de  Nemours  and  Company  Preferred 
Stock  -$4.50  Cumulative  (Without  Par  Value) 

$25,000,000  Westchester  Lighting  Company  General  Mortgage 
Bonds,  3H%  Series  Due  1967  Dated  July  1,  1937,  Due  July  1,  1967. 

Ohio  Edison  Company  First  Mortgage  Bonds  4%  Series  of  1937  Due 
1967  Dated  September  1,  1937,  Due  September  1,  1967 

$48,364,000  Central  New  York  Power  Corporation  Oeneral  Mortgage 
Bonds,  3%%  series  Due  1962  Dated  October  1, 1937,  Due  October 
1,  1962 

$30,000,000  Consolidated  Edison  Company  of  New  York,  Inc. 
Twenty- Year  3H%  Debentures,  Series  Due  1958  Dated  January 
1,  1938  Due  January  1,  1958 

$9,000,000  Consumers  Power  Companv  First  Mortgage  Bonds,  3H% 
Series  of  1937  Due  1967  Dated  November  1, 1937,  Due  November  1, 
1967. 


Duluth  Missabeand  Iron  Range  Railway  Company  First  Mortgage 
3H%  Bonds  Due  October  1,  1962  Dated  October  1, 1937.... 

$60,000,000  Consolidated  Edison  Company  of  New  York,  Inc.  Ten- 
Year  3lA%  Debentures,  Series  Due  194S  Dated  April  1,  1938  Due 
April  1,  1948 -- 

$100,000,000  United  States  Steel  Corporation  Ten- Year  3M%  De- 
bentures Dated  June  1,  1938,  Due  June  1,  194S 

$27,750,000  The  Mountain  States  Telephone  and  Telegraph  Com- 
pany Thirty  Year  3li%  Debentures  Dated  June  1, 1938  Due  June 
1,1968... 

$50,000,000  Standard  Oil  Company  (Incorporated  in  New  Jersey) 
Fifteen  Year  2%%  Debentures  Dated  July  1,  1938  Due  July  1, 1953 

$31,000,000  Standard  Oil  Company  (incorporated  in  New  Jersey) 
Serial  Notes  due  each  July  1,  from  1943  to  1947  inclusive 

$28,900,000  Southwestern  Bell  Telephone  Company  First  and  Re- 
funding Mortgage  3%  Bonds,  Series  C,  Dated  July  1,  1938,  Due 
July  1, 1968 

$10,000,000  Public  Service  Electric  and  Gas  Company  First  and 
Refunding  Mortgage  Bonds,  3H%  Series  Due  1968  Dated  July  1, 
1938,  Due  July  1,  1968 

$27,982,000  New  York  Steam  Corporation  First  Mortgage  Bonds, 
V/i%  Series  Due  1963  Dated  July  1,  1938,  Due  July  1,  1963 

$25,000,000  Argentine  Republic  Ten  Year  Sinking  Fund  External 
Loan  4H%  Bonds  Dated  November  1, 1938,  Due  November  1, 1948 

$40,000,000  Government  of  the  Dominion  of  Canada  Thirty  Year 
3%  Bonds  dated  November  15,  1938  due  November  15,  1968 

$16,000,000  Railway  Express  Agency,  Incorporated  Serial  Notes, 
Series  A  due  each  June  1  and  Dec.  1,  from  June  1,  1939  to  Dec.  1, 
1948,  incl.._.     ._ 

$10,168,000  Consumers  Power  Companv  First  Mortgage  Bonds, 
334%  Series  of  1936  due  1966,  dated  November  1, 1936,  due  Novem- 
ber 1,  1966 

$85,000,000  Shell  Union  Oil  Corporation  Fifteen  Year  2}<£%  Deben- 
tures Dated  July  1,  1939,  due  July  1,  1954 

$22.2.50,000  Southern  Bell  Telephone  and  Telegraph  Company 
Forty  Year  3%  Debentures  Dated  July  1,  1939,  Due  July  1,  1979.. 
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1.  $19,172,000  Consumers  Power  Company  First  Lien  and  Unifying 

Mortgage  Bonds,  Z\<i%  Series  of  1935,  dated  October  1,  1935,  due 
May  1,  1965 

2.  $20,000,000,  The  Dayton  Power  and  Light  Company  First  and  Re- 

funding Mortgage  Bonds,  3M%  Series  Due  1960  Dated  October  1, 
1935,  due  October  1,  1960 

3.  $43,700,000  Illinois  Bell  Telephone  Company  First  and  Refunding 

Mortgage  Zy2%  Bonds,  Series  B  Dated  October  1, 1935,  Due  Octo- 
ber 1, 1970 

4.  $43,963,500  Ohio  Edison  Company  First  and  Consolidated  Mortgage 

Bonds  4%  Series  of  1935  due  1965,  dated  November  1,  1935  due 
November  1, 1965 

5.  $25,000,000  New  York  and  Queens  Electric  Light  and  Power  Com- 

pany First  and  Consolidating  Mortgage  Bonds  %Y%%  Series  of  1935, 
Dated  November  1, 1935,  due  November  1, 1965 

6.  $44,000,000  Southwestern  Bell  Telephone  Company  First  and  Re- 

funding Mortgage  zy2%  Bonds,  Series  B,  dated  Decembsr  1,  1935, 
due  December  1,  1964. 

7.  $55,000,000  The  New  York  Edison  Company,  Inc.,  First  Lien  and 

Refunding  Mortgage  3J4%  Bonds,  Series  D,  Dated  October  1, 
1935,  Due  October  1,  1965 

8.  $7,178,500  Central  Illinois  Light  Company  First  and  Consolidated 

Mortgage  Bonds,  Zy2%  Series  Due  1966,  Dated  April  1, 1936,  Due 
April  1,  1966 

9.  $55,830,000.  Consumers  Power  Company  First  Mortgage  Bonds  3H% 

Series  of  1936,  Due  1970,  Dated  March  1,  1936,  Due  November  1, 
1970 

10.  $9,292,000.  Louisville  and  Nashville  Railroad  Company  First  and 

Refunding  Mortgage  4%  Bonds,  Series  D,  Dated  August  1,  1931, 
April  1,  2003.    Bearing  interest  from  April  1,  1936 

11.  $40,000,000  The  New  York  Central  Railroad  Company  Ten  Year 

Z%%  Secured  Sinking  Fund  Bonds  Dated  April  1, 1936,  Due  April 
1,  1946 ... ... 

12.  $15,000,000  The  New  York  Central  Railroad  Company  Serial  Se- 

cured Notes,  Issue  of  1936,  Due  April  1, 1937  to  1941  Inclusive 

13.  $70,000,000  Consolidated  Edison  Company  of  New  York,  Inc.,  De- 

bentures, $35,000,000  Ten-Year  ZH%  Series  Due  1946,  Dated  April 
1,  1936,  Due  April  1,  1946,  $35,000,000  Twenty- Year  zy2%  Series, 
Due  1956,  Dated  April  1, 1936,  Due  April  1, 1956 

14.  $30,000,000  The  Pacific  Telephone  and  Telegraph  Company,  Re- 

funding Mortgage  3J4%  Bonds,  Series  B,  Dated  April  1,  1930, 
Due  April  1,  1966 

15.  $40,362,000  The  Chesapeake  and  Ohio  Railway  Company,  Refund- 

ing and  Improvement  Mortgage  zy2%  Bonds,  Series  D,  dated  May 
1,  1936,  due  May  1,  1996 

16.  $24,000,000  The  Cincinnati  Union  Terminal  Company  First  Mort- 

gage 3J^%  Bonds,  Series  D,  dated  May  1, 1936,  due  May  1, 1971.  _ 

17.  $22,727,000  Chicago  and  Western  Indiana  Railroad  Company,  First 

and  Refunding  Mortgage  4H%>  Series  D,  Sinking  Fund  Bonds, 
Dated  March  1, 1936,  Due  September  1,  1962. ... 

18.  $55,000,000  Brooklyn  Edison  Company,  Inc.  Consolidating  Mort- 

gage Bonds,  3J4%  Series  of  1936,  Dated  May  15, 1936,  Due  May  15, 
1966.. 

19.  Standard  Oil  Company  (Incorporated  in  New  Jersey)  Twenty-Five 

Year  3%  Debentures,  Dated  June  1, 1936,  due  June  1, 1961 

20.  $12,000,000  Crane  Co.,  Fifteen- Year  ZV2%  Sinking  Fund  Debentures, 

Dated  June  1, 1936,  Due  June  1, 1951... 

21.  $32,493,000  The  Niagara  Falls  Power  Company  First  and  Refunding 

Mortgage  Bonds,  zy2%  Series  of  1936,  Dated  March  1,  1936,  Due 
March  1,  1966... 

22.  $26,000,000  Louisville  and  Nashville  Railroad  Company,  First  and 

Refunding  Mortgage  ZH%  Bonds,  Series  E,  Dated  August  1, 1921, 
due  April  1,  2003,  Bearing  interest  from  April  1,  1936 

23.  $15,300,000  The  Chesapeake  and  Ohio  Railway  Company,  Serial 

Notes,  Issue  of  1936,  Dated  July  15, 1936,  Due  $1,530,000  Annually 
on  July  15,  from  1937  to  1946,  both  inclusive 

24.  $13,827,000  Indianapolis  Water  Companv,  First  Mortgage  Bonds, 

Wi%  Series  Due  1966,  Dated  July  1, 1936,  Due  July  1966 

25.  $30,000,000  The  New  York  Edison  Companv,  Inc.,  First  Lien  and 

Refunding  Mortgage  3J-i%  Bonds,  Series  E,  Dated  April  1,  1936, 
Due  April  1,  1966 

26.  $29,500,000  The  Chesapeake  and  Ohio  Railway  Company  Refund- 

ing and  Improvement  Mortgage  Z\<2%  Bonds,  Series  E,  Dated 
..ugust  1,  1936,  Due  August  1,  1996 

27.  $100,000,000  General  Motors  Acceptance   Corporation  Debentures, 

$50,000,000  Ten- Year  3%  Series  Due  1946,  Dated  August  1,  1936, 
Due  August  1, 1946,  $50,000,000  Fifteen- Year  3J4%  Series  Due  1951, 
Dated  August  1, 3936,  Duo  August  1, 1961 
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$35,000,000  The  Cincinnati  Gas  &  Electric  Company  First  Mort- 
gage Bonds,  V/±%  Series  Due  1966,  Dated  August  1,  1936,  Due 
August  1, 1966 

$150,000,000  American  Telephone  and  Telegraph  Company,  Twenty- 
five  Year  3H%  Debentures,  Dated  October  1,  1936,  Due  October 
],  1961 , - 

$23,500,000  Argentine  Republic,  Sinking  Fund  External  Conversion 
Loan  4Ji%  Bonds,  Dated  November  15, 1936,  Due  November  15, 
1971 


52.  $9, 


$140,000,000  American  Telephone  and  Telegraph  Company,  Thirty 
Year  V?i%  Debentures,  Dated  December  1, 1936,  Due  December 
1,1966- 

$]  2,000,000  Consumers  Power  Company,  First  Mortgage  Bonds, 
3k%  Series  of  1936  Due  1966,  Dated  November  1,  1936,  Due  No- 
vember 1,  1966 

$25,000,000  The  Pacific  Telephone  and  Telegraph  Company,  Re- 
funding Mortgage  3J4%  Bonds  Series  C,  Dated  December  1, 1936, 
Due  December  1, 1966 

$26,834,000  Ohio  Edison  Company  First  Mortgage  Bonds  Z3A% 
Series  of  1937  Due  1972,  Dated  January  1, 1937,  Due  January  1, 1972. 

$50,000,000  Great  Northern  Railway  Company  General  Mortgage 
3%%  Bonds,  Series  I,  Dated  January  1, 1937,  Due  January  1, 1967. 

$30,000,000  Government  of  the  Dominion  of  Canada  Seven  Year 
2H%  Bonds,  Dated  January  15, 1937,  Due  January  15, 1944 

$55,000,000  Government  of  the  Dominion  of  Canada  Thirty  Year 
3%  Bonds,  Dated  January  15,  1937,  Due  January  15,  1967 

$70,000,000  Argentine  Republic  Sinking  Fund  External  Conversion 
Loan,  4%  Bonds,  Dated  February  15, 1937,  Due  February  15, 1972. 

$130,000,000  Philadelphia  Electric  Company  First  and  Refunding 
Mortgage  Bonds,  3J^%  Series  Due  1967,  Dated  March  1, 1937,  Due 
March  1, 1967.. _... 

$35,000,000  Argentina  Republic  Sinking  Fund  External  Conversion 
Loan  4%  Bonds  Dated  April  15, 1937,  Due  April  15, 1972 

$42,500,000  Southern  Bell  Telephone  and  Telegraph  Company 
Twenty-Five  Year  3H%  Debentures,  Dated  April  1,  1937  Due 
April  1, 1962 

$10,000,000  The  Cincinnati  Gas  &  Electric  Company  FirstMor+gage 
Bonds,  ZYi%  Series  Due  1967,  Dated  June  1, 1937  Due  June.. 1,1 987.. 

200,000  Shares  Standard  Brands,  Incorporated  $4.50  Ctrrnulative 
Preferred  Stock  (Without  Par  Value) 

$25,000,000  New  York  Telephone  Company  Refunding  Mortgage 
3H%  Bonds,  Series  B,  Due  July  1,  1967,  Dated  July  1,  1937,  Due 
July  1,  1967 

$17,029,000,  Buffalo  Niagara  Electric  Corporation  General  and  Re- 
funding Mortgage  ZW/o  Bonds,  Series  "C"  Dated  June  1,  1937 
Due  June  1,  1967.. 

$3,420,000  Buffalo  Niagara  Electric  Corporation  Serial  Debentures 
Series  A,  B,  and  C,  Dated  June  1,  1937,  Due  each  June  1,  1938  to 
June  1,  1952,  Inclusive 

500,000  Shares  E.  I.  du  Pont  de  Nemours  and  Company  Preferred 
Stock— $4.50  Cumulative  (Without  Par  Value) 

$25,000,000  Westchester  Lighting  Company  General  Mortgage 
Bonds,  3H%  Series  Due  1967  Dated  July  1, 1937,  Due  July  1, 1967.. 

Ohio  Edison  Company  First  Mortgage  Bonds  4%,  Series  of  1937  Due 
1967  Dated  September  1,  1937,  Due  September  1,  1967.. 

$48,364,000  Central  New  York  Power  Corporaton  General  Mortgage 
Bonds3M%SeriesDuel962Dated  October  1, 1937,  DueOctoberl,  1962 

$30,000,000  Consolidated  Edison  Company  of  New  York,  Inc., 
Twenty- Year  3J4%  Debentures,  Series  Due  1958  Dated  January  1, 

1038,  Due  January  1,  1958 

,000,000  Consumers  Power  Company  First  Mortgage  Bonds, 
3  J.4%  Series  of  1937  Due  1967  Dated  November  1, 1937,  Due  Novem- 
ber 1,  1967.. 


P 

4,000 


P 

1,250 


P 

3,200 


300 

P 

1,100 

S.  U. 

2,000 

800 

P 

706 

P 

1,294 

P 

3,000 


53.  Duluth  Missabe  and  Iron  Range  Railway  Company  ^irst  Mortgage 

3H%  Bonds  Due  October  1,  1962  Dated  October  1,  1>J37. 

54.  $60,000,000  Consolidated  Edison  Company  of  New  York,  Inc.  Ten- 

Year  3H%  Debentures,  Series  Due  1948  Dated  April  1,  1038  Due 
April  1,  1948... 

55.  $100,000,000  United  States  Steel  Corporation  Ten  Year  3J4%  Deben- 

tures Dated  June  1,  1938,  Due  June  1,  1948 

56.  $27,750,000  The  Mountain  States  Telephone  and  Telegraph  Com- 

pany Thirty  Year  3M%  Debentures  Dated  June  1,  1938  Due  June 
-      1,  1968. 

57.  $50,000,000  Standard  Oil  Company  (incorporated  in  New  Jersey) 

Fifteen  Year  2H%  Debentures  Dated  July  1, 1938  Due  July  1, 1953. 

58.  $31,000,000  Standard  Oil  Company  (incorporated  in  New  Jersey) 

■  Serial  Notes  due  each  July  1,  from  1943  to  1947  inclusive 


P 

3,000 

P 

1,500 

P 

1,000 

200 
,        P 

10, 000 


75 

1        P 
(15, 000 

/  1,250 

150 
1  P 
/  1, 500 

P 

1,285 


150 
S.  U. 
1,000 

700 


P 

("  1,900 

1         P 

/  2,  500 

i-  P 

f  ,    1° 

I  .  P 

J  1,  r>45 

\\         P 
\j      955 


4.r,0 


3,000 


100 

'12T 


500 

I'ooo' 

300 

350 
""466' 


840 


531) 


250  I     1,300  66 

Taken  up.  40 
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2,000 
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700 
200 
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700 
1,256" 


1,700 


800 
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ExHiniT  No.  2043 — Continued 


Issue 


Part. 

or 
offer. 


59.  $28,900,000  Southwestern  Hell  Telephone  Company  First  and  Re- 

funding Mortgage  3%  Bonds,  Series  C,  Dated  July  1,  1938,  Due 
July  1,1968 

60.  $10,000,000  Public  Service  Electric  and  Gas  Company  First  and  Re- 

funding Mortgage  Bonds,  3H%  Series  Due  1908  Dated  July  1, 1938, 
Due  July  1,  1968 -_: 

61.  $27,982,000  New  York  Steam  Corporation  First  Mortgage  Bonds, 

3H%  Series  Due  1963  Dated  July  1,  1938,  Due  July  1,  1963 

62.  $25,000,000  Argentine  Republic  Ten  Year  Sinking  Fund  External 

Loan  m%  Bonds  Dated  November  1,  1938,  Due  November  1, 1948 

63.  $40,000,000  Government  of  the  Dominion  of  Canada  Thirty  Year  3% 

Bonds,  dated  November  15,  1938  due  November  15,  1968 

64.  $16,000,000  Railway  Express  Agency,  Incorporated  Serial  Notes, 

Series  A  due  each  Juue  1  and  Dec.  1,  from  Juno  1,  1939  to  Dec.  1, 
1948,  incl 

65.  $10,168,000  Consumers  Power  Company  First  Mortgage  Bonds, 

3H%  Series  of  1936  due  1966,  dated  November  1, 1936,  due  Novem- 
ber 1,  1966 

60.  $85,000,000  Shell  Union  Oil  Corporation  Fifteen  Year  2\i%  Deben- 
tures Dated  July  1,  1939,  due  July  1,  1954 

67.  $22,250,000  Southern   Bell   Telephone   and   Telegraph   Company 
Forty  Year  3%  Debentures  Dated  July  1,  1939,  Due  July  1,  1979_ . 


P 

000 


200 

P 

1, 138 

P 

1.0IIII 

I' 

800 


350 


I  3,000 

\        P 

/      530 


Subs.       Allot. 


200 
~600" 
7>66" 
'500 


175 
Taken  up  206 


Repur. 


1,500 


350 


Total 
under- 
writers 
profits 

Total  syn- 
dicate or 
selling 
group  com- 
mission & 
profit 

Total 
under- 
writers 
profits 

$224, 392. 34 
149,  772.  26 

Total  syn- 
dicate or 
selling 
group  com- 
mission <fc 
profit 

1935 

$42, 168. 52 
354, 433.  21 

$10, 856. 70 
33, 412. 50 

1937 

$14, 973.  75 

1936 

j  1938 

9.  333. 45 

MEMORANDA 

Jan.  2,  1937.  Mr. called  to  say  that  his  firm  was  established  January  1,  1036  and  requested  partici- 
pations in  issues  which  we  underwrite.  Their  capital  is  $75,000  of  which  $50,000  is  in  cash — balance  in 
securities.  They  now  have  8  salesmen,  3  of  whom  devote  their  entire  time  to  the  distribution  of  corporate 
bonds  in  and  around  Philadelphia.  For  the  past  year  their  bond  volume  has  been  approximately  75% 
rorporates — 25%  municipal  issues.  In  addition  to  covering  the  large  institutional  accounts  in  the  city  they 
have  many  private  investor  clients.  4M  Philadelphia  Electric  3J^s  repurchased  below  the  offering  price 
after  removal  of  price  restrictions. 

Dec.  13,  1937.    Mr. called  to  advise  that  in  connection  with  their  allotment  of  15M  Philadelphia 

Electric  3Ms,  they  had  distributed  the  bonds  to  six  different  accounts.  Mentioned  the  fact  that  they  now 
also  receive  participations  from  a  number  of  other  underwriters. 

Feb.  11,  1938.    Visited  this  firm  and  talked  with  Mr. and  Mr. .    Capital  remains  unchanged. 

Now  have  10  salesmen,  4  of  whom  devote  most  of  their  time  to  the  distribution  of  high-grade  corporate  bonds. 
Stated  that  private  investors  were  practically  out  of  the  market  for  low  coupon  bonds  but  that  there  has  been 
some  buying  by  Trust  Funds.  Stated  that  with  their  increased  distribution  and  sales  force  they  would  like 
to  be  considered  for  larger  amounts. 

Dec.  2,  1938.    Mr. wrote,  stating  that  they  had  recently  opened  an  office  in  Wilmington.    There 

will  be  one  salesman  in  this  office  who  will  rover  Wilmington,  Baltimore  and  Washington.    Mr. 

who  had  left  this  firm  in  1937  has  now  rejoined  them  as  a  vice  president.  He  sells  mostly  to  trust  accounts 
in  the  larger  banks  in  Philadelphia. 

Feb.  3,  1939.    Messrs. and called.    Staled  that  the  distribution  in  193.8  of  corporate,  bonds 

had  been  approximately  $3,000.000— mostly  to  institutions.    Capital  remains  $75,000. 

Aug.  10,  1939.     Mr.  — called  and  after  discussing  present  bond  markets  said  they  had  declined  20M 

Shell  Union  Oil  Debentures  due  to  I  he  fact  that  they  had  been  unable  to  distribute  them  to  their  clients  and 
did  not  feel  justified  in  retaining  the  bonds  for  their  own  account  inasmuch  as  the  selling  commission  was 
only   3  j  point. 
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Exhibit  No.  2044 
[Sample  of  dealer  performance  record  card  used  by  Kidder,  Peabody  <t  Co.] 

Graham,  Parsons  &  Co., 

14  Wall  St.,  New  York,  N.  Y. 
10/22/35— Stone  &  Webster— 175  M  Virginia  E.  &  P.  4s. 

7/1/35— First  Boston— 150  M  So.  Calif.  Ed.  "B"  3%. 
7/18/35—     "  "     —300  M  Duquesne  L.  3]/2. 

12/5/35— Brown  Harriman — 750  shs.  Virginian  Rwy.  6%  Pfd. 
1/3/36— K  P  &  Co.— 300  shs.  Food  Machinery  Corp.  4>4  Pfd. 
6/15/36—         "         —1370  shs.  Commercial  Credit  4%  Pfd.— 200  shs.  repur- 

10/8/36—         "         —500  M  Commercial  Credit  3%%  Debs.  1951— Under- 
writer. 
Sept.  1936— Coffin  &  Burr— 50  M  Detroit  Edison  zy2  1966. 

10/21/36— Brown  Harriman — Declined  Distillers  "Seagrams  5%  Pfd. 
2/3/37— Lazard  Freres— 26  M  Kingdom  Norway  4s  1963. 
June  1937— K.  P.  &  Co.— Underwrote  500  M  Commercial  Credit  2%  1942. 
Aug.  1939— A.  C.  Allvn— 25  M  Iowa  Public  Service  3%  1969 


Exhibit  No.  2045 
[Sample  of  dealer  performance  record  card  used  by  White,  Weld  &  Co.] 

Distributing  Ability:  Fair.     2/15/24 
Crkdit  Standing  : 

January  1935 — Registered  under  the  Code  Rating 

Remarks:  2/15/24':  Formerly   In   Feb.   1023, .this  latter  firm 

succeeded ^_.     Correspondents  oi' 2/24/26:  Interviewed 

Also  met at >__.     Specialize  in  Utilities 

having  good  marketability.    Are  very  keen  on , Stocks.     Also  like 

certain  Industrials.     Oct.  1926 : and visited  with  me 

during  the  IBA  Convention  held  at  Quebec.     3/3/31 :  Probably  the  second  best 

dealer  distributor  in Very  close  to  Sold  to  'date 

-_. ,  a  good  friend,  and  best  man  in  the  organization. 

May  17,  1935:  Acquired  Seat  on  the  New  York  Stock  Exchange.     5/31/39:, An- 
nouncement received  to  the  effect  that  _• - formerly  partner  in 

is  now  associated  with 
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Exhirit  No.  2045  (Continued) 
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9/18/39:  $1,600,000  Dukez  Plastics  &  Chemicals,  Inc.  Ten  Tear  4%%  Con- 
vertible Debentures  due  Sept.  1,  1949  (conversion  rights  expire  at  latest  on 
5/31/49)— Group  headed  by  W.  W.  &  Co.,  Mgr.,  together  with 

and  the  above  in  which  our  underwriting  commitment  was  $675M  prin.  amt.  of 
which  we  gave  up  to  S.  D.  $375M  prin.  amt.  at  100%  (2%  s.c.  payable  later), 
purchased  issue  from  the  company  at  95%%+*.  S.  C.  2%  with  no  reallowance. 
We  retained  for  retail  $400M  prin.  amt.  of  Debs,  divided  New  York  $180M  and 
Boston  $120M.  Pub.  Offg.  Price  100%+.  Underwriting  compensation  2%%. 
Reception :  Good.*    Plus  Accd.  int.  from  Sept.  1,  1939  to  date  of  delivery. 


Exhibit  No.  2046 

[Sample  of  dealer  performance  record  cards  used  by  Mellon  Securities  Corporation] 

Syndicate  Business  Allocated 

John  Doe  &  Company 
(Name  of  dealer) 


Title  of  issue 

Dealers  participation 

Gross  profits 

Issuer 

Under- 
writing 

Special 

Selling 

Remarks 

Jones   &    Laughlin 

Steel  Co. 
Eastern  Gas  &  Fuel. 

Koppers  Company. 
Bethlehem  Steel 

San  Antonio  Public 
Serv. 

Lone  Star  Gas:.  ... 
Michigan  Cons 

Saguenay  Power 

1st  Mtg.  4J£s  of 

1961. 
1st  Mtg.  4s  of  1956- 

1st  Mtg.  4s  of  1951. 
Conv.  Deb.  3Hs, 
of  1952 

1st  Mtg.  is  of  1963. 

3H%  Deb.  of  1953. 
1st  Mtg.  4s  of  1963 

4J£sof  1966 

1, 000, 000 

1, 500, 000 

500, 000 
750,000 

1,000,000 

1,  500, 000 
200,000 

100,000 

400, 000 

1,000,000 

300,000 
600,000 

400, 000 

500,  odo 

100,000 
100,000 

(Occasion- 
ally gross 
profits  are 
entered  in 
this     col- 
umn). 

Joint    Mgr.    with 
First  Boston. 

Joint    Mgr.    with 

Smith  and  JJuhn 

Loeb. 
Joint    Mgr.    with 

Dillon,   Read  & 

Co. 

Joint  Mgr.  with 
Dillon,  Read  & 
Co. 

50,000  declined. 

3H%  Deb.  of  1953. 

hundred  taken. 

Exhibit  No.  2047-1 

[Sample  of  dealer  performance  record  card  used  by  Harriman  Ripley  &  Co.,  Incorporated] 

(Specimen  copy) 


X,  Y  &  Z  Co. 

10  Wall  Street, 

New  York  City 

Class 

Date  Changed 

Rate 

B-Und 

10/20/38 

2 

(1928) 

A-Und 

1 

Contact:  Mr.  X 

Capital  (Est.):  $250,000       Date:  12/31/37 
$275,000       Date:  11/30/38 

Distribution:  40-100 

Clientele:  Inst.  X    Bks.  X    Country  Bks. 

Indiv.  X    Inv.  Trs. 
Territory:  Urban                    Rural 
Specialty:  Mbr.  NYSE 

No.  Salesn 
15 

Offices 

Phila. 

Boston 

Hartford 

en 

Name 
Mr.  X 
Mr.  Z 

Date 
6/38 
4/39 

Character  and  Reputation: 
Histon  :    l<'onucrly  Y  Z  Co 


Mr.  X  formerly  with  A  I'.  O  C 
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[Specimen  copy] 


1934 

11/26 

1935 

5/3 

12/5 

12/20 

1936 

3/6 

4/7 

5/1 

5/1 

*  10/21 

19S7 

3/8 

12/8 

1938 

7/20 

10/26 


3/21 


Issue 


Under- 1 
writing! 
interest 


Finland  4s,  1930-40. 


Atl.  Coast  Line  5s,  1945 

Virginian  Rwy.  6%  Pfd 

Sou  West  Oas  A  El  4s,  1960. 


Virginian  Rwy  334s,  1966  ... 

Norway  4Ms,  1965. 

B.  M.  T.  4hS.  1966 

B.   M.   T.   Ser.   3s,   1937/41 

3Hs  42-51.- 

Dist  Seas  5%  Pfd 


Spegel  Inc.  $4.50  Pfd  ... 
West  Va  P&P  4J.As,  1952. 


Ind  Rayon  1st  ms,  1948. ... 
Firestone  T&R   Deb  3Ms, 
1948.    ■' 


Natl  Dist  Deb  Wis,  1949- 


295 
205 


Offered 


Accept- 
ed 


20 

35 

500 
60 


De- 
clined 


MM) 
40 


Addi- 
tional 


Total 
sales 


35 

500 

60 

75 
45 
250 


500 

40 


75 
135 


Repurchases 


N.  P. 


50?  i 


Dealer:  X5,  Y  &  Z  Co. 


B.  O.    

A.     1 

A. 

B. 

New  York  City. 


Exhibit  No.  2047-2 

[Prepared  by  Harriman  Ripley  &  Co.,  Incorporated! 

Memorandum  of  October  16,  1939 

The  Syndication  of  New  Issues  of  Corporate  Securities 

No  clear-cut  rules-of-thumb  can  be  followed  in  the  formation  of  selling  groups. 
The  circumstances  surrounding  each  offering  usually  vary,  and  all  factors  must 
be  considered  in  arriving  at  decisions  concerning  the  composition  of  a  group. 
No  more  than  a  few  of  these  factors  can  be  discussed  in  this  memorandum,  which 
outlines  the  general  principles  underlying  the  formation  of  selling  groups  and 
reviews  some  of  the  specific  problems  encountered. 

GENERAL    PRINCIPLES 

Those  responsible  for  the  formation  of  selling  groups  must  give  primary  con- 
sideration to  three  basic  factors  when  a  new  issue  of  securities  is  about  to  be 
offered  to  the  public.     These  three  basic  factors  are: 

(a)  The  state  of  the  then  existing  market  for  securities, 

(b)  The  character  of  the  issue  to  be  offered — whether  investment  or  specula- 
tive characteristics  predominate — whether  it  is  an  issue  of  bonds,  preferred  stock 
or  common  stock,  and 

(c)  The  size  of  the  total  commitment  about  to  be  undertaken. 

Each  of  these  three  basic  factors  may  profoundly  affect  the  syndication  of  an 
issue.  Those  responsible  for  syndication  must  plan  the  arrangements  with  respect 
to  each  issue  in  the  light  of  these  factors  and,  in  so  doing,  determine  the  identity 
and  aggregate  number  of  dealers  to  be  included  in  the  selling  group.  The  objec- 
tive is  to  achieve  distribution  with  a  broad  group  of  ultimate  investors  who,  under 
the  market  conditions  prevailing  at  the  time,  represent  the  most  desirable  market 
for  an  issue  of  the  quality,  type  and  size  of  the  issue  to  be  offered. 

It  is  seldom  an  easy  matter  to  determine  the  number  and  identity  of  the 
dealers  to  be  included  in  the  selling  group  for  an  issue  of  a  particular  size,  type 
and  quality  and  under  a  given  set  of  market  conditions.  The  selling  group  should 
generally  include  a  substantial  number  if  the  issue  is  large,  and  a  smaller  number 
if  the  issue  is  small,  hut  market  conditions  or  other  factors  frequently  are  such 
that  this  customary  procedure  may  be  inadvisable. 
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Managing  underwriters  endeavor  to  select  as  members  of  a  selling  group  those 
dealers  who,  under  the  circumstances  then  prevailing,  appear  best  qualified  to 
assist  in  successful  distribution  of  the  offering.  The  managing  underwriter  of 
an  issue  reaches  decisions  in  this  respect  on  the  basis  of  information  which  he 
lias  collected  concerning  the  special  qualifications  of  each  dealer. 

It  merits  emphasis  that  the  success  with  which  a  managing  underwriter  syndi- 
cates issues  is  in  large  measure  due  to  the  experience  developed  by  the  officers  or 
partners/ra  the  house  over  a  period  of  years  in  the  selection  of  members  of  selling 
groups,  for  a  variety  of  issues  and  under  a  variety  of  market  conditions.  It  is 
this  background  of  experience  which  really  counts.  The  syndicate  lists,  syndicate 
records  and  classification  systems  built  up  by  the  syndicate  departments  of  the 
leading  underwriting  houses  are  merely  tools  to  assist  the  officers  or  partners  of  a 
managing  underwriter  in  arriving  at  decisions  with  respect  to  the  composition  of 
selling  groups.  The  tools  should  not  be  considered  as  automatic  in  their  opera- 
tion. They  prove  useful  only  in  the  light  of  the  experience  and  judgment  of  those 
making  use  of  the  tools. 

r  THE    SYNDICATE    LIST 

A  typical  syndicate  list  provides  a  working  list  from  which  dealers  to  be  offered 
participations  in  selling  groups  are  selected. 

A  typical  syndicate  list  will  include  the  names  of  virtually  all  of  the  leading 
investment  banking  houses  of  the  country  which  have  sufficient  capital  to 
engage  in  underwriting  on  a  sizable  scale.  In  addition,  such  a  list  will  include 
the  names  of  those  who  are  believed  to  be  the  leading  dealers  in  each  of  the 
more  important  financial  centers  throughout  the  country.  It  will  also  include 
a  number  of  smaller  dealers  both  in  the  large  cities  and  smaller  cities  and  towns, 
who  have  demonstrated  their  ability  to  distribute  issues.  In  general,  it  can  be 
said  that  syndicate  managers  are  always  glad  to  talk  with  dealers  who  wish 
to  be  placed  on  syndicate  lists  and  to  hear  from  them  the  reasons  why  they 
think  they  should  be  included  in  selling  groups.  Careful  consideration  is  given 
to  the  facts  made  available  by  dealers  in  the  course  of  such  discussions  and 
iu  general  practice  names  are  added  if  it  appears  that  the  applicant-dealers 
can  make  a  real  contribution  to  the  success  of  the  distribution  of  issues,  always 
provided,  of  course,  that,  the  syndicate  manager  consulted  is  satisfied  that  the 
applicant-dealers  are  of  good  character  and  reputation. 

A  dealer  whose  name  appears  on  a  typical  syndicate  list  is  by  no  means 
assured  that  he  will  be  offered  a  selling  group  participation  in  all  issues  pub- 
licly offered  by  the  underwriter  concerned.  Most  selling  groups  range  in  size 
between  one-quarter  and  three-quarters  of  the  aggregate  number  of  dealers  whose 
names  appear  in  a  typical  list.  The  size  of  the  group  in  any  particular-  instance 
depends  upon  the  quality,  type  and  size  of  the  issue  and  on  market  cbnditions 
prevailing  at  the  time  of  offering.  Dealers  are  chosen  on  the  basis  of  their 
'bility  to  contribute  to  successful  Solution  of  the  distribution  problem  presented 
by  the  issue. 

It  is  generally  the  case  when  a  gelling  group  is  formed  that  a  number  of 
dealers  who  had  not  previously  appeared  in  a  typical  syndicate  list  will  be 
included  in  the  group.  Some  of  these  may  subsequently  remain  on  the  syndT- 
cate  list.  Other  names  will  be  removed.  Many  well-established  businesses  de-, 
pend  for  their  effectiveness  on  the  ability  of  one  man.  When  he  retires,  dies 
or  is  incapacitated,  the  business  no  longer  occupies  the  same  position  in  the 
Industry.  Other  dealers  go  down-hill  for  other  reasons.  Newer  and  more 
vigorous  organizations  replace  them  and  over  a  period  of  time  additions  to  a 
typical  syndicate  list  will  be  about  as  numerous  as  removals.  The  number  of 
names  on  a  typical  list  remains  fairly  constant. 

Information  concerning  dealers  becomes  available  to  a  managing  underwriter 
in  various  ways  of  which  the  most  important  are' conversations  between  the 
s.vndicate  manager  and  dealers,  and  inspection  of  the  record  of  past  performaneo 
by  dealers  on  issues  manaced  by  the  underwriter.  Each  managing  underwriter 
has  his  own  system  for  gathering  this  information  into  its  syndicate  records 
in  a  form  convenient  for  instant  use  when  the  occasion  arises.  In  this  memo- 
randum we  are  •liscussing  a  typical  list  and  the  system  employed  in  keeping 
if  up  to  date. 

THE   SYNDICATE  RECORDS 

In  the  case  of  the  typical  list  under  discussion,  information  about  dealers 
obtained  by  the  syndicate  department  is  condensed  into  a  brief  record  which  is 
entered  on  "Syndicate  Record  Canls"  and  revised  from  time  to  time  as  new 
121401— 40— pt.  24 43- 
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information  becomes  available.  Part  of  tbis  information  is  obtained  (luring 
business  calls  at  the  principal  office  of  the  underwriter  by  dealers  and  their 
representatives,  during  business  trips  by  the  partners  or  officers  of  the  under- 
writer in  charge  of  syndicate  operations  to  various  financial  centers,  and  from 
reports  by  managers  and  representatives  of  branch  offices.  The  most  impor- 
tant portion  of  the  information  is  a  record  of  the  past  performance  of  each 
dealer  in  the  distribution  of  issues  made  available  to  him  from  time  to  time. 

A  syndicate  department  must  know  the  answers  to  the  following  questions 
about  dealers:  To  what  extent  does  a  dealer  succeed  in  finding  buyers  in  his 
territory  for  various  types  of  securities?  Is  he  a  specialist  in  bonds  suitable 
lor  institutional  investment  and  is  he  outstandingly  successful  or  only  moder- 
ately so  in  meeting  the  demands  of  this  market?  Has  the  dealer  developed 
good  business  until  country  banks  and  individuals  in  bonds  below  first  grade? 
Does  the  dealer  reach  the  market  among  individuals  and  others  in  his  terri- 
tory for  more  speculative  high-return  preferred  and  common  stocks?  How 
alert  is  the  dealer  in  obtaining  his  share  of  the  business  available  in  his 
territory? 

The  following  summary  shows  the  information  entered  on  a  typical  syndicate 
record  card  to  disclose  the  answers  to  these  questions: 

On  a  separate  card  for  each  dealer  an  entry  is  made  of  the  dealer's  record  of 
past  performance  on  issues  offered  to  him.  This  card  shows  the  date  of  the 
issue ;  the  title  of  the  issue ;  the  amount  of  underwriting  interest,  if  any,  of  the 
dealer ;  the  type  of  offering,  either  firm  or  subscription ;  the  amount  offered  to  the 
dealer  in  the  selling  group;  the  amount  accepted  by  the  dealer;  the  amount  of 
his  additional  sales,  if  apy ;  bis  total  sales  of  the  issue  on  selling  group  terms ; 
and  the  amount  of  open-market  repurchases  by  the  syndicate  manager  of  secur- 
ities sold  to  the  dealer,  divided  into  securities  repurchased  with  penalty  and 
without  penalty. 

The  card  described  above  is  the  basic  record  with  respect  to  each  dealer.  All 
other  information  is  entered  on  a  second  card,  which  contains : 

1.  The  name  of  the  dealer  and  the  address  to  which  communications  are  to  be 
sent. 

2.  The  name  of  the  individual  with  whom  business  contacts  are  maintained  on 
matters  relating  to  syndicate"'  operations. 

3.  A  brief  history  of  the  dealer  and  a  summary  of  information  relating  to  his 
character  and  reputation. 

4.  A  list  of  the  cities  in  which  the  dealer  maintains  offices.  This  list  gives  the 
geographical  scope  of  the  dealer's  activities. 

5.  The  number  of  salesmen  employed  by  the  dealer.  This  figure  gives  some  idea 
of  the  intensity  and  breadth  of  the  dealer's  operations. 

6.  A  notation  whether  the  dealer's  territory  is  predominantly  urban  or  rural. 

7.  Notations  concerning  the  types  of  investors  reached  "by  the  dealer — institu- 
tions, banks  in  the  la'tger  cftuters.  country  banks,  individuals,. etc. 

8.  A  note  on  the  securities,  4f  aiiy,  in  the  distribution  of  which  the  dealer  makes 
a  specialty,^  such  as  munv.?ipal  bonds,  local  utility  preferred  stocks,  investment 
trusts,  etc.  This  data  frequently  gives  an  especially  accurate  lead  on  the  dealer's 
ability  to  reach  certain  markets  in  his  territory. 

£.  An  estimate  of  the  capital  resources  af  the  dealer.  Inasmuch  as  participants 
in  selling  groups  have  an  opportunity  to  place  their  participations  before  deciding 
to  accept  or  decline  the  offer,  the  capital  resources  of  s'e^ing  eropp  members  are 
not  of  <p5ajor  importance  to  the  managing  uno<_  writer  in  deciding  whether  such 
dealers  should  be  included  in  a  selling  group.  Nevertheless,  information  con- 
cerning toe  capital  resources  of  dealers  is  of  interest  t6  managing  unaei  rriters 
as  aL> indication  of  the  conservatism  with  which  the  dealer  conducts  his  opera- 
tions and  as  in  some  degree  a  measure  of  the  success  with  which  the  dealer  has 
conducted  his  business. 

10.  A  notation  (either  1,  2  or  3)  which  indicates  the  quantity  of  day  to  day 
trading  business,  using  the  size  of  the  dealer  as  a  base,  in  other  than  new-issues, 
of  each  dealer  with  the  underwriter  concerned  in  the  latter's  capacity'  as  a 
dealer.  A  small  dealer  who  does  the  same  volume  of  trading  business  with  the 
underwriter  concerned  as  a  larger  dealer,  might  be  noted  under  (1)  whereas  the 
larger  dealer  would  be  noted  under  (2).  These  notations  give  a  further  indi- 
cation of  the  ability  of  a  dealer  to  meet  the  supply-demand  conditions  in  his 
market. 

11.  A  notation  of  the  approximate  minimum  and  average  amounts  which  a 
dealer  might  be  offered  in  a  selling  group.  This  notation  is  by  no  means  rigidly 
adhered  to  when  the  participations  of  selling  group  members  are  worked  out  for 
a  specific  issue,  but  it  is  useful  as  a  guide. 
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II  will  be  noted  that  much  of  the  information  on  the  syndicate  record  cards  is 
of  a  confidential  nature  and  that  the  records  are  maintained  solely  for  the  infor- 
mation of  the  officers  or  partners  of  the  underwriter  concerned  who  are  respon- 
sible for  the  formation  of  selling  groups.  In  general,  the  record  cards  serve  two 
purposes.  These  arc,  first,  to  provide  a  ready  reference  source  from  which  to 
answer  the  questions  most  likely  to  arise  in  discussions,  which  are  usually  pro- 
longed, preceding  the  formation  of  selling  groups,  and,  second,  to  provide  a  basis 
by  which  dealers  may  be  classified  in  an  orderly  manner  to  lighten  the  work  of 
selecting  selling  group  members  best  qualified  to  distribute  a  specific  issue  in  the 
light  of  the  type,  size  and  quality  of  the  issue  and  the  market  conditions  pre- 
vailing at  the  time  of  offering. 

All  names  in  the  typical  syndicate  list  under  discussion  are  divided  into  three 
classification  groups  (called  the  A,.  B  and  C  groups)  and  the  classification  into 
which  each  dealer  is  placed  is  noted  on  the  syndicate  record  card  relating  to 
the  dealer.  There  has  also  been  marked  after  the  letter  symbol  of  certain  of 
the  dealers,  the  note  "Und.".  This  has  been  done  to  mark  clearly  dealers  who 
are  believed  to  have  sufficient  capital  and  distribution  to  warrant  their  inclusion 
in  underwriting  groups  from  time  to  time.  The  classifications  are  intended  to 
convey  a  measure  of  the  consistency  of  the  distributing  ability  of  each. dealer 
with  respect  to  various  types  of  issue. 

The  A  group  includes  those  dealers  who  are  believed  to  be  consistently  able 
to  place  amounts  of  any  issue  which  meets  a  moderately  receptive  market. 
These  are  the  dealers  to  whom  the  underwriter  concerned  is  most  likely  to  turn 
in  forming  a  selling  group.  The  larger  dealers  who  frequently  act  as  under- 
writers are  almost  without  exception  included  in  this  group  and  any  dealer  who 
is  believed  to  be  actively  in  touch  with  all  phases  of  the  market  in  his  territory 
is  also  included.  Size  is  not  necessarily  a  controlling  criterion,  although  the 
average  size  of  the  dealers  in  the  A  group  is  probably  considerably 
larger  than  the  average  size  in  the  B  and  C  groups.  The  A  group,  in  Tact,  will 
be  found  to  include  several  one-man  firms  who  have  been  particularly  successful 
in  conducting  business  in  their  cities.  Likewise,  capital  resources  are  not  a 
controlling  criterion,  although  the  bottom  limit  on  the  capital  resources  of  a 
dealer  in  the  A  group  is  probably  in  the  neighborhood  of  $10,000.  Consistency 
of  past  performance  is  the  major  criterion  in  the  classification  of  dealers.  The 
amounts  or  the  size  of  the  dealer's  expected  distribution  are  a  secondary  con- 
sideration. 

The  B  group  includes  dealers  whose  performance  records  are  for  one  reason 
or  another  not  as  good  as  the  records  of  the  dealers  in  the  A  group.  For  example, 
a  dealer  whose  customers  are  largely  country  banks  might  be  expected  to  do  a 
good  job  in  selling  a  public  utility  bond  issue  yielding  4.50%  but  might  not  be 
able  to  sellany  shares  of  a  high  grade  preferred  stock  issue  yielding  4.00%.  He 
probably  would  be  classed  as  a  B  dealer.  Several  old-line  houses  of  the  highest 
reputation,  who  decline  all  participations  except  those  in  issues  rated  "Aa"  and 
"Aaa"  by  the  statistical  services,  are  also  classed  as  B  dealers.  The  B  classifica- 
tion shows  a  less  consistent  performance  record  and  dealers  in  this  classification 
are  generally  offered  participations  in  selling  groups  only  after  consideration 
has  been  given  to  the  special  qualifications  of  the  dealer  to  handle  each  issue. 

Even  more  consideration  is  given  to  the  qualifications  of  dealers  in  the  C  group 
before  they  are  offered  participations  in  selling  groups.  These  are  dealers  whose 
performance  record  is  less  satisfactory  than  the  records  of  the  B  dealers.  Many 
of  the  C  dealers  have  not  yet  had  an  opportunity  to  demonstrate  over  a  period 
of  years  their  ability  to  contribute  to  the  successful  distribution  of  new  issues. 
Many  of  these  dealers  are  unseasoned  in  the  business. 

Changes  in  classification  for  dealers  are  made  from  time  to  time  as  conditions 
warrant,  but  the  number  of  dealers  in  each  of  the  three  groups  tends  to  remain 
fairly  constant. 

The  A,  B  and  C  classifications  are  in  no  sense  a  measure  of  the  financial 
probity  of  the  dealers.  The  underwriter ,  concerned  is  not  likely  to  have  any 
reason  to  doubt  the  financial  or  business  integrity  of  any  dealer  on  his  syndi- 
cate list. 

The  typical  syndicate  list,  the  syndicate  record  cards  and  the  classifications 
represent  a  condensation  into  written  form  of  the  judgments  reached  by  those 
responsible  for  the  operation  of  the  syndicate  department  of  the  underwriter  con- 
cerned relating  to  the  qualifications  of  each  dealer.  The  cards  and  classifica- 
tions are  nothing  more  than  a  ready  reference  system  for  use  in  discussions. 
Each  selling  group  presents  a  different  problem  which  must  be  met  in  the  best 
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possible  manner  on  the  basis  of  the  available  information  and  in  the  light  of  the 
type,  size  and  quality  of  the  issue  to  be  offered  and  the  market  conditions  exist 
ing  at  the  time. 

FORMATION  OF  SFXLINO  GROUPS 

When  a  managing  underwriter  offers  a  group  of  dealers  fixed  participations 
(as  distinguished  from  subscription  participations)  in  a  new  issue,  his  hope  is 
that  each  dealer  receiving  an  offer  will  accept  100%  of  the  offer.  A  certain 
portion  of  the  bonds  of  each  new  issue  will  customarily  be  reserved  for  retail 
distribution  by  underwriters.  The  remainder  will  be  offered  through  the  sell 
ing  group.  In  the  aggregate,  the  amount  of  securities  offered  to  underwriters 
and  selling  group  dealers  may  be  slightly  in  excess,  but  less  than  110%,  of  the 
total  amount  of  the  issue  with  a  view  to  minimizing  the  effect  of  non-acceptances 
from  dealers  who  have  received  offerings.  If  dealers  receiving  offers  of,  say, 
25%  of  the  issue  decline,  the  offering  is  not  successful  until  underwriters  and 
the  remaining  selling  group  members  make  additional  sales  to  a  point  where 
the  entire  issue  is  placed. 

Good  syndication  may  be  defined  as  selecting  a  high  percentage  of  dealers  who 
accept  .selling  group  participations  up  to  the  full  amount  of  each  offer. 

Notwithstanding  the  use  of  great  care  in  selecting  selling  group  dealers  for  an 
issue  which  meets  an  unresponsive  market,  an  issue  is  frequently  destined  to 
be  unsuccessful  because  of  market  conditions.  Likewise,  careless  selection  of 
selling  group  members  may  not  prove  to  be  a  handicap  if  an  issue  meets  a 
nation-wide  demand  from  many  different  types  of  investors.  But  in  the  majority 
of  cases,  careful  selection  of  selling  group  members  is  an  important  and  essen- 
tial factor  in  tbe  successful  distribution  of  an  issue. 

.  In  recent  years,  it  is  not  probable  that  any  managing  underwriter  has  offered 
selling  group  participations  in  an  issue  of  highest  grade  public  utility  bonds  to 
be  sold  at  a  price  to  yield  3.00%  to  dealers  whose  business  is  restritfed  to  the 
sale  of  open-end  investment  trusts  to  individual  customers,  since  such  individu- 
als have  not  been  in  the  market  for  bonds  yielding  3.00%.  Nor  is  it  likely  that 
a  managing  underwriter  would  include  in  the  selling  group  for  an  issue  of 
convertible  preferred  stock,  dealers  whose  business  transactions  are  solely  with 
insurance  companies  and  banks  in  one  of  tbe  larger  financial  centers,  since  these 
institutions  are  not  in  the  market  for  speculative  securities. 

The  backbone  of  a  syndicate  list  consists  of  those  dealers  in  various  parts  of 
the  United  States  who  are  keenly  alert  to  the  opportunities  to  do  business  in  all 
types  of  securities;  those  who  can  find  the  demand  for  an  issue  if  the  demand 
exists  in  their  territories.  There  is  an  intermediate  group  which  can  be  counted 
upon  to  do  good  work  in  distribution  of  special  types  of  issues  and  there  is  a 
third  group  which  >  is  not  so  alert  and  cannot  be  counted  upon  for  consistent 
performance.  Chief  reliance  is  necessarily  placed  on  the  dealers  included  in  the 
A  group  in  a  typical  syndicate  list. 

It  has  previously  been  indicated  that  the  basic  factors  which  should  govern 
the  composition  of  a  selling  group  are  market  conditions  and  the  size,  quality 
and  type  of  issue.  Some  of  the  problems  which  may  arise  in  this  connection  can 
be  illustrated  by  a  few  examples. 

An  issue  of  $10,000,000  of  medium-grade  industrial  ten-year  debentures,  to  be 
offered  at  a  price  to  yield  4.00%,  is  expected  to  prove  unattractive  to  insurance 
companies  and  individuals,  but  to  be  moderately  attractive  to  national  banks. 
The  issue  is  small  but  the  distribution  problem  is  difficult.  Under  these  cir- 
cumstances, it  is  probable  that  the  selection  of  selling  group  dealers  would  be 
restricted  to  the  majority  of  dealers  in  the  A  group  plus  a  selection  of  B  and  C 
dealers  who  had  demonstrated  an  ability  to  handle  similar  pieces  of  business. 
As  the  list  of  dealers  in  this  instance  are  fewer  and  selective,  many  of  the 
dealers  would  receive  relatively  larger  offerings. 

An  issue  of  $10,000,000  of  preferred  stock  of  an  industrial  company,  to  be 
offered  at  a  price  to  yield  4.50%,  is  expected  to  find  its  market  primarily  with 
individual  investors  interested  in  income,  rather  than  price  appreciation.  The 
issue  would  probably  be  offered  to  a  larger  number  of  dealers  and  the  participa- 
tions offered  each  dealer  might  be  considerably  smaller  than  customary.  While 
the  proportion  of  non-acceptances  might  be  quite  high,  the  hope  would  be  that 
several  dealers  on  the  A,  B  and  C  lists  would  find  purchasers  for  larger  amounts 
than  had  been  offered  to  such  dealers  and  that  additional  sales  to  these  dealers, 
together  with  acceptances  by  other  dealers,  would  be  sufficient  to  result  in  sale 
of  the  entire  issue.  By  scattering  his  shots,  the  manager  succeeds  in  this  case 
in  finding  an  ultimate  market  for  the  preferred  stock. 
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Geographical  considerations  are  frequently  of  prime  importance.  An  issue 
may  be  expected  to  be  in  great  demand  in  the  state  in  which  the  issuer  is 
situated  but  is  expected  to  lack  appeal  in  other  states.  In  this  case,  the  selling 
group  contains  a  relatively  large  number  of  dealers  in  the  home  state  of  the 
issuer.  Sometimes  too,  tax  refunds  in  Pennsylvania  or  legality  for  savings 
banks  in  certain  states  have  an  important  bearing  on  the  composition  of  a 
selling  group. 

In  those  few  instances  where  no  special  problems  exist  in  connection  with  the 
formation  of  selling  groups,  first  consideration  is  given  to  the  dealers  who  have 
had  a  good  record  of  past  performance  on  issues  managed  by  the  underwriter 
concerned. 

It  is  frequently  not  possible  to  include  certain  dealers  in  selling  groups  who 
might  logically  expect  to  be  included.  Some  of  the  larger  underwriting  houses 
never  accept  selling  group  participations  in  an  issue  of  which  they  are  not  an 
underwriter  for  an  amount  less  than  a  fixed  minimum,  say  $250,000  or  $100,000. 
When  inclusion  of  such  a  dealer  in  the  selling  group  with  a  participation 
acceptable  to  him  would  not  be  practical  because  of  the  size  of  the  issue  or 
because  of  the  type  of  distribution  desired,  the  managing  underwriter  usually 
omits  such  dealer. 

The  purpose  of  distribution  through  a  nation-wide  selling  group  is  to  obtain 
broad  distribution,  in  small  blocks,  with  a  large  number  of  ultimate  investors. 
An  issue  is  said  to  be  well-placed  if  it  is  distributed  in  this  manner.  Dis- 
tribution in  large  blocks  is  generally  considered  undesirable  because  a  large 
block  may  upset  the  secondary  market  for  the  issue  when  the  holder  decides 
to  sell.  At  times,  however,  it  is  virtually  necessary  to  distribute  issues  in 
relatively  large  blocks  because  of  the  condition  of  the  market. 

In  general,  it  may  be  said  that  the  best  way  to  obtain  wide  distribution  with 
ultimate  investors  is  to  make  offerings  through  a  large  number  of  dealers  who 
maintain  close  contact  with  all   types  of  investors  in  their  territory. 


Exhibit  No.  2048 


Stipulation 


_  It  is  hereby  stipulated  and  agreed  that  the  documents  listed  on  the  attached 
sheets  are  true  copies  of  original  communications  or  carbon  copies  in  the 
files  of  Morgan  Stanley  &  Co.,  Incorporated,  and  that  they  were  received  or 
sent,  as  the  case  may  be,  by  Morgan  Stanley  &  Co.,  Incorporated. 

George  A.   Brownell, 
(George   A.   Brownell) 
Counsel   to   Morgan   Stanley  &   Co.,   Incorporated. 


936 

Telg.  or 
Letter 

To 

From 

Date 

Letter. 

Morgan  Stanley  &  Company 

Messrs.  Ferris  &  Hardgrove.    Att: 

Harper  Joy,  Esq. 
R.  W.  Dooly,  Esq.,  of  Bamberger 

and  Company,  Inc. 
Morgan  Stanley  &  Company 

Harper  Joy  of  Ferris  &  Hardgrove 

John  M.  Young,  Vice-Pres.,  of  Mor- 
gan Stanley  &  Co.,  Incorporated. 
John  M.  Young,  V.  P 

May  29, 1936 
June    3, 1936 

June  12,1936 

•' 

R.  W.  Dooly,  Esq.,  of  Bamberger  and 

Company,  Inc. 
E.  C.  Wampler,  Vlce-Pres.,  Lawrence 

Stern  and  Company,  Incorporated. 
E.  O.  Dorbritz,  of  Moore,  Leonard  & 

Lynch. 
John  M.  Young,  of  Morgan  Stanley 

&  Co.,  Incorporated. 
John  M.  Young,  of  Morgan  Stanley 

&  Co.,  Incorporated. 
W.  S.  Gilbreath,  Jr.,  of  First  of  Michi- 
gan Corporation. 
John  M.  Young,  V.  P.,  of  Morgan 

Stanley  &  Co.,  Incorporated. 
E.  A.  Straw,  of  E.  A.  Straw,  Inc. 

June     5, 1936 
Oct.    21,1936 

: 

John  M.  Young,  of  Morgan  Stanley 

&  Company,  Inc. 
E.    O.   Dorbritz,    Esq.,   of   Moore, 

Leonard  &  Lynch. 
E.  C.  Wampler,  Esq.,  of  Lawrence 

Stern  and  Company,  Incorporated. 
John  M.  Young,  of  Morgan,  Stanley 

and  Company. 
W.  S.  Gilbreath,  Jr.,  Esq.,  V.  P. 

First  of  Michigan  Corporation. 
Morgan  Stanley  &   Co.,  Att:  Johu 

M.  Young. 

Oct.    24,1936 

Oct.    26,1936 

Oct.    26,1936 

Nov.    5,1936 

Nov.  13, 1936 

Dec.     4, 1936 
/ 
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Telg.  or 
Letter 

To 

From 

Date 

Letter 

John  M.  Young,  Morgan  Stanley  & 
Co. 

George  V.  Rotan,  of  George  V.  Rotan 
Co. 

John  M.  Young,  Morgan  Stanley  & 
Co. 

George  V.  Rotan,  of  George  V.  Botan 
Co. 

John  M.  Young,  V.  P.,  Morgan  Stan- 
ley &  Co.,  Incorporated. 

Alfred  R.  Meyer,  Hornblower  & 
Weeks. 

John  M.  Young,  Morgan  Stanley  & 
Co. 

Jan.  14,1937 
Jan.    19,1937 

« 

John  M.  Young,  Morgan  Stanley  & 

Co. 
George    V.    Rotan,    Esq.,    Messrs. 

George  V.  Rotan  Co. 
John  Young,  Morgan  Stanley  &  Co.. 

Jan.  25,1937 
Jan.  29,1937 
Feb.  1, 1937 
Feb.     4, 1937 

letter 


(and  Enc.) 


Mr.  John  M.  Young,  of  Morgan, 
Stanley  &  Company,  Inc. 

Perry  E.  Hall,  of  Morgan  Stanley  & 
Co.,  Inc. 

William  L.  Day,  of  Morgan  Stanley 
&  Co.,  Inc. 

Sumner  B.  Emerson,  Esq.,  V.  P.  of 
Morgan  Stanley  &  Co.,  Incorpo- 
rated. 

Edgar  Scott,  Esq.,  of  Montgomery, 
Scott  &  Co. 

John  Young,  of  Morgan  Stanley  & 
Co. 

Morgan  Stanley  aiiJ  Co.,  Inc 

Morgan  Stanley  &  Co.,  Inc.  Att: 

John  M.  Young,  Esq. 
John  Young,  of  Morgan  Stanley  & 

Co. 
John  M.  Young,  of  Morgan  Stanley 

&  Co.,  Inc. 


John  C.  Legg,  Jr.,  of  Mackubin,  Legg 

&  Company. 
T.  B.  Eastland,  of  Eastland  &  Co 


Carey  J.  Chamberlin,  of  Townsend, 

Anthony  and  Tyson. 
Edgar  Scott,  of  Montgomery,  Scott 

&  Co. 

Sumner  B.  Emerson,  V.  P.  of  Morgan 

Stanley  &  Co.,  Incorporated. 
J.  Lyle  Osborne,  of  Schwabacher  <?  Co. 

C.  S.  Ashmun,  of  C.  S.  Ashmun  Com- 
pany. 
L.  B.  E.,  of  Woodward-Elwood  &  Co. 

J.  Lyle  Osborne,  of  Schwabacher  &  Co. 

Alfred  R.  Meyer,  of  Hornblower  & 
Weeks. 


June  2,  1938 
June  6, 1938 
June  9, 1938 
June  10,1938 

June  13,1938 
June  21,1938 
July  7, 19rs 
July  9, 1938 
July  14,1938 
July    15,1938 


Letter Morgan  Stanley  &  Co 

"     Messrs.  Surdam  &  Co.    Att:  T.  A. 

Surdam,  Esq. 
Messrs.  H.  B.  Cohle  &  Co _. 


Telegram. 
Letter 


(and  Eric.) 
Letter  > 


Morgan  Stanley  &  Co.,  Inc 

Morgan  Stanley  &  Company.  Att: 
Mr.  William  L.  Day. 

Morgan,  Stanley  &  Co.,  Inc.  Att: 
William  L.  Day,  Esq. 

Sumner  B.  Emerson,  of  Morgan 
Stanley  &  Company,  Incorpo- 
rated. 

Sumner  B.  Emerson,  of  Morgan 
Stanley  &  Co.,  Inc. 

Morgan  Stanley  &  Co.,  Incorporated. 

Perry  Hall  of  Morgan,  Stanley  & 

Co.,  Inc. 
Morgan,  Stanley  &  Company,  Inc. 

Att:  Syndicate  Department. 
Arthur  P.  Nauman,  Esq.,  of  Cray, 

McFawn  &  Petter. 
John  M.  Young,  of  Morgan  Stanley 

&  Co.,  Inc. 
Sumner   B.    Emerson,   of   Morgan 

Stanley  &  Company,  Inc. 
Sumner    B.    Emerson,   of   Morgan 

Stanley  &  Co.,  Inc. 
Morgan,  Stanley  &  Co 


Rudolph  Eichler,  Esq.,  of  Bateman, 

Eichler  &  Co. 
Justus    F.    Lowe    Company.    Att: 

John  H .  Lewis  III,  Esq. 
Harry  Q.  Riter  3rd,  Esq.,  of  Riter  & 

Co. 


Truman  A.  Surdam,  of  Surdam  &  Co. 
W.  L.  D.,  Morgan  Stanley  &  Co.... 

Sumner  B.  Emerson,  V.  P.,  Morgan 

Stanley  &  Co.,  Inc. 

H.  B.  Cohle  &  Co 

Spencer,  Swain  &  Co.    By:  Earle  F. 

Spencer. 
F.  L.  Dabney  &  Co.  (W.  T.  G.) 

Philip  H.  Gerner,  of  George  D.  B. 
Bonbright  &  Co. 

Leland  M.  Bell,  of  Kerr  &  Bell 


Arthur  H.  Bosworth,  of  Bosworth, 
Chanute,  Loughride  &  Company. 

C.  H.  Hyams,  3rd,  of  Hyams,  Glas  & 
Carothers.  " 

Jenkins,  Whedbee  &  Poe  per  Gresham 
H.  Poe. 

Sumner  B.  Emerson,  of  Morgan  Stan- 
ley &  Co.,  Incorporated. 

Rudolph  Eichler,  of  Bateman,  Eichler 
&  Co. 

R.  S.  Dickson,  of  R.  S.  Dickson  & 
Company. 

Harry  Riter,  of  Riter  &  Co 


John  H.  Lewis  III,  of  Justus  F.  Lowe 
Company. 

Sumner  B.  Emerson,  of  Morgan  Stan- 
ley &  Co.,  Incorporated. 

Sumner  B.  Emerson,  of  Morgan  Stan- 
ley &  Co.  Incorporated. 

Sumner  B.  Emerson,  of  Morgan  Stan- 
ley &  Co.,  Incorporated. 


July 
July 

13, 1939 
14, 1939 

July 

18, 1939 

July 
July 

18, 1939 
19, 1939 

July 

19, 1939 

July 

19, 1939 

July 

19, 1939 

July 

20, 1939 

July 

21, 1939 

July 

21, 1939 

July 

21, 1939 

July 

22, 1939 

July 

26, 1939 

July 

27, 1939 

July 

28, 1939 

Aug. 

1, 1939 

Aug. 

1, 1939 

Aug. 

1, 1939 
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Exhibit  No.  2045) 

[From  the  files  of  Morgan  Stanley  &  Co,  Incorporated] 

11— Cincinnati,  Ohio,  18 

Morgan  Stanley  &  Co.,  Inc.,  1^!)  Jnly  IS 

2  Wall  St.,  N.  Y 
Would  like  to  receive  offering  find  participation  in  Shell  Union  Syndicate. 

H.  B.  Cohle  &  Co. 


Exhibit  No.  2050 
[From  the  files  of  Morgan  Stanley  &  Co.  Incorporated ] 

JMY 
WLD 

Morgan  Stanley  &  Co.,  Incorporated. 

July  IS,  1989. 
Messrs.  H,  B.  Cohle  &  Co., 

Union  Trust  Building,  Cincinnati,  Ohio. 
Gentlemen:  We  acknowledge  your  telegram  of  Julv  18th  requesting  an  offer- 
ing of  Shell  Union  Oil  Debentures.     While  we  are  noting  the  interest  of  your 
firm,  we  do  not  know  whether  or  not  we  shall  find  it  possible  to  make  your  firm 
an  offering. 

Our  files  have  no  information  with  regard  to  your  firm  and  its  distributing 
ability.     If  you  care  to  do  so,  we  should  be  glad  to  have  you  tell  us  of  the  size 
of  your  firm,  the  type  of  business  in  which  it  specializes,  the  previous  connec- 
tions of  its  principals  and  any  other  information  you  may  feel  to  be  pertinent. 
Very  truly  yours, 

Morgan  Stanley  &  Co.  Incorporated, 
Sumner  B.  Emerson,  Vice-}' resident. 
AIR  MAIL 
SBE : HH 


ExHiBrr  No.  2051 

I  From  the  files  of  Morgan  Stanley  &  Co.  Incorporated] 

JMY  Morgan   Stanley  &  Co.,   Incorporated 

SBE  July  l!h  1939. 

Messrs.  Surdam  &  Co., 

Mears  Building,  Scranion,  Pa. 
Attention — T.  A.  Surdam,  Esq. 
Dear  Sirs  :  We  wish  to  acknowledge  your  letter  of  July  13,  1939,  in  which  you 
express  an  interest  in  the  Shell  Union  Oil  Corporation  2y2%  Debentures  of  1954. 
We  have  noted  your  request  but  doubt  that  we  shall  be  able  to  include  you. 
Our  records  contain  very  limited  information  about  your  firm.    We  should  like 
to  obtain  from  you  any  information  you  may  care  to  present  showing  your  dis- 
tributing ability,  territory  served,  etc. 
Very  truly  yours, 

Morgan  Stanley  &  Co.  Incorporated 

By . 

WLD : JB 
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Exhibit  No.  2052 
[From  the  flies  of  Morgan  Stanley  &  Co.  Incorporated] 

MEMBERS 

New  York  Stock  Exchange 
Chicago  Board  of  Trade 
New  York  Curb  Exchange 
^(Associate) 


New  York 

Los  Angeles 

Oakland 

Fresno 

Santa  Barbara 

Del  Monte 


SCHVVABACHEB  &   Co. 


INVESTMENT    SUCURITIKN 


600  Market  Street  at  Montgomery    Telephone  SUtter  5600 

San  Francisco,  July  14,  J&3S. 
Mr.  John  Young, 

Morgan  Stanley  &  Co., 

2  Wall  Street,  New  York,  N.  T. 
Dear  Mr.  Young  :  The  writer  would  like  to  take  this  opportunity  to  express  his 
appreciation  on  behalf  of  our  firm  for  our  recent  inclusion  in  the  new  financing 
of  Standard  Oil  Company  of  Now  Jersey. 

In  connection  with  out  participation  in  new  underwritings  we  make  it  n 
practice  to  apprise  underwriters  of  the  character  of  "our  distribution  to  the  end 
that  we  may  continue  to  justify  their  favors  in  further  new  issues. 

In  the  Standard  Oil  Company  of  New  Jersey  15-year  debentures  we  participated 
to  the  extent  of  $125,000  in  the  Selling  Group.  These  bonds  were  distributed  in 
our  various  offices  in  the  following  m:mner : 


No.  of  trans- 
actions 

Par  Value 

20 
8 

$l'02,000 

23,000 

Total    .    ,. 

28 

$125, 000 

In  the  serial  note  issue  of  the  same  company  we  participated  to  the  extent. of 
$75,000  in  the  Selling  Group.  These  bonds  were  distributed  in  our  various 
offices  in  the  following  manner : 


No.  of  trans- 
actions 

Par  Value 

10 
5 

$45,000 

30,000 

Total ; 

15 

$75. 000 

Trusting  this  information  will  prove  of  value,  we  are, 
Very  truly  yours, 


JLO  G 


SCHWAJIACHEK    &    CO. 

J.  Lyle  Osborne. 


"Exhibit  No.  2053"  appears  in  full  in  the  text,  p.  126SM 
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Exhibit  No.  2054-1 

[From  the  files  of  Morgan  Stanley  &  Co.  Incorporated  J 

Georue  V.  Rotan  Co. 

INVESTMENT   SECURITIES 
(iEOUGE   V.  ROTAN 
IjDVBTT  ABERCROMBIE 

(Stamped  :)  Morgan  Stanley  &  Co.,  Incorporated,  Jan.  18  9 :  58  A.  M.,  1936 
Espebson  Building,  Houston,  January  14,  1931. 

Morgan  Stanley  &  Co., 

#2  Wall  Street,  New  York,  N.  Y. 
(Attention:  Mr.  John  M.  Young.) 
He:  Great  Northern  Railway,  Gen.  Mtg.  3s,  1967. 

Dear  John:  We  appreciate  very  much  your  offering  us  the  25M  bonds  today 
and  regret  exceedingly  to  have  felt  obligated  to  decline.  Of  course  we  are  in- 
debted to  you  for  special  consideration  in  many  cases  and  we  are  ready  to 
stay  in  there  and  pitch  whenever  there  is  any  chance  for  us -to  do  business. 
On  the  other  band  as  you  undoubtedly  recall  we  are  poor  on  rails  and  our 
•customers  will  not  buy  them  except  in  special  cases.  In  this  particular  instance 
I  regret  that  I  failed  to  notify  you  in  advance  that  we  would  not  be  interested. 
We  have  been  extremely  busy  and  to  be  truthful  I  overlooked  the  issue  entirely. 

I  sincerely  hope  that  our  standing  with  you  is  not  impaired  by  declining  an 
offering.  I  figure  that  we  are  not  paid  for  any  underwriting  risk  but  are  expected 
to  do  a  selling  job.  If  we  make  ah  honest  effort  to  sell  and  do  not  succeed  accord- 
ing to  my  understanding  you  would  prefer  to  have  us  decline  rather  than  to  buy 
the  bonds  and  throw  them  back  in  to  the  market  later  on. 

An  expression  from  you  on  the  subject  will  be  appreciated. 

With  best  regards, 
Very  truly  yours, 


GVR:  G 

(Handwritten:  Ans.     J.  M.  Y.  1/19/37. 


George  Y.  Rotan. 


Exhibit  No.  2954-2 

[From   tbe  files   of   Morgan   Stanley  &  Co.   Incorporated.     Letter   from   J.   M.   Young  to 

George  V.  Eotan] 

Morgan  Stanley  &  Co.,  Incorporated 

January  19,  1937. 
George  V.  Rotan,  Esq., 

Messrs.  George  V.  Rotan  Co.,  Esperson  Building, 

Houston,   Texas. 
Dear  George:  I  have, {received  your  letter  of  January  14,  1937,  with  reference 
to  Great  Northern  Railway  Company  General  Mortgage  3%%  Bonds.     We  wen- 
glad  to  have  these  Bonds  back  as  we  had  substantial  orders  in  other  markets 
which  we  could  not  fill  unless  we  were  able  to  obtain  unsold  Bonds. 

Railroad  Bonds  have  demonstrated  themselves  to  be  the  most  difficult  issues 
to  distribute  .under  present  day  circumstances.  However,  the  Great  Northern 
has  made.great  progress  in  the  past  few  years  and  this  is  a  type  of  Bond  that 
can  be, sold  well  if  real  effort  is  put  on  it. 

You  are  correct  in  saying  that  you  are  not  paid  for  an  underwriting  risk  but 
are  expected  to  do  a  selling  job.     While  a  single  instance  of  this  type  will  not 
affect  your  record  with  us,  yet  frankly  I  cannot  understand  why  a  Bond  of  this 
character  would  not  be  attractive  to  investors  in  your  market. 
Sincerely  yours, 

JMY :  MA. 


"Exiiihit  No.  2055"  appears  in  full  in  the  t«xt,  p.  126W5 


"Exhibit  No.  205G"  appears  in  full  in  the  text,  p.  12C.S." 
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Exhibit  No.  2057 
[From  the  files  of  Morgan  Stanley  &  Co.  Incorporated]  v 

MEMBER 

Los  Angeles  Stock  Exchange 

Telephone  Trinity  4081 
Kerb  &  Bell 

629  South  Spring  Street,  Los  Angeles 

July  19,  1939. 
Mr.  Sumner  B.  Emerson, 

Vice  President,  Morgan  Stanley  &  Co.,  Inc., 

Two  Wall  Street,  New  York  City. 
Deak  Me.  Emerson  :  After  thoroughly  canvassing  our  customers  it  was  yery 
disappointing  to  us  to  be  unable  to  sell  any  of  the  Shell  Union  Oil  2%%  De- 
bentures which  you  offered  us  today  at  Selling  Group  terms. 

As  Mr.  Kerr  and 'I  told  you  when  you  called  to  see  us,  it  is  not  our  policy  to 
take  bonds'  from  any  syndicate  unless  we  are  able  to  sell  them  to  our  legitimate 
customers.  It  has  come  to  our  attention  that  some  of  our  competitors  have 
taken  down  these  particular  bonds  even  though  they  have  no  prospects  of  selling 
them  at  the  offering  price,  fearing  that  if  they  did  not  do  so  they  would  jeopardize 
their  position  with  you  as  syndicate  managers.  We  feel  our  policy  is  better  for 
the  syndicate  rather  than  to  take  the  bonds  and  immediately  dump  them  in  the 
so-called  bootleg  market  at  a  loss  to  ourselves,  or  to  have  them  on  our  shelves 
as  an  undistributed,  unknown  quantity  to  the  syndicate  managers,  We  think 
the  syndicate  managers  should  at  all  times  know  exactly  where  we'  stand. 

Needless  to  say,  if  our  efforts  to  date  bring  results,  we  shall  wire  you  to  see 
upon  what  basis  you  could  supply  the  bonds. 

We  enjoyed  your  friendly  visit  with  us  and  hope  that  when  you,  are  in  Los 
Angeles  again  you  will  have  more  time  to  give  us. 
Very  truly  yours, 

Leland   M.    Bell, 
Kerr  &  Bell. 
Leland  M.  Bell, 
ef. 


Exhibit  No.   2058 

[From  the  files  of  Morgan  Stanley  &  Co.  Incorporated  1 

George  D.  B.  Bonbright  Rochester 

William  W.  Hibbard  Binghamton 

John  H.  Kitchen  New  York  City 

Raymond  J.  Bantel 

Hartwell  P.  Morse 

Kenneth  C.  Townson 

Charles  C.  Lee.  Exchange  member 

George  D.  B.  Bonbright  &  Co. 
Members :  New  York  Stock  Exchange,  Chicago  Board  of  Trade 

Associate  members :  New  York  Curb  Exchange 
100  Powers  Building,  Rochester,  New  York.    Telephone  Main  4830 

(Handwritten:)  PEH;  Jr  Y;  WLD;  File.     Noted,  on  card.    No- answer    VEC. 

July   19,   1939. 
Mr.  Sumner  B.  Emerson, 

Vice  President,  Morgan  Stanley  &  Company,  Incorp., 

2  Wall  Street,  New  York,  N.  Y. 
Dear  Sumner:  I  am  sorry  to  say  that  we  have  done  what  appears  to  be  a 
very  poor  job  in  the  distribution  of  the  new  Shell  Union  bonds  offered  this 
morning.  We  actually  had  orders  for  30M  bonds,  but  of  course,  should  have 
sold  3  or  4  times  that  many.  We  found  that  the  chief  objection  to  the  bonds 
was  not  the  quality,  but  the  price.  There  was  no  question  in  my  mind  of  the 
thoroughness  of  our  job  because  we  covered  at  least  50  banks  and  as  many 
individuals  in  western  New  York  and  Penrisvlvania. 
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A  few  of  the  banks  that  did  buy  the  bonds  placed  their  orders  at  least  10 
days  ago.  I  sincerely  hope  that  you  will  not  think  we  have  fallen  down  on  the 
job  in  the  distribution  of  one  of  your  deals  for  lack  of  real  work  on  it,  and 
that  you  will  not  hold  this  particular  record  against  our  future  participation 
in  other  deals. 
Kindest  regards,  I  remain 
Cordially  yours, 

Phitjp  H.  Gebnek. 
PHG/c 

"Exhibit  No.  2059"  appears  in  full  in  the  text,  p.  12086 


Exhibit  No.  2060 

[From  the  files  of  Morgan  Stanley  &  Co.  Incorporated] 

(Handwritten:)  Acknowledged.     SoBell.  Decl.  15.     Shell,  Decl.  15.     Misc. 

Hyams,  Glas  &  Cakothebs 

investment  securities 

610  Common  Street,  New  Orleans,  La. 

July  21,  1939. 
Mr.  Pebby  Hall, 

%  Morgan,  Stanley  £  Co.,  Inc., 

2  Wall  Street,  New  York,  New  York.  . 
Deab  Pebby:  I  certainly  feel  badly  about  not  being  able  to  sell  any  of  the 
Shell  Union  or  the  Southern  Bell  Telephone  issues.  However,  people  down 
here  simply  don't  seem  to  buy  those  securities.  I  am  sure  we  could  have  used 
some  of  the  Southern  Bells  if  the  premium  had  not  been  so  great,  but  as  it 
happens,  the  very  day  those  came  out  we  bought  an  issue  of  State  of  Louisiana 
Pension  2.30's,  2.50's  and  3.00's  due  in  12  years  and  reoffered  the  3.00's  on  a 
2.65  basis.  The  issue  is  one  of  the  very  best  in  the  State  and  still  nobody 
thought  that  the  issue  was  offered  at  a  bargain  price. 

I  certainly  hope  that  some  day  this  market  will  catch  up  to  yours  so  that 
we  can  participate  in  national  syndicates  the  way  we  did  several  years  ago, 
but  this  does  not  seem  to  be  feasible  right  at  the  present.  Meanwhile,  I  am 
delighted  that  you  won  your  point  in  that  particular  issue  in  regard  to  com- 
petitive bidding  and  hope  that  this  present  agitation  for  it  will  die  down. 

I  have  written  to  Mr.  Ripley  to  ask  for  a  copy  of  the  pamphlet  that  Harri- 
man,  Ripley  is  issuing  on  the  subject  and  shall  bring  it  with  me  to  the  next 
Times-Picayune  meeting. 

With  best  regards  and  hoping  to  see  you  in  California  this  Fall,  I  am 
Yours  sincerely, 

Chappy, 
CHH3rd:MM  C.  H.  Hyams,  3rd. 


Exhibit  No.  2061 

[From  the  files  of  Morgan  Stanley  &  Co.  Incorporated] 

(Initialed:)  W.  L.  D. 

[Letterhead  of] 

Boswobth,  Chantjte,  Loughbidge  &  Company 
investment  bankees 

Denveb,  Colobado,  July  20,  1989: 
Corner  17th  and  California  Streets 
Air  Mail 
Mobgan  Stanley  &  Co.,  Inccbpobated, 

2  Wall  Street,  New  York,  N.  Y. 
Gentlemen:  Please  find  herewith  enclosed  signed  acceptance  of  the  Selling 
Group  letter  on  both  the  Shell  Union  Oil  Cobpobation  Debentures  and  the 
Southebn  Bell  Telephone  &  Telbgbaph  Company  Debentures. 
We  very  much  appreciate  your  kindness  in  including  us  in  these  two  selling 
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In  view  of  the  fact  that  we  only  accepted  $50,000  Shell  Union  Oil  Corpora  - 
tion  Debentures,  as  compared  to  the  $85,000  Debentures  which  you  held  for  us, 
we  would  like  to  explain  that  we  made  every  possible  effort  to  use  these  debentures. 
We  canvassed  our  private  investors,  the  Colorado  banks,  and  other  institutions. 
As  a  matter  of  fact,  we  had  very  poor  success  and  our  efforts  resulted  in  selling 
only  $15,000  debentures.  .One  bank  in  Colorado  Springs,  which  on  the  previous 
day  had  indicated  that  they  would  be  interested  and  to  whom  we  expected  to  sell 
either  $15,000  or  $25,000  debentures,  told  us  early  yesterday  that  they  had  bought 
bonds  in  Chicago  at  97.  They  asked  us  not  to  cause  any  trouble  over  the  matter 
but  they  were  explaining  to  us  why  they  did  not  place  the  order  here.  The  official 
of  the  bank  stated  he  realized  that  somebody  was  breaking  the  selling  group 
agreement  but  he  thought  he  was  justified  in  taking  advantage  of  the  price.  We 
were  unable  to  learn  the  name  of  the  firm  from  whom  he  made  the  purchase  but 
we  inferred  that  it  was  one  of  the  trading  houses  there.  You  may  be  interested 
in  hearing  that  our  salesmen  have  reported  to  me  that  two  local  dealers  had  told 
them  that  they  had  purchased  debentures  at  list  less  1%.  I  think  we  might  have 
had  better  success  if  it  had  not  been  for  this  price  situation. 

We  infer  that  there  were  special  reasons  in  relation  to  both  issues  why  the 
debentures  had  to  be  priced  at  what  appears  to  the  investor  as  a  pretty  high 
price,  and  we  appreciate  the  fact  that  your  firm  has  been  the  champion  for  the 
entire  investi  lent  banking  business.  We  certainly  shall  continue  to  put  forth 
our  best  efforts  on  both  issues. 
Sincerely  yours, 

Arthur  H.  Bosworth,  Pics. 

Encs. 

AHB     ELK 


Exhibit  No.  2062 

[Prepared  by  thestafl  of  the  Investment  Banking  Section,  Monopoly  Study,  Securities 
and  Exchange  Commission] 

Securities  Offered  for  Cash1  by  Type  of  Offering,  January  1984-  June  1939 

[Estimated  Gross  Proceeds  in  Thousands  of  Dollars] 


Total 

Registered  Issues 

Unregistered  Issues 

Year 

Publicly 
Offered 

Privately 
Offered 

Exempt 
Issues  • 

Publicly 
Offered 

Privately  Offered 

Intrastate 
&  Unascer- 

Exempt' 

Other 

tained 
Offerings 

1934    

$5,022,426 
6,915,501 

10, 184, 229 
5, 380, 428 
5,956,778 
2,666,935 

$120, 810 
1, 882, 312 
3,442,493 
1, 783, 130 
1, 446, 250 
647,457 

$9,833 
68, 321 
129, 636 

8,666 
63,288 

4,124 

$4, 795, 661 
4, 581, 544 
6,221,030 
3, 133, 533 
3,755,865 
1, 661, 478 

$1,206 
80,898 
85,888 
110,423 
30,046 
44,073 

$89,900 
295,876 
291,768 
331,929 
655,839 
306, 700 

$5, 016 

1935    

6.550 

1936    ... 

13,414 

1937 

12,741 

1938      

6,490 

1st  Half  1939 

3,103 

Total 

36, 126, 297 

9, 322, 458 

283,868 

24,149,111 

352, 534 

1, 972, 012 

46, 314 

Source:  Data  on  file  with  the  Research  and  Statistics  Section,  Trading  and  Exchange  Division.  Securities 
and  Exchange  Commission. 

'  Reported  as  offered  in  the  financial  press  or  In  records  of  the  Commission.  Data  exclude  issues  having 
maturities  of  less  than  one  year;  issues  with  gross  proceeds  of  $100,000  or  less;  offerings  which  do  not  appear 
in  the  financial  press|(largely  those  sold  through  continuous  offering,  such  as  sales  of  securities  of  open-end 
investment  companies);  and  intra-corporate  transactions.  Figures  subject  to  revision  as  new  data  are  re- 
ceived. 

•  Includes  offerings  by  the  United  States  Oovernment  and  agencies,  and  by  United  States  insular  and 
territorial  possessions;  by  states,  municipalities,  and  other  governmental  subdivisions;  by  common  car- 
riers; by  banks;  and  by  charitable,  religious,  educational,  and  other  non-profit  institutions. 

»  Exempt  unregistered  private  issues  are  those  which  in  the  event  of  a  public  offering  would  not  have  been 
required  to  be  registered  under  the  Securities  Act  of  1933.  These  data  are  believed  to  be  incomplete,  as  no 
exhaustive  search  for  issues  of  that  type  (which  are  outside  the  jurisdiction  of  the  Securities  and  Exchange 
Commission)  was  made. 
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[Prepared  by  the  staff  of  the  Investment.  Banking  Section,  Monopoly  Study.  Securities  and  Exchange 

Commission] 

Securities  Offered  for  Cash '  by  Type  of  Security,  January  1934 — June  t039 
[Estimated  Gross  Proceeds  in  Thousands  of  Dollars] 


Year 

Total 

Bonds, 
Notes,  and 
Debentures 

Preferred 
Stock 

Common 
Stock 

1934 -.. 

1935     :. 

$5, 022, 426 
6,915,601 

10, 184,  229 
5,  380,  428 
5,956,778 
2,666,935 

$4,995,477 
6,808,531 
9,637,077 
4, 694, 781 
5,846,802 
2, 653, 219 

$7, 224 
86,423 
269, 775 
402,019 
85,600 
56, 391 

$19, 725 
21, 547 

1936 

277, 377 
283,628 

1937. _ ._.>. 

1938 

24,  376 

57, 32f, 

1st  Half  1939 

Total 

36, 126, 297 

34,  535, 887 

906, 432 

683, 978 

Source:  Data  on  file  with  the  Research  and  Statistics  Section,  Trading  and  Exchange  Division,  Securities 
and  Exchange  Commission. 

1  Reported  as  pffered  in  the  financial  press  or  in  records  of  the  Commission.  Data  exclude  Issues  having 
maturities  of  less  than  one  year;  issues  with  gross  proceeds  of  $100,000  or  less;  offerings  which  do  not  appear  in 
the  financial  press  (largely  those  sold  through  continuous  offering,  such  as  sales  of  securities  of  open-end 
Investment  companies);  and  intra-corporate  transactions.  Figures  subject  to  revision  as  new  data  are 
received. 


Exhibit  No.  2064 

[Prepared  by  the  staff  of  the  Investment  Banking  Section,  Monopoly  Study,  Securities  and  Exchange 

Commission] 

Amount  and  Percent  of  Registered  Bond  and  Preferred  Stock  and  Common  Stock 
Issues  Managed  by  Selected  Investment  Banking  Firms,1  January  1934~June 
1939 

[Amounts  in  Thousands  of  Dollars] 


Bonds 

Preferred  Stock 

Common  Stock 

All  Issues 

Amount 

Per- 
cent 

Amount 

Per- 
cent 

Amount 

Per- 
cent 

Amount  • 

Per- 
cent 

Morgan  Stanley  &  Co.  Inc.' 

The  First  Boston  Corporation 

$2,014,716 
937, 090 
595, 833 
572, 500 
353, 892 
337, 378 

.  25.9 
12.0 

7.7 
7.4 
4.5 
4.3 

$88,280 
49,-139 
1,671 
.99, 171 
94, 040 
38,253 

9.2 
5.1 
0.2 
10.3 
9.8 
4.0 

$38, 699 

8.0 

$2,141,695 
986,229 
618, 001 
679, 640 
472, 092 
388, 743 

23.2 

10.7 

Kuhn,  Loeb  <&  Co.— »— — 

20,497 

7,969 

24,160 

13,112 

4.3 

1.7 
5.0 

2.7 

6.7 

Dillon  Read  &  Co 

Smith  Barney  &  Co.3 

7.4 
5.1 

Blyth  &  Co.,  Corporation. 

4.2 

Total:  6  New  York' City 

Firms.-. .-.: 

14  Other  New  York  City  Firms  *. 

4,-811,409 

1,557,000 

61.8 
20.0 

370, 554 
279. 450 

38.6 
29.1 

104,437 
133,860 

21.7 
27.7 

5, 286, 400 
1,970,310 

57.3 
21.3 

Total:  20  "New  York  City 

Firms 

18    Firms    Outside    New    York 
City* 

6, 368, 409 
1,000,132 

81.8 
12.8 

650, 004 
50, 719 

67.7 
5.3 

238, 297 
63, 379 

49.4 
13.1 

7, 256, 710 
1,114,430 

78.6 
12.1 

Total:  38  Firms. -. 

1 368, 541 

421 ,  189 

94.6 
5.4 

700, 723 
259, 872 

73.0 
27.0 

301,676 
181,233 

62.5 
37.5 

8,371,140 
862, 094 

90.7 

All  Other  Firms 

9.3 

All  Firms 

7,789,730 

1  00.  Q 

960, 595 

100.0 

482, 909 

100.0 

9, 233, 234 

100.0 

Source:  Data  on  file  with  the  Research  and  Statistics  Section,  Trading  and  Exchange  Division,  Securities 
and  Exchange  Commission. 

1  The  selection  of  the  leading  38  firms  was  based  upon  the  total  amount  of  underwriting  participations  in 
registered  issues  during  the  period  January  1,  1934,  to  June  30,  1938,  as  presented  in  Table  31  of  "Selected 
Statistics  on  Securities  and  Exchange  Markets",  a  report  to  the  Securities  and  Exchange  Commission  by 
its  Research  and  Statistics  Section,  August,  1939. 

1  From  date  of  organization,  September  16, 1935. 

»  Data  are  for  Edward  B.  Smith  &  Co.  prior  to  the  merger  with  Charles  D.  Barney  &.  Co.,  December 
1937,  and  for  the  new  firm  thereafter. 

*  These  fourteen  firms  are:  Bonbright  &  Co.,  Inc.,;  Harriman  Ripley  &  Co.,  Inc.  (Brown  Harriman  & 
Co.,  Inc.  changed  to  Harriman  Ripley  &  Co.,  Inc.,  January  1939);  Lazard  Freres  &  Co.;  Stone  & 
Webster  and  Blotiget,  Inc.;  Hayden,  Stone  &  Co.;  Lehman  Brothers;  Qlore,  Forgan  &  Co.  (formerly 
Field,  Qlore  &  Co.,  name  changed  to  Glore,  Forgan  &  Co.,  January,  1937);  Goldman,  Sachs  <t  Co.;  Salomon 
Bros.  &  Hutzler;  W.  C.  Langley  &  Co.;  White,  Weld  &  Co..;  Kidder,  Peabody  &  Co.;  Lee  Higgirison 
Corporation;  E.  H.  Rollins  &  Sons,  Inc. 

•  These  firms  are:  Halsey,  Stuart  &  Co.,  Inc.;  Mellon  Securities  Corporation;  Coffin  &  Burr,  Inc.;  Harris, 
Hall  &  Company;  Otis  &  Co.;  Paine,  Webber  &  Co.;  A.  G.  Becker  &  Co.;  H.  M.  Byllesby  and  Company; 
Dean  Witter  &  Co.;  Central  Republic  Company;  Estabrook  &  Co.;  A.  C.  Allyn  and  Company,  Inc.; 
Oassatt  &  Co.  Incorporated;  F.  S.  Moseley  &  Co.;  Hayden,  Miller  and  Company;  Jackson  &  Curtis;  F. 
W.  Clark  &  Co.;  Lawrence  Stern  and  Company,  Inc.,  (succeeded  by  Stern,  Wampler  &  Co.,  Inc.,  In 
May  1938). 
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[Prepared  by  the  staff  of  the  Investment  Banking  Section,  Monopoly  Study,  Securities  and  Exchange 

Commission] 

Distribution  Among  Bonds  and  Preferred  Stock  and  Common  Stock  in  Registered 
Issues  Managed  by  Selected  Investment  Banking  Firms}  January  1984-June 
1989 

[Amounts  in  Thousands  of  Dollars! 


Bonds 

Preferred  Stock 

Common  Stock 

Total:  All  Issues 

Amount 

Per- 
cent 

Amount 

Per- 
cent 

Amount 

Per- 
cent 

Amount 

Per- 
cent 

Morgan  Stanley  &  Co.,  Inc.' 

$2, 014,  716 
937, 090 
595,  833 
572,  500 
353, 892 
337, 378 

94.1 
95.0 
96.4 
84.2 
75.0 
86.8 

$88,280 
49, 139 
1,671 
99, 171 
94, 040 
38, 253 

4.1 
5.0 
0.3 
14.6 
19.9 
9.8 

$38,  699 

1.8 

$2,141,695 
986, 229 
618, 001 
679. 640 
472,  092 
388,  743 

100.0 
100.0 

Kuhn,  Loeb  &  Co. 

20, 497 

7,969 

24, 160 

13, 112 

3.3 

1.2 
5.1 
3.4 

100.0 

Dillon  Read  &  Co 

100.0 

100.0 

Blyth  &  Co.,  Inc 

100.0 

Total:  6  New  York  City 
Firms 

4.811,409 
1, 557, 000 

91.0 
79.0 

370. 554 
279, 450 

7.0 
14.2 

104, 437 
133, 860 

2.0 
6.8 

5, 286, 400 
1, 970, 310 

100.0 

14  Other  New  York  City  Firms «. 

100.0 

Total:  20  New  York  City 

6, 368, 409 
1, 000, 132 

87.7 
89.7 

650, 004 
50,719 

9.0 
4.6 

238, 297 
63,  379 

3.3 

5.7 

7, 256, 710 
1, 114, 430 

100.0 

18    Firms    Outside   New    York 
City  s 

100.0 

Total:  38  Firms . 

7, 368,  541 
421, 189 

88.0 
48.9 

700, 723 
259, 872 

8.4 
30.1 

301, 676 
181, 233 

3.6 
21.0 

8, 371, 140 
862,094 

100.0 

All  Other  Firms... 

100.0 

All  Firms.. 

7, 789, 730 

84.4 

960,  595 

10.4 

482, 909 

5.2 

9, 233, 234 

100.0 

1  The  selection  of  the  leading  38  firms  was  based  upon  the  total  amount  of  underwriting  participations 
in  registered  issues  during  the  period  January  1, 1934,  to  June  30, 1938,  as  presented  in  Table  31  of  "Selected 
Statistics  on  Securities  and  Exchange  Markets",  a  report  to  the  Securities  and  Exchange  Commission  by 
its  Research  and  Statistics  Section,  August,  1939. 

J  From  date  of  organization,  September  13,  1935. 

s  Data  are  for  E.  B.  Smith  &  Co.  prior  to  the  merger  with  Charles  D.  Barney  &  Co.,  December,  1937,  and 
for  the  new  firm  thereafter. 

4  These  fourteen  firms  are:  Bonbright  &  Co.,  Inc.;  Harriman,  Ripley  &  Co.,  Inc.  (Brown  Harriman  & 
Co.,  Inc.  changed  to  Harriman  Ripley  &  Co.,  Inc.,  January,  1939.);  Lazard  Freres;  Stone  &  Webster  and 
Blodget,  Inc.;  Hayden  Stone  &  Co.;  Lehman  Brothers;  Qlore,  Forgan  &  Co.  (Formerly  Field,  Qlore  & 
Co.,  name  changed  to  Qlore,  Forgan  &  Co.,  January,  1937.);  Goldman,  Sachs  &  Co.;  Salomon  Bros.  & 
Hutzler;  W.  C.  Langley  &  Co.;  White,  Weld  &  Co.;  Kidder,  Peabody  &  Co.;  Lee  Higginson  Corporation 

E.  H.  Rollins  &  Sons,  Inc. 

8  These  firms  are:  Halsey,  Stuart  &  Co.,  Inc.;  Mellon  Securities  Corporation;  Coffin  &  Burr,  Inc.;  Harris, 
Hall  and  Company;  Otis  &  Co.;  Paine,  Webber  &  Co.;  A.  G.  Becker  &  Co.pH.  M.  Byllesby  and  Com- 
pany; Dean  Witter  &  Co.;  Central  Republic  Company;  Estabrook  &  Co.;  A.  C.  Allyn  and  Company, 
Inc.;  Cassatt  &  Co.,  Inc.;  F.  S.  Moseley  &  Company;  Hayden  Miller  and  Company;  Jackson  &  Curtis; 

F.  W.  Clark  &  Co.;  Lawrence  Stern  and  Company,  Inc.,  (succeeded  by  Stern,  Wampler  &  Co.,  Inc.,  in 
May,  1938). 

Source:  Data  on  file  with  the  Research  and  Statistics  Section,  Trading  and  Exchange  Division,  Securi- 
ties and  Exchange  Commission. 
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[Prepared  l>y  the  staff  of  the  Investment  Banking  Section,  Monopoly  Study,  Securities  and 

Exchange  Commission] 

Amount  and  Percent  of  Participations  of  Selected  Investment  Banking  Finns 
in  Issues  Managed  or  Co-Managed  by  Those  Firms,  June  1A,  19SA-June  SO 
J9S9 

[Amounts  in  thousands  of  dollars] 

PART  T— MORGAN  STANLEY  &  CO.  INC. 


Morgan  Stanley  &  Co.  Inc.1. ... 

Kuhn,  Loeb  &  Co 

The  First  Boston  Corporation. 

Blyth  &  Co.,  Inc 

Dillon  Read  &  Co 

Mellon  Securities  Corp 

Harriman,  Ripley  &  Co.,  Inc. 
Smith,  Barney  &  Co 


Morgan  Stanley  &  Co., 
Inc.  Participations 
in  Issues  Managed 
or  Co-Managed  by 
Indicated  Firms 


Amount 


Percent  of 
Total 


Total:  Morgan  Stanley  &  Co.  Incorporated  Par- 
ticipations in  Originations  of  Eight  houses 

Total:  Morgan  Stanley  &  Co.  Incorporated  Par- 
ticipations in  Originations  of  All  Houses 

Total:  Participations  by  Eight  Houses  in  Mor- 
gan Stanley  &  Co.  Incorporated  Originations... 

Total:  All  Issues  Managed  or  Co-Managed  by 
Morgan  Stanley  &  Co.  Incorporated. 


522, 991 
26,  750 


10,000 
7,500 
4,500 
9,000 
4,750 


585, 491 
589, 516 


88.7 
4.5 


1.7 
1.3 

0.8 
1.6 
0.8 


Participations  by  Indi- 
cated Firms  in  Issues 
Managed  or  Co-Man- 
aged by  Morgan  Stan- 
ley &  Co.,  Inc. 


Amount 


522, 991 
155, 943 
139, 615 
99,711 
61, 101 
81,605 
165, 157 
182,  489 


99.3 
100.0 


1, 408, 612 
2, 413, 646 


Percent  of 
Total 


21.  7 
6.5 
5.8 
4.1 
2.5 
3.4 
6.8 
7.6 


58.4 
100.0 


PART  II— KUHN,  LOEB  &  CO. 


Morgan  Stanley  &  Co.  Inc.1... 

Kuhn,  Loeb  &  Co. 

The  First  Boston  Corporation. 

Blyth  &  Co.  Inc 

Dillon  Read  &  Co. 

Mellon  Securities  Corp.. 

Harriman,  Ripley  &  Co.  Inc... 
Smith,  Barney  &  Co 


Total:  Kuhn,    Loeb    &    Co.    Participations   in 

Originations  of  Eight  Houses. 

Total:  Kuhn,    Loeb    &    Co.    Participations   in 

Originations  of  All  Houses 

Total:  Participations  by  Eight  Houses  in  Kuhn, 

Loeb  &  Co.  Originations 

Total:  All  Issues  Managed  or  Co-Managed  by 

Kuhn,  Loeb  &  Co _. 


Kuhn,  Loeb  &  Co. 
Participations  in  Is- 
sues managed  or  Co- 
Managed  by  Indi- 
cated Firms 


Amount 


155, 943 

419,654 

7,217 

12,100 

23, 250 

6,938 

20, 401 

20, 435 


Percent  of 
Total 


665, 004 


22.0 
59.2 
1.0 
1.7 
3.3 
1.0 
2.9 
2.9 


94.0 
100.0 


Participations  by  In- 
dicated Firms  in  Is- 
sues Managed  or  Co- 
Managed  by  Kuhn, 
Loeb  &  Co. 


Amount 


26,750 
419, 654 

61,523 

25,851 
7,300 

14, 323 
103,  058 

36,453 


Percent  of 
Total 


694,  578 
1,053,603 


2.5 
39.8 
5.8 
2.5 
0.7 
1.4 
9.8 
3.4 


65.9 
100.0 


Footnotes  at  end  of  table. 
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Amount  and  Percent  of  Participations  of  Selected  Investment  Banking  Firms 
in  Issues  Managed  or  Co-Managed  by  Those  Finns,  June  1^,  J9.°U/-Jmie  30, 
1989 — Continued 

[Amounts  iD  thousands  of  dollars] 
TART  III-FIRST  BOSTON  CORPORATION 


Morgan  Stanley  &  Co.  Inc.1.-.. 

Kuhn,  Loeb  &  Co 

The  First  Boston  Corporation . 

Blyth  &  Co.  Inc 

Dillon  Read  &  Co 

Mellon  Securities  Corp 

Harriman  Ripley  &  Co.,  Inc. . 
Smith,  Barney  &  Co.J 


Total:  The  First  Boston  Corporation  Participa- 
tions in  Originations  of  Eight  Houses. 

Total:  The  First  Boston  Corporation  Participa- 
tions in  Originations  of  All  Houses 

Total:  Participations  by  Eight  Houses  in  The 
First  Boston  Corporation  Originations _. 

Total:  All  Issues  Managed  or  Co-Managed  by 
The  First  Boston  Corporation 


The  First  Boston  Corp. 
Participations  in  Is- 
sues Managed  or  Co- 
Managed  by  Indi- 
cated Firms 


Amount 


139,615 
61,523 

241,016 
25,750 
40,641 
13,092 
10, 750 
28,238 


560,  625 
709,  045 


Percent 
of  Total 


!9.  7 
8.7 

34.0 
3.6 
5.7 
1.9 
1.5 
4.0 


79.1 

100.0 


Participations  by  In- 
dicated Firms  in  Is- 
sues Managed  or  Co- 
Managed  by  The 
First  Boston  Corp. 


7.217 
241,016 
39, 335 

0,717 
14,312 
50, 886 
58,  704 


418, 187 
992, 786 


Percent 
of  Total 


0.7 
24.3 

4.0 
0.7 
1.4 
5.1 
5.9 


42.1 
100.0 


PART  IV— BLYTH  &  CO.,  INC. 


Morgan  Stanley  &  Co.  Inc.1.-- 

Kuhn,  Loeb  &  Co. 

The  First  Boston  Corporation 

Blyth  &  Co.,  Inc.... 

Dillon  Read  &  Co. 

Mellon  Securities  Corp 

Harriman  Ripley  &  Co.,  Inc.. 
Smith,  Barney  &  Co.1 


Total:  Blyth  &  Co.,  Inc.  Participations  in  Origi- 
nations of  Eight  Houses. 

Total:  Blyth  &  Co.,  Inc.  Participations  in  Origi- 
nations of  All  Houses .-..: 

Total:  Participations  by  Eight  Houses  in  Blyth 
&  Co.,  Inc.  Originations 

Total:  All  Issues  Managed  or  Co-Managed  by 
Blyth  &  Co.,  Inc 


Blyth  &  Co.,  Inc.,  Par- 
ticipations in  Issues 
Managed  or  Co- 
Managed  by  indi- 
cated Firms 


Amount 


99,711 
25,851 
39, 335 
114,011 
29,144 
7,540 
26,  529 
13,827 


Percent  of 
Total 


355, 948 
466,  796 


21.4 
6.5 
8.4 

24.5 
6.2 
1.6 
5.7 
3.0 


76.3 
100.0 


Participations  by  In- 
dicated Firms  in  Is- 
sues Managed  or  Co- 
Managed  by  Blyth  & 
Co.,  Inc. 


A  mount    I  Percent  of 
Amount    ,      Total 


10, 000 

12, 100 

25, 750 

114,011 

7,500 

2,250 

30,  100 

31, 708 


233, 419 
423,592 


2.4 
2.9 
fi.  1 

1?6.9 
1.8 
0.5 

7.1 

7.5 


56.  2 
100.0 


Footnotes  at  end  of  table. 
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Amount  and  Percent  of  Participations  of  Selected  Investment  Banking  Firms 
in  Issues  Managed  or  Co-Managed  hp  Those  Firms,  June  /'/.  If^U-June  M. 
19S9 — Con  ti  mini 

[Amounts  in  thousnuds  of  dollars  | 
PART  V— DILLON  HEAD  &  CO. 


Dillon  Read  &  Co. 
Participations  in  Is- 
sues Managed  or  Co- 
Managed  by  Indi- 
cated Firms 


Percent  of 
Total 


Participations  by  In- 
dicated Firms  in 
Issues  Managed  or 
Co-Managed  by  Dil- 
lon Read  &  Co. 


Percent  of 
Total 


Morgan  Stanley  &  Co.  Inc.  '.. 

Kulin,  Loeb&  Co. - 

The  First  Boston  Corporation. 

Blyth  &  Co.,  Inc 

Dillon  Read  &  Co.. 

Mellon  Securities  Corp    

Harriman,  Ripley  &  Co.  Inc.. 
Smith,  Barney  &  Co.J 


61. 101 
7,300 
6,717 
7,500 

158,864 
2,000 
1,800 


Total:  Dillon    Read    &    Co.    Participations   in 

Originations  of  Eight  Houses 

Total:  Dillon    Read   &    Co.    Participations   in 

Originations  of  All  nouses 

Total:  Participations  by  Eight  House  in  Dillon 

Read  &  Co.  Originations 

Total:  All  issues  Managed  or  Co-Managed  by 

Dillon  Read  &  Co 


245,282 
254, 718 


24.0 
2.9 
2  0 
2.9 

62.4 
0.8 
0.7 


96.3 
100.0 


7,500 
23.250 
40,  641 
29,144 
158,  8G4 
16,  139 
30,  842 
23,  864 


330,244 
682, 070 


1.1 
3.4 
5.9 
4.3 

23.3 
2.4 
4.5 
3.5 


48.4 
100.0 


PART  VI— MELLON  SECURITIES  CORP. 


Morgan  Stanley  &  Co.  Inc.1. ... 

Kuhn,  Loeb  &  Co... 

The  First  Boston  Corporation. 

Blyth  A  Co.,  Inc 

Dillon  Read  &  Co 

Mellon  Securities  Corp 

Harriman  Ripley  &  Co  ,  Inc. 
Smith,  Barney  &  Co.' 


Total:  Mellon  Securities  Corporation  Participa- 
tions in  Originations  of  Eight  Houses. 

Total:  Mellon  Securities  Corporation  Participa- 
tions in  Originations  of  All  Houses 

Total:  Participations  by  Eight  Houses  in  Mellon 
Securities  Corporation  Originations 

Total:  All  issues  Managed  or  Co-Managed  by 
Mellon  Securities  Corporation 


Mellon  Securities 
Corp.  Participations 
in  Issues  Managed 
or  Co-Managed  by 
Indicated  Firms 


Amount 


81,605 
14, 323 
14, 312 

2,250 
16, 139 
76, 816 

6,902 
15,265 


220,  G12 
271, 100 


Percent  of 
total 


30.1 
6.3 
5.3 
0.8 
6.0 

28.0 
2.5 
5.6 


Participations  by  Indi- 
cnted  Firms  in  Issues 
Managed  or  Co- 
Managed  by  Mellon 
Securities  Corp. 


Percent  of 
total 


4,500 
6,938 

13,092 
7,540 
2,000 

75,816 
9,831 

13, 117 


83.6 
100.0 


132, 834 
212, 844 


2.1 
3.3 
6.1 
3.6 
0.9 
35.6 
4.6 
6.2 


62.3 
100.0 


Footnotes  at  ond  of  table. 
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Amount  and  Percent  of  Participations  of  Selected  Investment  Banking  Firms 
in  Issues  Managed  or  Co-Managed  by  Those  Firms,  June  lJf,  19SJt~June  SO, 
1939 — Continued 

I  Amounts  in  thousands  of  dollars] 
PART  VII— HARRIMAN  RIPLEY  &  CO.,  INC. 


Harriman  Ripley  & 
Co.,  Inc.  Participa- 
tions in  Issues  Man- 
aged or  Co-Managed 
by  Indicated  Firms 


Amount 


Percent  of 
Total 


Participations  by  In- 
dicated Firms  in 
Issues  Managed  or 
Co-Managed  by  Har- 
riman  Ripley  &  Co., 
Inc. 


Amount 


Percent  of 
Total 


Morgan  Stanley  &  Co.  Inc.' 

Kuhn.  Loeb  &  Co -- 

The  First  Boston  Corporation - -. 

Blyth  &  Co.,  Inc 

Dillon  Read  &  Co - - 

Mellon  Securities  Corp 

Harriman  Ripley  &  Co.  Inc 

Smith,  Barney  &  Co.1 - 

Total:  Harriman  Ripley  &  Co.,  Incorporated 
Participations  is  Originations  of  Eight  Houses 

Total:  Harriman  ffipley  &  Co.,  Incorporated 
Participations  in  Originations  of  All  Houses. . . 

Total:  Participations  by  Eight  Houses  in  Harri- 
man Ripley  &  Co.,  Incorporated  Originations. 

Total:  All  Issues  Managed  or  Co-Managed  by 
Harriman  Ripley  &  Co.,  Incorporated 


165, 157 
103, 058 
50,886 
30,100 
30,842 
9,831 
110,895 
37, 822 


23.4 
14.6 
7.2 
4.3 
4.4 
1.4 
15.7 
5.4 


9,000 
20,401 
10, 750 
26, 529 
1,800 
6,902 
110,895 
17, 633 


538, 591 
704, 872 


76.4 
100.0 


203, 9iB 
331, 638 


2.7 
6.1 
3.3 
8.0 
0.5 
2.1 
33.4 
5.3 


61.4 
100.0 


PART  VIII— SMITH,  BARNEY  &  CO. 


Morgan  Stanley  &  Co.  Inc.1 

Kuhn,  Loeb  &.Co 

The  First  Boston  Corporation. 

Blyth  &  Co.,  Inc 

Dillon  Read  &  Co..: 

Mellon  Securities  Corp 

Harriman  Ripley  &  Co.,  Inc.. 
Smith,  Barney  &  Co.' 


Total:  Smith,  Barney  &  Co.  Participations  in 

Originations  of  Eight  Houses.  

Total:  Smith,  Barney  &  Co.  Participations  in 

Originations  of  All  Houses 

'total:  Participations  by  Eight  Houses  in  Smith, 

Barney  &  Co.  Originations 

Total:  All  Issues  Managed  or  Co-Managed  by 

Smith,  Barney  (t  Co.. 


Smith,  Barney  &  Co. 
Participations  in  Is- 
sues Managed  or 
Co-Managed  by  In- 
dicated Firms 


182, 489 
36, 453 
58, 704 
31, 708 
23,864 
13,117 
17, 633 

193,851 


557,  819 
034,120 


Percent  of 
Total 


28.8 
5.7 
9.2 
5.0 
3.8 
2.1 
2.8 

30.6 


88.0 
100.0 


Participations  by  In- 
dicated Firms  in  Is- 
sues Managed  or  Co- 
Managed  by  Smith, 
Barney  &  Co. 


Amount 


4,750 
20, 435 
28,238 
13, 827 


15, 265 
37,822 
193, 851 


314, 188 
555,  274 


Percent  of 
Total 


0.9 
3.7 
5.1 

2.5 


2.7 
6.8 
34.9 


56.6 
100.0 


1  From  date  of  organization,  Sept.  16,  1935. 

3  Data  are  for  Edward  B.  Smith  &  Co.  prior  to  the  merger  with  Charles  D.  Barney  &  Co.,  December, 
1937,  and  for  the  new  firm  thereafter. 

Note:  In  those  issues  in  which  there  were  co-managers,  the  amounts  of  the  issues  were  divided  equally 
among  tha  co-managers. 

Source:  Compiled  from  data  supplied  by  the  respective  firms  to  the  Investment  Banking  Section  of  the 
Monopoly  Study  of  the  Securities  and  Exchange  Commission.  Revised  after  Jan.  12,  1940  in  accordance 
\\ith  additional  data  submitted,  except  in  (he  cases  of  Morgan  Stanley  &  Co.  Inc.  ami  Harriman  Ripley 
A  ■  o.,  Inc. 
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Exhibit  No.  2074 
(Chart  based  on  following  statistical  data  appears  in  text  on  p.  12708) 

(Prepared  by  the  staff  of  the  Investment  Banking  Section,  Monopoly  Study,  Securities  and  Exchange 

Commission] 

Distribution  of  Sales  to   Various  Classes  of  Purchasers  by  the   Distributing 
Group — Six  Bond  Issues,  1986-1988 

[Percentage  of  each  issue] 


Issue 

Percentage  of  Issue  Sold  to: 

Issuer 

Banks 

Insur- 
ance 
Com- 
panies 

Charitable 
&  Educa- 
tional 
Founda- 
tions 

Secu- 
rity 
Deal- 
ers 

Indi- 
viduals 

1.  Toledo  Edison  Co 

1st  Mtge.  3^%-1968 

Debenture  3%-1953 

Ref.  &  Impt.  3}-i>%-1963.. 

Debenture  3}i%-1948 
Debenture  3>4%-1948 
Debenture  3J*%-1966 

1st  Mtge.  3H%-1967 

55.4 

58.5 
18.8 

60.9 
61.0 
48.6 

36.7 
46.5 

26.7 
29.6 
74.0 

16.5 
16.5 
36.0 

45.8 
38.1 

3.5 

4.8 
1.5 

6.2 
6.6 
2.8 

3.5 
3.8 

fi.7 
3.9 
3.3 

5.5 
4.3 
2.4 

9.4 
5.1 

7.7 

2.  Atlantic  Refining  Co 

3.  Chesapeake  <fe  Ohio  Rail- 

way. 

4.  U.  S.  Steel  Corp 

3.2 

2.4 

10.9 

6.  U.  S.  Steel  Corp 

11.6 

8.  American     Telephone     & 

Telegraph  Co. 
7.  Philadelphia  Electric  Co._. 

10.2 

4.6 
6.6 

1  In  computing  the  averages  for  all  the  issues  the  distribution  used  for  U.  S.  Steel  Corp.  was  the  average 
of  the  two  distributions  set  forth. 

Source:  Lines  1-4,  Securities  and  Exchange  Commission  Questionnaire;  lines  5-7,  Morgan  Stanley  &  Co., 
Inc.,  Questionnaire. 
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[Percentage  of  each  issue] 
Exhibit  No.  2075 


[Prepared  by  the  staff  of  the  Investment  Banking  Section,  Monopoly  Study,  Securities  and 

Exchange  Commission] 

Distribution  by  States  of  the  Sales  Made  by  the  Distributing  Group  of  Six  Bond 

Issues,  1986-1938 


[Percentage  of  each  issue] 

State 

Aver- 
age of 

Six 
Issues1 

Toledo 
Edison 
Co.  1st 
Mtge. 

m% 

1968 

Atlantic 

Ref.  Co. 

Deb.  3% 

1953 

c.  &0. 

Ry.  Co. 

Ref.  & 

Imp. 

m% 

1963 

U.S. 
Steel 
Corp. 
Deb. 
3H% 
1948 

U.S. 

Steel 
Corp. 
Deb. 
3H% 
194S 

Ameri- 
can Tel. 
and  Tel. 
Co.  Deb. 

3H% 

1966 

Phila- 
delphia 
Electric 
Com- 
pany 
1st. 
Mtge. 
3H% 
1967 

1.  New  York  City    

34.9 
3.2 

25.1 
4.1 

22.3 
2.5 

63.2 
0.9 

30.2 
3.8 

30.3 
3.9 

30.3 
3.7 

38.3 

New  York,  excl.  N.  Y.  C. 

4.1 

Total:  New  York 

38.1 
8.6 

14.4 
8.6 
4.8 
2.5 
3.4 
2.2 
2.8 
1.1 
1.4 
1.1 
1.1 

29.2 
13.5 
11.2 
4.8 
8.6 
4.0 
3.3 
4.5 
2.2 
1.1 
1.3 
1.9 
1.5 

24.8 
8.2 
25.2 
11.3 
5.9 
2.4 
2.9 
2.9 
1.9 
2.4 
1.9 
1.5 
1.1 

64.1 
2.4 
7.8 

10.6 
1.2 
0.5 
5.7 
1.4 
0.5 

/  (s) 
0.5 
0.1 
0.2 

34.0 
10.3 
13.3 
6.6 
6.2 
3.2 
3.1 
1.7 
3/5 
1.3 
2.0 
1.1 
1.7 

34.2 
10.2 
13.3 
6.8 
6.4 
3.2 
3.5 
1.7 
3.4 
1.4 
2.0 
1.0 
1.8 

34.0 
9.6 

12.0 
9.8 
4.1 
3.2 
2.9 
1.7 
3.3 
1.4 
1.4 
1.4 
1.4 

42.4 
7.9 

17.0 

8.3 

2.6 

1.6 

7.  Ohio 

2.0 

1.3 

5.6 

0.2 

1.1 

12.  Rhode  Island 

0.7 

0.6 

Total:  13  States 

Balanceof  U.  S.  &  Foreign. 
Total ;... 

90.1 

9.9 

100.0 

87.1 
12.9 
100.0 

92.4 
7.6, 
100.0. 

95.0 

5.0 

100.0 

88.0 
12.0 
100.0 

88.9 
11.1 
100. 0 

86.2 
13.8 
100.0 

91.3 

8.7 
100.0 

1  In  computing  the  average  distribution  by  states  for  the  six  issues,  the  distribution  of  United  States  Steel 
Corporation  bonds  was  taken  as  the  average  of  the  distributions  disclosed  by  the  questionnaires  of  the 
Securities  and  Exchange  Commission  and  of  Morgan,  Stanley  &  Co. 

'Less  than  0.1%. 

Source:  The  distributions  of  the  issues  of  the  Toledo  Edison  Company,  Atlantic  Refining  Company. 
C.  &  O.  Railway  Company,  and  the  first  column  of  United  States  Steel  Corporation  were  compiled  from  a 
questionnaire  sent  by  the  Investment  Banking  Section  of  the  Securities  and  Exchange  Commission  to  the 
respective  distributing  groups. 

The  distribution  of  the  issues  of  the  American  Telephone  &  Telegraph  Co.,  Philadelphia  Electric  Com- 
pany, and  the  second  column  of  the  United  States  Steel  Corporation  were  compiled  from  the  results  of  a 
questionnaire  sent  to  the  members  of  the  distributing  groups  by  Morgan,  Stanley  &  Co.,  Inc.,  the  manager 
of  these  issues,  on  February  10,  1939. 


SUPPLEMENTAL  DATA 

Tlie  following  letters  are  included  at  this  point  in  connection  with 
Mr.  Hancock's  testimony,  supra,  pp.  12350*12354,  12359,  12364,  12366, 
12369,  12371,  12373,  12390,  and  1£408. 

January  27,  1940. 
Mi.  John  M.  Hancock, 

Lehman  Brothers,  1  William  Street,  Neio  York,  N.  T. 
Dear  Me.  Hancock  :  An  examination  of  the  transcript  of  the  hearings  before 
the  Temporary  National  Economic  Committee  on  January  8,  1940,  indicates  that 
at  several  points  you  promised  to  make  available  material  which  you  did  not 
then  have  in  hand,  and  that  in  other  cases  you  accepted  certain  statements 
subject  to  later  correction. 
These  instances  are  listed  in  this  letter  for  your  convenience : 

1.  In  connection  with  the  financing  in  1924  which  resulted  in  the  creation 
of  .the  National  Dairy  Products  Corporation,  you  explained  that  Lehman  Broth- 
ers and  Goldman,  Sachs  &  Company  had  had  equal  participations  in  that 
underwriting.  You  were  not  certain  of  this,  however,  and  promised  to  correct 
the  record,  if  your  recollection  of.  this  matter  proved  to  be  incorrect. 

2.  The  question  was  asked,  '"Do  you  recall  any  instances  in  which  Lehman 
Brothers  afforded  Goldman,  Sachs  an  opportunity  for  oral  argument,  so  to 
speak,  before  a  corporation  covered  by  the  list?"  Your  recollection  was  not 
clear  about  more  than  one  such  instance,  but  you  suggested  that  you  would 
prepare  a  memorandum  for  the  Committee  setting  forth  such  instances. 

3.  In  connection  with  the  participations  in  various  trading  accounts  in 
securities  of  the  Archer-Daniels-Midland  Company  between  1927  and  1933,  it 
was  suggested  that  Lehman  Brothers  and  Goldman,  Sachs  &  Company  each 
had  a  one-third  interest  in  these  accounts.  During  the  course  of  the  hearings 
you  accepted  this  statement  subject  to  verification. 

4.  Daring  the'  course  of  the  hearings  there  was  a  discussion  of  the  practice 
of  dividing  commissions  in  trading  or  brokerage  accounts  involving  securities 
of  a  company  where  there  was  a  banker-issuer  relationship  and  where  the 
transactions  were  for  the  account  of  the  company,  its  officers,  or  principal 
stockholders.  The  question  was  asked,  "Do  you  know  of  any  instance  where 
the  members  of  a  syndicate,  other  than  the  manager  or  managers,  have  ever 
shared  in  the  commission  derived  from  a  trading  account?"  You  answered. 
*'I. haven't  thought  of  your  question  before  and  I  don't  think  of  a  case  at  the 
mdment,"  but  you  suggested  that  you  would  prepare  a  memoranchim  for  the 
Committee  on  this  point. 

5.  Later  there  was  discussion  covering  the  sharing  of  commissions  between 
Lehman  Brothers  and  Kuhn  Loeb  &  Company  in  connection  with  purchases 
of  the  3%%  sinking  fund  debentures  of  1952  for  the  account  of  Tidewater 
Oil  Company ;  and  of  the  sharing  of  commissions  in  connection  with  the  pur- 
chases of  securities  for  the  account  of  Aviation  Corporation  with  Brown  Broth- 
ers, Harriman  &  Company.  You  agreed  to  submit  data  dealing  with  why  corn- 
missions  were  divided  and  what  services  each  of  the  bouses  performed  in  con- 
nection with  these  transactions  in  consideration  of  the  shared  commissions. 

G.  You  were  not  clear  whether  Lehman  Brothers  refused  to  accept  a  joint 
managership  of  the  issue  by  General  Foods  Corporation  in  1938,  subject  to  the 
condition  that  they  do  the  actual  work  without  receiving  a  management  fee. 
Your  reply  was,  "I  will  have  to  verify ;  my  recollection  is  not  clear." 

Your  cooperation   in   completing   the   record   with    respect   to   these   matters 
would  be  greatly  appreciated. 
Sincerely  yours, 

Pktek  R.  Nehemkis,  Jr., 
Special  Counsel,  Investment  Ranking  Section,  Monopoly  SUidy. 

OLAltmau :  alb 
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Lehman  Bbotheks, 
One  Wiixiam  Street,  New  Yobk,  February  16,  19'i0. 

Mr.  Peteb  R.  Nehemkis,  Jr., 

Special  Counsel,  Investment  Banking  Section,  Monopoly  Study, 

Securities  and  Exchange  Commission,  Washington,  D.  C. 
My  dear  Mb.  Nehemkis:  With  reference  to  your  letter  of  January  27th, 
and  taking  up  the  six  numbered  matters  upon  which  you  asked  for  material, 
which  I  assume  is  to  be  added  to  the  present  record,  I  submit  the  following 
statements,  each  numbered  in  accordance  with  the  points  as  numbered  in  your 
letter. 

1.  The  interests  of  Lehman  Brothers  and  Goldman,  Sachs  &  Co.  in  the  financ- 
ing which  resulted  in  the  creation  of  the  National  Dairy  Products  Corporation 
early  in  1924  were  identical. 

2.  We  have  no  record  of  any  case  arising  since  January  5,  1926,  where  it  has 
been  necessary  to  follow  the  procedure  outlined  in  the  memorandum  of  Janu- 
ary 5,  1926  which  provided  that  "if  any  of  the  listed  companies  refuses  in 
the  future  to  have  either  firm  participate  in  a  piece  of  financing,  the  other  firm 
will  endeavor  to  have  such  excluded  firm  afforded  a  full  opportunity  of  present- 
ing its  case".  The  incident  concerning  R.  H.  Macy  &  Co.,  Inc.  financing  arose 
three  years  before  the  memorandum  was  signed,  when  R.  H.  Macy  &  Co.,  Inc. 
expressed  the  wish  not  to  have  Goldman,  Sachs  &  Co.  appear  but  had  no 
objection  to  our  sharing  any  profit  with  them. 

3.  Lehman  Brothers  and  Goldman,  Sachs  &  Co.  each  had  a  one-third  interest 
in  the  original  offering  of  the  Archer-Daniels-Midland  Company,  and  the  various 
trading  accounts  involving  stock  of  that  company  during  the  years  from  1927 
to  1933  were  formed  on  the  same  basis. 

4.  A  division  of  stock  exchange  commissions  resulting  from  the  operation 
of  trading  accounts  of  the  type  which  was  under  discussion,  namely  those  in- 
volving securities  of  corporations  where  we  had  acted  as  one  of  the  managers 
of  an  issuing  syndicate,  has,  in  our  case,  so  far  as  I  can  find,  not  been  ex- 
tended to  include  any  stock  exchange  members  who  were  members  of  the  syndi- 
cate but  not  one  of  the  managers  thereof,  or  to  other  stock  exchange  houses 
not  connected  with  the  business,  such  divisions  being  in  all  cases  confined  to 
co-managers  of  the  account  who  were  stock  exchange  members,  or  possibly 
curb  members  if  the  security  was  listed  on  that  exchange. 

As  a  general  comment  on  this  situation,  may  I  mention  that  the  corporation 
concerned  is,  of  course,  free  to  place  its  brokerage  orders  with  whatever  ex- 
change members  it  may  select  or  with  non-members  if  it  wishes,  the  usual 
practice  being  to  choose  member  firms  as  their  charges  consist  of  the  standard 
brokerage  charge  without  any  additional  charge  such  as  a  non-member  would 
customarily  add  to  cover  his  added  expense  beyond  the  brokerage  charge.  If 
the  company  decides  to  have  such  transactions  handled  by  two  member  firms, 
it  has  the  choice  of  three  procedures. 

(a)  Permit  the  two  firms  to  divide  orders  between  themselves  in  such  a  way 
that  the  commissions  obtained  by  each  one  will  be  equal; 

(bl  Give  the  whole  order  to  one  firm  to  place  buying  and  selling  orders, 
the  firm  handling  the  business  to  divide  the  commissions  equally  with  the  other 
firm; 

(c)  For  the  company  to  place  buying  and  selling  orders  from  time  to  time 
with  one  or  the  other  of  the  two  firms  in  such  a  way  that  they  would  not 
come  into  competition  with  one  another  in  the  market  and  that  the  com- 
missions would  be  equal. 

It  seems  obvious  that  (a)  or  (b)  are  more  convenient  for  the  company. 

5.  As  to  the  purchases  of  Tide  Water  Oil  3%%  Sinking  Fund  Debentures 
by  Kuhn,  Loeb  &  Co.  for  account  of  the  company  and  their  division  of  the  New 
York  Stock  Exchange  commissions  with  us,  I  believe,  on  the  facts  now  avail- 
able, that  procedure   (b)    outlined  above  applied  in  this  case. 

In  the  case  of  the  orders  placed  by  The  Aviation  Corporation  for  the  pur- 
chase of  market  securities  for  its  portfolio,  the  same  condition  prevailed  as 
to  the  services  rendered  by  the  bankers,  as  Lehman  Brothers  and  Brown  Bros.. 
Harriman  &  Co.  had  jointly  managed  the  group  in  connection  with  the  original 
issue  and  marketing  of  shares  of  the  Corporation's  stock  and  both  firms  were 
represented  on  the  company's  directorate.  In  this  case,  procedure  (b)  was 
followed  with  a  slight  variation — orders  for  certain  securities  being  given  to 
Lehman  Brothers  and  orders  for  certain  other  securities  being  given  to  Brown 
Bros.,  Harriman  &  Co.,  who  divided  t lie  commissions  each  with  the  other, 
using  this  method  for  equalization. 
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6.  With  reference  to  your  point  numbered  6,  I  think  your  letter  does  not  cor- 
respond with  the 'question  left  open  in  the  testimony  and  the  following  is  sub- 
mitted to  complete  the  record,  though  it  will  not  appear  to  be  an  exact  reply  to 
the  question  numbered  6  in  your  letter.  At  page  498,  second  column,  in  answer 
to  your  question,  "Mr.  Hancock,  your  firm  refused  that?",  my  answers  indicated 
that  I  did  not  recall  and  would  have  to  verify.  I  have  now  discussed  the  matter 
with  one  of  my  partners,  and  I  find  that  the  answer  should  be  as  follows :  "My 
firm  did  not  refuse  to  accepc  the  proposal  of  February  1,  1938." 

The  foregoing  is  in  reply  to  your  letter  of  January  27th,  and  I  submit  the 
following  comment  to  invite  attention  to  a  few  minor  errors  in  the  verbatim 
record,  together  with  a  few  suggestions  as  to  clarification  and  completion  of  the 
record  wher  i  it  appears  lacking. 

Page  482./3econd  column,  line  8:  I  believe,  my  name  belongs  in  place  of  yours. 

Page  483  first  column,  22nd  line  fn-om  bottom :  19-3  should  be  changed  to  1924. 

Page  483  third  column,  line  27 :  Frrst  word,  "not",  should  be  omitted.  My 
answer  following  the  last  word  should  be  completed  so  as  to  read  "correct". 

Page  48§.  third  column  lines  6  and  23.  typographical  error,  the  word  in  the 
.  record  oeing  "findings".     Presumably,  "finder's  fee"  was  used. 

Page  489.  first. column,  end  of  the  first  answer:  I  think  it  would  be  a  more 
.understandable  answer  if  the  following  words  were  added,  though  I  think  it  is 
not  vital  mat  they  be  added.  "In  certain  cases  long  positions  were  taken  over 
from  syndicate  accounts  to  permit  the  closing  of  the  syndicate  accounts". 

Page  489,  first  column,  25th  line  from  the  bottom  of  the  page  now  reads :  "Apply 
to  trading  and  outstanding  securities".  I  think  your  question  was  "apply  to 
trading,  in  outstanding  securities". 

Page  489,  first  column,  second  line  from  bottom  of  page,  the  word  "who"  is 
probably  in  error,  the  word  "to"  pr.obably  oe  ng  the  word  used. 

Page  489,  second  column,  line  9,  where  I  refer  to  "large  holders",  it  will  be 
correct  to  refer  'to  "large  stockholders ". 

Page  490,' second  column,  10th  line  from  bottom,  the  expression  should  be  "were 
stock  exchange  commissions". 

Page  490,  second  column,  your  question  at  the  foot  of  the  page :  I  think  there 
is  some  error  in  transcription.  From  my  answer  it  would  appear  that  your  ques- 
tion had  two  parts,  first  whether  the  manager  of  an, issue  had  an  obligation  to 
share  profits  with  important  stockholders,  and  also  whether  he  had  an  obliga- 
tion to  share  with  co-managers.  It  may  be  that  your  question  was  general  and 
was  expressed  in  a  double  barreled  form  as  to  whether  there  was  an  obligation 
generally  to  share  stock  exchange  commissions  with  stockholders  or  with  co-man- 
agers. It  was  my  intention  to  answer  clearly  that  as  between  Lehman  Brothers 
and  Goldman  Sachs  &  Company  there  is  such  an  expressed  obligation. 

Page'490;  third  column,  11th  line  from  bottom:  The  word  "with"  should  be 
"for". 

Page  491,  first  column,  last  three  lines  of  my  second  answer  should  read :  "was 
specifically  covered  with  regard  to  our  two  firms,  and  the  reason  for  the  obliga- 
tion in  our  case  was*  that  it  had  been  specifically  stated  in  the  agreement." 

Page  491,  first  column,  Mr.  O'Connell's  last  question  and  two  following  ques- 
tions in  next  column,  I  think  it  should  be  indicated  that  this  was  not  a  trading 
account  but  commission  orders  for  the  purchase  of  various  market  securities. 

Page  492,  third  column,  starting  with  your  third  question  from  the  bottom  of 
the  page,  the  name  in  the  third  line  should  be  E.  H.  Betts.  Where  Carl  Conway's 
name  is  referred  to,  i  should  be  "carle".  Though  on  this  point  you  were  inter- 
rogating Mr.  Sachs  and  not  me,  I  suggest  that  you  verify  the  initials  of  the 
Mr.  Cluett  referred  to.     I  think  the  initials  were  G.  A; 

Page  498,  first  column,  your  last  question,  first  line,  should  be  :  "This  is  a  letter 
from  Mr.  Robert  Lehman"  rather  than  "to  Mr.  Robert  Lehman",  as  it  now 
appears. 

•  Page  498,  second  column,  after  the  exhibit  of  Robert  Lehman's  letter :  I  think- 
that  you  were  addressing  me  and  that  I  answered  the  two  questions  rather  than 
Mr.  Sachs.  From  the  text  it  appears  quite  certain  that  I  answered  the  first 
question,  and  I  may  have  answered  the  second  one. 

Page  500,  first  column,  27th  line  from  the  bottom :  The  date  193(J  should  be 
1926. 

Page  502,  first  column,  my  first  answer:  I  do  recall  that  I  didn't  quite  catch 
your  question  quickly,  but  that  I  answered  to  the  effect  that  it  must  have  been 
Mr.  Weinberg;  that  I  knew  of  no  one  else  referred  to  in  general  terms. 

Page  503,  second  column,  first  answer — should  .be.  "I  did  understand  at  that 
time  he  had"  rather  than  "hadn't". 
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Page  504,  third  column,  my  first  answer,  last  few  words  should  read :  "at  that 
stage  of  the  transaction" 

Page  504,  third  column,  my  last  answer  is  inaccurately  reported.  I  think  the 
changes  I  suggest  are  only  to  correct  errors  in  the  record  and  I  believe  the 
answer  would  be  better  if  it  read  this  way :  "The  outside  interest  of  the  banker 
is  two  points.  Now  if  by  competitive  bidding  we  forced  the  banker  to  purchase 
the  security  from  the  issuer  at  101,  and  if  the  two  points  spread  was  fair  value  for 
the  services  rendered  by  the  banker,  the  result  would  be  a  price  to  the  public  of 
103."  The  following  sentence  should  read :  "Now  who  is  wise  enough  to  say  what 
is  wise  or  right  at  that  moment?" 

Page  505,  first  column,  my  last  answer  should  be :  "It  has  been  so  found". 

Page  505,  first  column,  after  your  suggestion  that  my  firm  had  contradicted 
•  verything  I  had  said  about  competitive  bidding,  I  think  that  in  fairness  to  you 
(he  record  should  show  that  you  said  there  was  a  difference  of  opinion  about 
that.  Unfortunately,  we  didn't  go  back  to  the  point  and  I  would  have  been  glad 
i  o  have  taken  the  position  which  I  have  all  along  that  my  views  about  competitive 
bidding  are  not  contradicted  by  the  competftive  bid  for  the  Cincinnati  Union 
Terminal  Company  security.  After  a  decision  has  been  made*  by  proper  and 
final  authority  that  securities  are  to  be  sold  by  competitive  bidding  I  believe  that 
a  firm  like  ourselves  does  not  surrender  its  views  by  entering  a  competitive  bid. 

Page  505,  third  column,  fifth  line  from  the  bottom :  I  probably  used  the  word 
"tabulations"  but  quite  obviously  I  meant  "items". 

Page  506,  Mr.  Henderson's  question  at  the  start  of  the  first  column :  I  think 
the  word  "peg"  as  used  in  the  third  line  should  be  "pay". 

Regarding  Page  485,  your  long  question  in  the  middle  of  the  first  column:  1 
wasn't  asked  the  question  but  it  may  be  important  to  an  understanding  of  the 
facts  to  have  these  additional  facts  inserted  into  the  record  in  such  a  position 
as  suits  your  purpose.  During  the  period  from  1926  through  1939,  a  compilation 
from  our  records  indicates  that  the  firm  of  Lehman  Brothers  managed  a  total 
of  corporate  and  municipal  underwritings  aggregating  approximately  $1,425,- 
COO.OOO.  Out  of  this  total  $1,250,000,000.  represented  issues  in  which  Goldman 
Sachs  &  Company  had  no  interest,  their  interest  being  limited  to  a  share  in  under- 
writings aggregating  $175,000,000.  during  the  fourteen  year  period.  » 
Sincerely, 

John  M.  Hancock. 

jmh-mf 


The  following  letters  are  included  at  this  point  in  connection  with 
Mr.  Sach's  testimony,  supra,  pp.  12346,  12354,  12359,  and  12367. 

January  27,  1940. 
Mr.  Walter  Sachs, 

Goldman,  Sachs  &  Co.,  SO  Pine  Street,  New  York,  N.  Y. 

Dear  Mr.  Sachs:  An  examination  of  the  transcript  of  the  hearings  before 
the  Temporary  National  Economic  Committee  on  January  8,  1940,  indicates  that 
rii  several  points  you  promised  to  make  available  material  which  you  did  not 
then  have  in  hand,  that  in  other  cases  you  accepted  certain  statements  subject  to 
later  correction,  and  that  in  one  case  a  statement  appears  in  the  record,  probably 
through  some  error  in  transcription,  which  you  might  like  to  correct. 

These  instances  are  listed  in  this  letter  for  your  convenience. 

1.  It  was  suggested  that  the  corporations  covered  by  the  memorandum  of 
•  1926  issued  approximately  $200,000,000  of  securities  during  the  next  decade. 

You  replied  that,  "I  can't  substantiate  your  figure  because  I  haven't  gone  back 
to  the  record.  There  was  a  very  substantial  amount  done  by  some,  not  all, 
of  these  companies  in  the  subsequent  years."  Would  you  care  to  make  any 
further  comment  at  this  time? 

2.  The  question  was  asked,  "Do  you  recall  any  instances  in  which  Goldman, 
Sachs  &  Co.  afforded  Lehman  Brothers  an  opportunity  for  oral  argument,  so 
to  speak,  before  a  corporation  covered  by  the  list?"  Your  recollection  was  not 
clear  on  this  point,  but  you  suggested  that  you  would  prepare  a  memorandum 
detailing  such  instances. 

3.  During  the  course  of  the  hearings  it  was  stated  that  there  was  a  disposi 
tion  of  50,000  shares  of  stock  of  Sears,  Roebuck  &  Company  for  the  Estate  of 
Julius  Rosenwald  in  1933,  and  of  26,000  shares  of  the  same  stock  for  the  Rosen- 
wald  Fund  later  in  the  year.     You  accepted   these  figures   subject   to  future 
correction. 
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4.  It  was  suggested  during  the  course  of  the  hearings  that  the  1906  financing 
for  the  company  that  later  became  the  General  Cigar  Company  was  under- 
taken by  a  3/3  account,  in  which  the  members  were  Goldman,  Sachs  &  Co., 
Lehman  Brothers  and  Kleinwort  &  Co.  The  transcript  indicates  that  you  were 
not  clear  whether  Kleinwort  &  Co.  were  a  member  of  this  underwriting  group, 
and  that  you  promised  to  correct  the  record  in  the  event  that  they  were  not 
members. 

5.  In  discussing  the  size  of  selling  groups,  you  stated  that,  "We  sometime 
have  as  many  as  three  or  four,  perhaps  five  or  six  or  seven  dealers  to  become 
members  of  this  selling  group  *  *  *"  You  apparently  meant  in  this  connec- 
tion^ a  selling  group  of  from  three  to  seven  hundred  dealers.  Would  you  care 
to  make  a  correction  to  this  effect? 

Your  cooperation  in  completing  the  record   with   respect  to  these  matters 
would  be  greatly  appreciated. 
Sincerely  yours, 

Peter  R.  Nehemkis,  Jr., 
Special  Counsel,  Investment  Banking  Section,  Monopoly  Study. 
OLAltmau :  alb 
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Goldman,  Sachs  &  Co.  Chfcafo 

30  Pine  Street  K  L5ff.pWa 

New  York,  February  6,  lQlfi. 


Mr.  Peter  R.  Nehemkis,  Jr., 

Special  Counsel,  Investment  Banking  Section,  Monopoly  Study,  Securities 
and  Exchange  Commission,  Washington,  D.  C. 

Dear  Mr.  Nehemkis:  I  have  your  letter  of  January  27  and  I  am  glad  to 
comment  about  the  various  points  which  you  raise.  I  understand  also  that 
Art  Dean  has  a  few  obvious  instances  of  incorrect  transcription  of  the  testimony 
which  he  will  be  passing  on  to  you  in  due  course. 

As  to  your  first  point,  let  me  state  I  feel  certain  that  although  it  is  not  correct 
tfcat  "the  issuance  of  these  securities  was  governed  by  the  memorandum  of  1926," 
nevertheless  the  corporations. listed  certainly  issued  in  the  aggregate  at  least 
$200,000,000  of  securities.  The  sale  of  many  of  these  issues  was  handled  by 
Goldman,  Sachs  &  Co.  and  Lehman  Brothers  in  accordance  with  the  memorandum. 
Of  course  Goldman,  Sachs  &  Co.  itself  headed  offerings  of  far  more  than 
$200,000,000  of  other  securities  during  the  period,  and  in  the  offerings  which 
I  have  in  mind  Lehman  Brothers  did  not  participate  either  under  the  provisions 
of  the  memorandum  or  otherwise.  Furthermore,  as  you  know,  $200,000,000  is 
a  minute  item  in  comparison  wiLi  the  $50,000,000,000  of  new  security  offerings 
during  the  same  period,  as  tabulated  by  Standard  Statistics  Company. 

I  am  content  io  let  the  record  stand  as  it  is  with  regard  to  your  second  point 
inasmuch  as  the  Pillsbury  instance  is  the  only  item  of  this  kind  which  comes 
to  mind,  and  inasmuch  as  formal  operation  under  the  memorandum  would  not 
ordinarily  be  necessary  in  view  of  the  acquaintance  of  both  firms  with  most 
of  the  companies. 

Your  third  point  is  entirely  clarified  by  exhibits  1784,  1785,  1786  and  1787, 
which  you  offered  in  evidence. 

Examination  of  our  records  indicates  that  Kleinwort,  Sons  &  Co.  were  not 
associated  with  us  as  originating  bankers  in  the  financing  in  1906  of  United 
Cigar  Manufacturers. 

Obviously,  the  word  "hundred"  was  inadvertently  omitted  from  the  stenographic 
record  with  regard  to  the  number  of  dealers  who  haye  a  part  in  "selling 
groups." 

Thank  you  very  much  for  calling  these  matters  to  my  attention; 

With  best  regards, 
Very  truly  yours, 

Walter  E.  Sachs. 
(Walter  E.  Sachs.) 
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The  following  letters  are  included  at  this  point  in  connection  -with 
Mr.  Hancock's  testimony,  supra,  p.  12402. 

Cable  Address  :  "Ladycourt,"  New  York 

Suixivan  &  Cromwell 
48  Wall  Street,  New  York 

Januabt  22,  1940. 
Peter  R.  Nehemkis,  Jr.,  Esq., 

Special  Counsel,  Investment  Banking  Section,  Monopoly  Study,  Securities 
and  Exchange  Commission,  Washington,  D.  C. 
Deab  Peter  :  I  am  sorry  not  to  have  replied  to  your  letter  of  January  15,  1940 
earlier  but  I  was  in  Washington  for  several  days  last  week  at  another  hearing 
before  the  S.  E.  G 

I  realize  that  some  of  Mr.  Hancock's  testimony  is  based  upon  Mr.  Palmer's 
reply  of  May  25,  1937  but  inasmuch  as  the  other  correspondence  appears 
verbatim  in  the  record  we  feel,  after  a  discussion,  that  it  would  be  better  to 
have  the  letter  of  May  25,  1937  appear  in  verbatim  form  also  inasmuch  as  the 
record  is  not  really  complete  without  it.  You  will  recall  that  Mr.  O'Connell, 
in  particular,  was  interested  in  the  so-called  "threat"  to  resign,  which  is  covered 
fully  in  Mr.  Palmer's  letter. 
Sincerely  yours, 

Arthur  H.  Dean. 

[From  the  Files  of  Lehman  Brothers] 
[Copy] 


C.  R.  Palmer 
President 


Cluett,  Peabodt  &  Co.,  Inc. 
10  East  Fortieth  Street,  New  York,  N.  Y. 


May  25,  1937. 


Mr.  John  M.  Hancock, 

Lehman  Brothers,  1  William  Street,  Neiv  York  City. 

Dear  John  :  Due  to  my  absence  from  the  city  on  a  business  trip  my  reply  to 
your  letter  of  May  18th  has  been  delayed  a  few  days. 

Due  either  to  misinfoi'mation  or  a  lack  of  information,  it  seems  to  me  you 
have  arrived  at  some  conclusions  and  some  assumptions  that  are  just  not  in 
accordance  with  the  facts. 

To  begin  with,  you  ask  whether,,  thefle  was  any  reason  why  the  proposed 
financing  should  not  be  handled  on  a  basis  of  equality  for  the  two  banking 
firms.  I  think  you  know  the  reasons  for  this  just  as  well  as  I  do.  *  It  is  just 
because  the  two  banking  firms  are  not  working  together,  which  certainly  makes 
it  very  unpleasant  for  us  and  puts  us  in  a  position  which  I  do  not  think  we 
have  any  right  to  be  put  in. 

The  problem  of  the  new  financing  is  not  a  new  e  and  you  may  recall  that 
I  rather  casually  discussed  it  with  you  the  day  that  I  had  luncheon  with  you 
several .  months  ago.  That  is,  I  told  you  then  that  the  way  our  business  was 
growing  it  would  appear  as  though  we  would  need  additional  working  capital 
some  of  these  days  and  I  felt  the  time  to  do  it  was  when  we  could.  Further- 
more, the  plan  was  arrived  at  by  members  of  the  Executive  Committee  in  ^con- 
nection with  Mr.  Green  and  later  with  Mr.  Weinberg.  The  entire  matter  Had 
been  discussed  with  the  Board  at  various  times,  although  not  in  detail  as  to 
the  plans.  That,  naturally,  was  left  to  the  Committee  and  the  proposed  plans 
submitted  to  the^  Board  at  the  meeting  on  May  11th.  Up  until  that  time  no 
definite  agreement  had  been  reached.  No  matters  of  importance  are  entered 
into  without  submission  to  the  Board  .  .  .  and  by  the  Board  I  mean  the  working 
Board  and  those  who  attend  our  regular  meetings,  so  your  assumption,  that  this 
whole  thing  was  done  without  any  previous  ^discussion  of  the  Board  is 
erroneous. 

Yout  question  of  calling  the1  pre'f erred  stock  is  a  very  natural  one.     It  not 
only  should  have  been  considered,  but  it  has  been  carefully  considered  for  over , 
a  year,  and  the  only  reason  that  nothing  was  done  about  it  is  because  either 
through,  oversight  or  poor  judgment  at  the  time  the  stock  was  originally  issued 
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the  Company  finds  itself  "himg  up"  with  what  might  be  called  a  non-callable 
stock.  It  can  be  called  only  at  the  rate  of  2%  a  year  and  we  are  way  ahead 
of  that  program  already. 

Naturally  a  great  deal  of  study  has  been  made  by  me  because  I  do  not  think 
any  one  could  be  more  interested  than  I  am  that  we  do  the  right  thing.  I  can- 
not speak  for  Mr.  O.  A.  Cluett  and  Mr.  E.  H.  Cluett  whom  you  mention  in  your 
letter  to  me,  but  speaking  for  myself,  I  should  say  that  the  reason  the  financing 
could  not  be  handled  on  an  equality  basis  is  because  of  the  relationship  of  the 
firms. 

Over  the  telephone  on  May  11th  I  informed  the  Board  that  if  it  seemed  wise 
to  them  to  postpone  action,  that  that  could  be  done.  Then  when,  I  found  this 
could  necessitate  an  additional  audit  mid  that  we  could  not  use  our  figures  as 
of  December  81st,  I  saw  no  reason,  why  we  should  be  put  to  that  expense  and 
trouble. 

The  facts  were  gone  into  very  thoroughly  before  any  decision  was  reached, 
and,  furthermore,  John,  this  is  not  the  first  case  of  this  kind  that1  has  come  up 
in  the  past  year  or  so. 

Another  assumption  that  I  seem  to  read  in  ycur  letter  is  a  threat  of  resigna- 
tion on  the  part  of  another  banker.  There  was  no  such  threat  made.  As  a 
matter  of  fact,  he  told  me  when  we  were  having  this  discussion  over  the  phone 
on  May  11th  that  he  would  gladly  step  aside  and  let  your  firm  take  the  whole 
thing  and' that  it  would  not  in  any  way  cause  any  change  in  his  feelings  towards 
our  Company  or  in  his  relationship  to  the  Company,  so  I  see  in  this  no  attempt 
at  a  threat  or  control  of  the  Board. 

Our  change  in  position  was  due  naturally  to  our  desire  to  go  on  with  our 
plans  in  order  to  be  able  to  use  our  December  31st  audit. 

Personally  I  feel  that  the  financing  plans  that  we  have  in  mind  are  sound 
and  to  the  best  interests  of  the  Company,  otherwise  we  would  not  go  through 
with  them. 

It  was  most  embarrassing  to  me,  and  I  know  it  was  to  other  members  of  the 
Board,  to  be  put  on  the  spot  because  of  a  quarrel  between  banking  houses,  and 
I  think  it  is  most  unfair  that  we  should  be  made  in  any  way  to  suffer  because 
of  this.  I  personally  have  suffered  a  great  deal  myself,  and  I  have  no  desire 
to  do  anything  that  would  hurt  anybody,  but  apparently  here  is  a  case  where 
somebody  had  to  be  hurt,  and  not  through  any  fault  of  mine. 

I  should  like  to  talk  with  you,  of  course,  as  I  deeply  regret  the  unpleasant- 
ness that  this  matter  has  caused,  and  naturally  it  is  my  earnest  hope  that  the 
entire  Board  will  be  in  agreement  on  our  plans. 
Sincerely  yours, 

/s/  C.  R.  Palmer. 


Tha  following  documents  are  included  at  this  point  in  connection 
with  the  testimony  of  Monday,  January  8,  1940,  supra,  pp.  12343  to 
12415. 

Lehman  Brothers, 
One  William  Street,  New  York,  January  80th,  1940. 
Mr.  Peter  R.  Nehemkis,  Jr., 

Special  Counsel,  Securities  and  Exchange  Commission, 

Washington,  D.  C. 
Dear  Mr.  Nehemkis  :  Mr.  Hancock  has  handed  me  for  reply  your  letter  of 
January  27th  addressed  to  him,  as  he  has  just  returned  after  an  absence  from 
the  office  of  several  weeks. 

In  accordance  with  your  request,  I  enclose  herewith  a  signed  stipulation  as  to 
the  four  letters  mentioned  by  you,  additional  copies  of  which  I  enclose  in  order 
that  there  may  be  no  misunderstanding  as  to  the  letters  referred  to.  You  will 
note  that  I  have  corrected  the  initials  of  Mr.  Chester's  name  in  the  stipulation 
to  read  "C.  M.  Chester." 

We  wish  to  thank  you  fo^  permitting  us  to  identify  these  letters  by  stipula- 
tion rather  than  having  to  appear  in  person  to  identify  them. 
Very  truly  yours, 

Edwin  Gibbs. 
EG:S 

STTPTJIATTON 

.It  is  hereby  stipulated  and  agreed  that  the  documents  listed  below  are  true 
copies  of  original  communications  or  carbon  copies  from  the  files  of  Lehman 
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Brothers  and  that  they  were  received  or  sent,  as  the  case  may  be,  by  Lehman 
Brothers. 


Date 

Description 

To 

From 

Dec.  22,1937 

Letter 

Mr.  C.  M.  Chester 

Mr.  Eobert  Lehman. 

Feb.     1, 1938 

Letter .i 

Lehman  Brothers... 

Mr.  Sanford  L.  Cluett. 

General  Foods  Corp. 

May  19,1937 

Mr.  K.  0.  Kennedy. 

Aug.  20,1937 

Cluett  Peabody  &  Co 

Mr.  John  M.  Hancock. 

(Signed)     Lehman  Bros. 


The  following  letter  from  Robert  Lehman  to  C.  M.  .Chester  is 
included  at  this  point  in  connection  with  Mr.  Hancock's  testimony, 
supra,  p.  12389. 

December  22,  1937. 
Mr.  C.  M.  Chester, 

General  Foods  Corporation, 

250  Park  Avenue,  New  York  City. 

Dear  Clare:  I  want  to  tell  you  that  I  deeply  appreciate  the  very  fair  way 
in  which  you  handled  the  matter  which  we  discussed  today.  As  I  told  you,  I 
feel  that  the  suggestion  which  you  made  is  thoroughly  satisfactory  to  me  and 
my  firm. 

In  order  that  there  may  be  no  misunderstanding  as  to  what  should  be  con- 
sidered "an  equal  basis,"  I  am  giving  you  the  following  notes  which  cover  the 
more  important  points  so  that  you  may  have  them  before  you. 

Your  suggestion  that  G.  S.  &  Co.  should  handle  the  business  in  their  office 
is  entirely  satisfactory  to  me  although,  of  course,  I  consider  that  that  is  a  real 
privilege. 

1.  Both  firms  to  share  equally  in  the  profits  and  to  take  the  same  commit- 
ment.    Any  step-up  to  be  shared  equally  by  both  firms. 

2.  Both  firms  to  be  syndicate  managers  and  both  signatures  to  appear  on  all 
syndicate  and  selling  group  letters  and  letters  of  confirmation. 

3.  Both  names  to  appear  on  the  same  line  in  all  newspaper  advertising  and 
any  syndicate,  selling  group  and  other  letters.  Both  names  to  be  included 
on  a  parity  basis  in  newspaper  publicity  as  jointly  heading  the  business. 

4.  Syndicate  and  selling  groups  to  be  formed  jointly  as  to  who  should  be 
included  therein. 

Yours  sincerely, 

rlc 


The  following  letter  from  General  Foods  Corporation  to  Lehman 
Brothers,  and  the  attached  copy  of  a  resolution  are  included  at  this 
point  in  connection  with  Mr.  Hancock's  testimony,  supra,  p.  12390. 

February  1,  1938. 
Messrs.  Lehman  Brothers, 

1  William  Street,  New  York,  N.  Y. 
Attention :  Mr.  Robert  Lehman. 
Dear  Sirs:  Enclosed  is  ■&  copy  of  a   resolution  adopted  by  our.  Board  of 
Directors  on  Thursday,  January  27,  1938. 

The  purpose  of  this  letter  is  to  make  to  your  firm  the  offer  contemplated 
in  the  first  clause  of  this  resolution. 

The  expression  "without  fee"  in  the  resolution  is  not  intended  to  applyvto  out 
of  pocket  expenses. 

Will  you  please  consider  the  matter,  and  let  me  have  your  decision  with 
respect  to  it  promptly? 

Enclosed  also  is  a  copy  of  my  letter  of  this  date  of  Goldman,  Sachs  &  Com- 
pany, which  is  self-explanatory. 
Very  truly  yours, 
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Resolved  that  the  proper  officers  of  this  corporation  be  and  they  are  hereby 
authorized  and  empowered,  in  their  discretion,  to  offer  to  Goldman,  Sachs  & 
Company  and  Lehman  Brothers  the  joint  syndicate  managership  of  the  proposed 
issue  of  preferred  stock  of  this  corporation,  the  work  to  be  done,  without  fee, 
in  the  office  of  Goldman,  Sachs  &  Company ; 

Further  resolved  that,  in  the  event  said  offer  shall  be  made  and  shall  not  be 
accepted  promptly,  thereafter  by  both  firms,  the  said  officers  shall  offer  Lehman 
Brothers  and  Goldman.  Sachs  &  Company  the  joint  syndicate  managership  of  the 
proposed  issue  of  preferred  stock  of  this  corporation,  the  work  to  be  done, 
without  fee,  in  the  office  of  Lehman  Brothers ; 

Further  resolved  that,  if  both  offers  shall  be  made  by  said  officers  and  neither 
one  shall  be  accepted  by  both  firms,  then  neither  of  said  firms  shall  be  selected 
as  syndicate  manager  or  as  joint  syndicate  manager  for  such  preferred  stock 
issue. 


The  following  letter  from  C.  M.  Chester,  General  Foods  Corpora- 
tion, to  Goldman,  Sachs  &  Co.  is  included  at  this  point  in  connection 
with  Mr.  Sachs'  testimony,  supra,  p.  12390. 

C.  M.  Chester, 

Chairman  of  the  Board 

General  Foods  Corporation 

Postum  Building,  250  Park  Avenue 

New  \ork,  February  1,  1938. 
Messrs.  Goldman,  Sachs  &  Company, 

30  Pine  Street,  New  York,  N.  Y. 
Attention :  Mr.  Sidney  J.  Weinberg. 
Dear  Sirs  :  Enclosed  is  a  copy  of  a  resolution  adopted  by  our  board  of  directors 
on  Thursday,  January  27. 

The  purpose  of  this  letter  is  to  make  to  your  firm  the  offer  contemplated  in 
the  first  clause  of  this  resolution. 

The  expression  "without  fee"  in  the  resolution  is  not  intended  to  apply  to  out 
of  pocket  expenses. 

Will  you  please  consider  the  matter  and  let  me  have  your  decision  with  respect 
to  it  promptly? 

Enclosed  also  is  a  copy  of  my  letter  of  this  date  to  Lehman  Brothers,  which 
is  self-explanatory. 

Very  truly  yours, 

C.  M.  Chester. 


The  following  letter  is  included  at  this  point  in  connection  with 
Mr.  Hancock's  testimony,  supra,  p.  12396. 

Copt  of  Letter  from  Mr.  R.  O.  Kennedy  to  Mr.  Sanford  L.  Cluett 

May  19,  1937. 

Thank  you  a  lot  for  telling  me  about  Mr.  G.  A.  Cluett's  letter.  I  can  under- 
stand exactly  Mr.  Cluett's  reaction.  I  feel  sure  that  he  does  not  understand 
the  situation,  just  as  we  did  not  in  the  very  beginning. 

What  did  hurt  me  about  his  letter,  though,  was  the  implication  that  some- 
thing is  being  done  that  would  mar  the  long  record  of  fair  and  honorable 
dealings.  As  you  know  the  Board  faced  a  situation  that  was  not  only  em- 
barrassing, but  most  upsetting.  Naturally  our  inclination  was  to  have  both 
of  these  houses  work  together  as  they  always  have.  We  have  always  felt 
very  close  to  each  one,  and  particularly  so  to  the  representatives  on  our 
Board.  But  there  has  grown  up  between  the  two  houses  an  antagonism  that 
we  simply  could  not  break  through.  As  you  know  I  had  dinner  twice  with 
Mr.  Hancock  and  met  with  Sidney  two  or  three  times.  We  told  them  how  we 
felt,  what  we  wanted,  but  we  just  could  not  get  it.  Goldman,  Sachs  just  would 
not  work  with  Lehman  Brothers,  and  for  reasons  which  to  them  seem  sound, 
although  to  an  outsider  they  seem  just  a  little  childish,  and  Mr.  Weinberg 
admitted  that  they  might  be  so. 


13016       CONCENTRATION  OF  ECONOMIC  POWER 

The  feeling  is  so  intense,  however,  that  in  all  recent  financing  tliey  have 
not  shared,  even  though  it  be  for  companies  in  which  they  are  both  represented. 

(Written  by  hand :)   Not  represented  on  Endicott  Johnson  or  Continental  Can. 

Sears,  Roebuck  would  not  have  Lehman  Brothers.     (By  hand:)  No. 

National  Dairy  gave  all  of  the  work  to  Goldman,  Sachs. 

Endicott-Johnson  had  Goldman,  Sachs  do  it  alone. 

Continental  Can  was  recently  re-financed  with  Goldman,  Sachs  cooperation. 

(Written  by  hand:)  How  about  Macy-Gimbel-General  Tire  who  had  old  rela- 
tionships and  many  others  who  had  the  choice. 

We  pleaded  and  put  all  the  pressure  we.  could,  requesting  tnat  they  overlook 
their  differences,  but  those  differences  were  too  fundamental  and  we  could 
do  nothing  about  it.  As  late  as  last  Friday  night,  Mr.  Weinberg  said  he  would 
think  it  over  again  and  see  if  they  eould  not  make  an  exception.  As  you  know, 
he  has  already  offered  Lehman  Brothers  full  participation  as  to  the  amount 
that  each  is  to  have,  but  he  called  m?  up  yesterday  and  said  that  he  could 
not  consent  to  go  along  with  Lehman  Brothers'  name  appearing  along  with 
theirs. 

Mr.  Weinberg  did  suggest  that  we  drop  Goldman,  Sachs  altogether  and 
give  it  all  to  Lehman  Brothers.  He  promised  he  would  do  everything  he 
could  to  help  if  we  did.  Lehman  Brothers  gave  us  no  such  assurance  and  have 
not  today.  Lehman  Brothers  feel  that  Goldman,  Sachs  have  taken  the  position 
that  they  would  have  it  all  or  would  not  play.  That  is  not  the  case,  whereas 
I  do  believe  that  Lehman  Brothers  up  to  now  are  taking  the ;  position  that  they 
will  not  go. along  if  not  offered  all  that  they  want — half  of  the  participation 
and  the  prestige  of  being  a  joint  principal. 

As  you  know,  the  Board  felt  that  Goldman,  Sachs  were  in  a  position  to  do 
a  better  job  in  this  particular  instance  than  Lehman  Brothers  could  alone. 
We  have  been  supported  in  this  by  the  examples  of  other  companies  who  have 
had  similar  work  to  do.  Also  it  is  true  that  Lehman  Brothers  have  been 
helpful  to  us,  but  it  is  quite  as  true  that  Goldman,  Sachs  have.  Goldman, 
Sachs'  interest  has  been  a  warm  and  very  cordial  one  during  the  last  few 
years,  and  particularly  during  the  dark  years  of  1932  and  1933,  where  on  the 
other  hand,  I  have  an  impression  that  Lehman  Brothers  were  willing  to  drop 
us  altogether  back  in  1*932  and  1933. 

It  is  most  unfortunate  that  this  has  happened.  I  know  that  it  has  bothered 
Mr.  Palmer,  as  it  has  bothered  all  of  us,  all  out  of  proportion  to  its  importance. 
But  what  can  we  do?  Goldman,  Sachs  will  give  Lehman  Brothers  much  of 
which  they  ask,  but  will  not  accept  their  name  as  cooperator.  No  one  could 
have  tried  harder  to  bring  about  the  cooperation  than  have  we.  If  Mr.  G.  A. 
Cluett  would  talk  to  Mr.  Weinberg  for  just  a  few  minutes,  I  am  sure  he 
ttoluu  appreciate  that  our  situation  is  a  difficult  one,  and  that  our  decision 
has  not  been  an  altogether  unwise  or  unfair  one. 

Signed  by :  Oaklet. 

The  following  letter  from  John  M.  Hancock  to  Cluett,  Peabody  & 
Co.  is  included  at  this  point  in  connection  with  Mr.  Hancock's  testi- 
mony, supra,  p.  12410. 

August  20,  1937. 
(Handwritten:)  Cross  Ref.  made  for  Statistics. 
Messrs.  Cluett,  Peabody  &  Co., 

10  East  40th  Street,  New  York  City. 

Attention  Mr.  C.  R.  Palmer. 

Gentlemen  :  With  great  regret  I  hereby  resign  as  a  Director  of  Cluett,  Peabody 
&  Company.  After  careful  consideration  of  all  the  facts  before  me  and  in  the 
light  of  Mr.  Palmer's  letter  I  see  no  choice  but  to  take  this  action,  recognizing 
that  there  may  be  matters  unknown  by  me  but  known  to  your  officers  that 
explain  your  action. 

(Handwritten:)  Not  Sent  to  File. 

After  such  long  service  on  your  board  on  the  part  of  myself  and  Mr.  Lehman, 
there  cannot  longer  be  any  obligation  on  our  part  toward  the  stockholders  who 
bought  the  stock  from  us  at  the  time  of  the  original  underwriting.  Though 
feeling  free  of  any  obligation  I  have  delayed  resigning  so  that  the  underwriting 
should  be  completed  and  I  would  be  free  of  any  possible  charge  of  harming  the 
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company.  My  firm  did  not  take  any  interest  in  the  underwriting  as  it  was 
desirous  of  making  it  clear  that  a  possible  profit  does  not  affect  our  view  of  the 
principles  involved  in  this  case. 

I  think  it  will  be  admitted  that  my  being  on  the  Board  was  primarily  for  the 
advice  of  myself  and  my  firm  on  financing  problems.  In  this  recent  matter  my 
advice  was  not  asked  for  in  advance  of  your  decision  and  in  connection  with 
that  decision  two  of  your  principal  officers  believed  inaccurate  and  incomplete 
statements  about  my  firm  and  did  not  feel  under  any  obligation  to  discuss  these 
statements  with  me  before  accepting  them  as  facts.  I  would  condemn  such 
procedure  on  the  part  of  a  corporation  or  its  management  even  if  I  were  not 
involved  in  their  acts. 

I  ask  that  this  letter  be  incorporated  in  the  minutes  of  the  meeting  of  the 
Board  of  Directors  when  it  is  presented  to  the  Board. 
Sincerely, 

JMH-MG  John  M.  Hancock. 


The  following  letter  is  included  at  this  point  in  connection  with 
Mr.  Fuller's  testimony,  supra,  p.  12602. 

Schroder  Rockefeller  &  Co.,  Incorporated 

48  Wall  Street,  New  York 

January  24,  1940. 
Mr.  Peter  R.  Nehemkis,  Jr., 

Special  Counsel,  Investment  Banking  Section, 

Securities  and  Exchange  Commission,  Washington,  D.  C. 

Dear  Mb.  Nehemkis:  In  connection  with  my  testimony  before  the  Temporary 
National  Economic  Committee  on  January  11,  1940  and  your  letter  of  January 
22,  1940,  I  wish  to  advise  you  that  Messrs.  Sullivan  &  Cromwell  did  not  furnish 
iany  written  opinion  in  connection  with  the  agreement  dated  August  24,  1936 
between  Schroder  Rockefeller  &  Co.,  Inc.  and  J.  Henry  Schroder  &  Co.  which 
was  introduced  into  evidence  as  Exhibit  1964. 

It  is  my  recollection,  which  is  confirmed  by  inquiry  of  Messrs.  Sullivan  & 
Cromwell,  that  prior  to  the  time  of  the  execution  of  the  agreement,  the  question 
which  you  raised  was  given  consideration  in  consultation  with  Messrs.  Sullivan 
&  Cromwell  and  it  was  concluded  that  under  all  the  circumstance  J.  Henry 
Schroder  &  Co.  were  not  "underwriters"  as  that  term  is  defined  in  Section  2 
subdivision  11  of  the  Securities  Act  of  1933  and  that  therefore  no  mention  of 
the  agreement  dated  August  24,  1936  need  be  made  in  the  registration  statements. 

You  will  note  that  the  agreement  provided  that  J.  Henry  Schroder  &  Co. 
would  take  no  part,  directly  or  indirectly  in  the  underwriting  or  disposition  of 
the  securities  which  Schroder  Rockefeller  &  Co.,  Inc.  might  underwrite,  or 
assume  any  responsibility,  liability  or  commitment  in  connection  therewith,  it 
being  understood  that  Schroder  Rockefeller  &  Co.,  Inc.  was  to  be  solely  liable 
with  respect  to  the  total  amount  of  its  underwriting  commitments  without  any 
recourse  against  J.  Henry  Schroder  &  Co.  or  its  associates.'  You  will  also 
note  that  the  payment  to  be  made  to  J.  Henry  Schroder  &  Co.  was  not  based  op 
a  percentage  of  any  underwriting  profits  and  in  fact  bore  no  relation  to  under- 
writing profits  since  under  the  agreement  the  sum  was  payable  even  though 
there  were  losses  and  was  payable  with  respect  to  issues  in  which  we  might  have 
participated  if  we  had  desired  to  do  so  even  though  we  elected  not  to  participate. 

Under  the  circumstances,  it  was  felt  that  J.  Henry  Schroder  &  Co.  did  not  buy 
from  or  sell  any  securities  for  an  issuer ;  that  it  did  not  participate  or  have  any 
participation  in  the  direct  or  indirect  underwriting  "of  any  such  undertaking", 
since  they  were  under  no  circumstances  to  receive  any  of  the  securities  under- 
written, and  Schroder  Rockefeller  &  Co.,  Inc.  had  no  right  to  ask  them  to  take 
up  any  part  of  the  securities  underwritten  or  to  ask  them  to  compensate  us  in 
any  way,  directly  or  indirectly,  for  any  losses  sustained  by  us  as  an  underwriter. 

I  should  like  to  point  out  also  that  Schroder  Rockefeller  &  Co.,  Inc.  never  took 
over  the  securities  referred  to  in  paragraph  one  of  the  agreement,  and  that  the 
whole  agreement  was  cnncelled  on  the  26th  day  of  January-  1937. 

I  trust  that  this  will  give  you  the  additional  information  which  you  requested. 
Very  truly  yours, 

/s/    C.  P.  Fulleb. 
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Extracts  from  the  following  exhibit  were  read  in  the  course  of  the 
testimony  of  Carlton  P.  Fuller  and  Victor  Emanuel,  supra,  pp.  12621- 
12622. 

[From  the  files  of  Smith,  Barney  &  Co.] 
Confidential  Memorandum  for  Record  :  July  17,  1934. 

CROSS  INDEX 

XPhiladelphia  Company 

—Equitable  Gas  Company 

— Pittsburgh  Railways  Company 

XDuquesne  Light  Company 

XNorthern  States  Power  Company 

XOklahoma  Gas  and  Electric  Company 

XLouisville  Gas  and  Electric  Company 

XSan  Diego  Consolidated  Gas  and  Electric  Company 

XWisconsin  Public  Service  Corporation 

— Southern  Colorado  Power  Company 

— The  California  Oregon  Power  Company 

— Mountain  States  Power  Company 

—Kentucky  West  Virginia  Gas  Company 

—Market  Street  Railway  Company 

— Empresa  de  Servicios  Publicos  de  los  Estados  Mexieanos,  S.  A. 

—Deep  Rock  Oil  Corporation  (now  in  receivership) 

— Deep  Rock  Oil  and  Refining  Company 

(Note. — X  and  minus  signs  (  — )  above  are  handwritten.) 

GT'NERAL    ARRANGEMENTS   PURSUANT   TO   WHICH   INVESTMENT   BANKERS    ARE   SELECTED 
FOR  COMPANIES  COMPRISING  THE  STANDARD  GAS  AND  ELECTRIC  COMPANY  SYSTEM 

The  Standard  Gas  and  Electric  Company  system,  which  includes  the  companies 
named  in  the  above-cross-reference,  is  jointly  controlled  (through  Standard 
Power  and  Light  Corporation)  by  United  States  Electric  Power  Corporation  and 
H.  M.  Byllesby  and  Company.  TJ.  S.  Electric  Power  Corporation  is,  in  turn, 
controlled  by  the  United  Founders  group  (in  which  David  M.  Milton's  Equity 
Corporation  group  has  a  substantial  interest).  (Handwritten:)  Not  true  since 
Dec.  1,  1935. 

As  of  March  2,  1933,  U.  S.  Electric  Power  Corporation  had  demand  bank  loans 
totaling  $12,500,000  (of  which  Chase  National  held  50%  or  $6,250,000;  Guaranty 
Trust  held  33y3%  or  $4,166,666.67;  and  Chemical  Bank  &  Trust  Company  held 
16%%  or  $2,083,333.33)  which  were  secured;  part  of  the  security  consisted  of  all 
of  U.  S.  El.  Pr.  Corp.'s  stock  holdings  in  the  Standard  Power  and  Light  Corpora- 
tion. Those  $12,500,000  U.  S.  Electric  Power  Corporation  secured  demand  notes 
(dated  March  1,  1933)  were  given  to  the  three  banks  pursuant  to  a  written  agree- 
ment between  U.  S.  Electric  Power  Corporation  and  the  banks  dated  and  executed 
on  March  1,  1933,  and  all  but  a  small  part  of  them  are  still  outstanding  and 
unpaid. 

Among  other  things,  that  March  1  agreement  contained  a  provision  that  U.  S. 
Electric  Power  Corporation  would  furnish  the  banks  with  a  certified  list  of  all 
contracts  to  which  they  were  then  a  party  (except  those  covering  ordinary 
current  operations)  and  agree  (so  long  as  any  of  the  $12,500,000  demand  notes 
remained  unpaid)  not  to  change  any  such  contracts  without  the  consent  of  the 
banks.  The  March  1,  1933  agreement  also  provided  that  U.  S.  Electric  Power 
Corporation  (recognizing  that  those  contracts  were  assets  which  should  be 
available  to  creditors)  agreed  in  so  far  as  possible  to  give  the  three  banks  the 
benefit  of  such  contracts  and  pay  over  to  them  any  consideration  received  by 
U.  S.  Electric  Power  Corporation  therefrom. 

******* 

One  contract  covered  by  the  foregoing  provisions  is  a  Memorandum  dated  De- 
cember 21,  1929,  signed  by  H.  M.  Byllesby  and  Company,  U.  S.  Electric  Power 
Corporation  and  Ladenburg,  Thalmann  &  Co.,  which  sets  forth  the  manner  in 
which  investment  bankers  to  handle  security  issues  of 'the  Standard  Gas  and 
Electric  Company  system  are  to  be  selected.  Subject  to  certain  exceptions 
(including  particularly  the  financing  of  the  Philadelphia  Company  and  sub- 
sidiaries) the  general  arrangement  contemplates  that  financing  shall  be  under- 
taken as  to  interest  and  liability,  at  original  cost,  as  follows : 
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U.  S.  Electric  Power  Corporation 75% 

H.  M.  Byllesby  and  Company 25% 

and  if  those  two  mutually  agree  to  permit  other  banking  houses  to  join  witn 
them  in  particular  pieces  of  financing,  the  respective  interests  of  such  other 
houses  shall  be  provided  for  ratably  out  of  the  basic  interests  of  those  two, 
provided  that  Byllesby's  interest  in  any  piece  of  financing  involving 

Northern  States  Power  Company 

Louisville  Gas  and  Electric  Company 

Oklahoma  Gas  and  Electric  Company,  and 

San  Diego  Consolidated  Gas  and  Electric  Company 

shall  be  not  less  than  20%,  irrespective  of  any  interests  granted  in  such 
financing  to  other  banking  houses. 

In  connection  with  the  March  1,  1933  bank  loan  negotiations  Mr.  Louis  H. 
Seagrave,  Chairman  of  the  Board  of  U.  S.  Electric  Power  Corporation,  verbally 
confirmed  to  R.  L.  Garner,  Vice-President  and  Treasurer  of  the  Guaranty  Trust 
Company,  that  U.  S.  Electric  Power  Corporation  would  consult  the  banks 
(which  are  parties  to  the  March  1,  1933  bank  loan  agreement)  in  connection 
with  subsequent  financing  of  the  Standard  Gas  and  Electric  Company  system. 

In  connection  with  specific  financing  for  any  part  of  the  Standard  Gas  and 
Electric  Company  system,  reference  should  be  made  to  the  December  21,  1929 
Memorandum  signed  by  H.  M.  Byllesby  and  Company,  U.  S.  Electric  Power 
Corporation  and  Ladenburg,  Thalman  &  Co.,  but  the  more  important  provisions 
of  that  Memorandum  are  summarized  in  a  general  outline  set  forth  on  the 
following  page  hereof. 

In  the  following  outline-y  A=H.  M.  Byllesby  and  Company;  B  =  United  Slates  Electric  Powe.  Corpora-* 
tion;  C  =  Ladenburg,  Thalmann  &  Co.;  and  D=Barris  Forbes  &  Company  and  Harris  Trust  and  Savings 
Bank. 


Standard  Power  and  Light  Corporation... 


Standard  Gas  and  Electric  Company. 


I before   Jan, 
after  193Jan 
17,  1935 
I before   Jan, 
after  "*  Jan 
17,  1935 
Northern  States  Power  Co.  and  Subs 


Oklahoma  Qas  and  Electric  Company 

Louisville  Gas  and  Electric  Co.  and  sub- 
sidiaries. 
San  Diego  Consol.  Gas  &  El.  Company... 


Wisconsin  Public  Service  Corporation ... 

Southern  Colorado  Power  Company 

The  California  Oregon  Power  Co 

Mountain  States  Power  Co 

Kentucky  Wast  Virginia  Gas  Co 

Market  Street  Railway  Company.. 

California  Power  Corporation 

Empresa  de  Servicios  Publicos  de  los  Es 
tados  Mexicanos  S.  A. 

Deep  Rock  Oil  Corporation  (now  in  re- 
ceivership) 

Deep  Rock  Oil  and  Refining  Company.. 


Interest  and  Liability  on 
Original  terms 


=25%    B=75%    each] 

gives  up  pro  rata  to> 

any  others. 

=25%    B=75%    each 

gives  up  pro  rata  toj 

any  others. 

's  old  group  including! 

A=50%B+D=50%   J 

=65%A  =  25%C  =  10% 
's  old  group  includingl 
A=50%B+D=50%  J 
=  65%A  =  25%C  =  10% 

=  25%  B  =  75%  but  A\ 
at  least  20%.  / 

=25%  B=75%  but  Al 
at  loast  20%.  I 

=  25%  B  =  75%  but  Al 
at  least  20%.  J 

=25%  B=75%  but  A\ 
at  least  20%.  J 

=  25%  B  =  75%  each) 
gives  up  pro  rata  to> 
any  others. 


Leadership 
which  carries 
with  it  the  syn- 
dicate man- 
agership 


Selected  by  B. 

A 

Selected  by  B 


Selected  by  B. 
A 

Selected  by  B 


Second  Place 


A. 

Selected  by  B. 

A(3rdplace=C).« 

A. 

C(3rdplace=A). 

A. 

A. 

Selected  by  B. 

A.      . 

A. 


1  Nothing  precludes  financing  without  bankers  or  by  direct  offering  to  stockholders  or  customers.  It  was 
contemplated  that  all  customer  ownership  campaigns  should  be  conducted  by  A  as  theretofore  but  without 
substantial  profit  to  them. 

*  Applies  to  Philadelphia  Company  only;  Dec.  21,  1929  Memorandum  provides  that  in  case  of  sub- 
sidiaries of  Philadelphia  Company  (other  than  Duquesne  Light  Co.)  A  and  C  are  to  alternate  in  second 
and  third  places  in  accordance  with  their  then-existing  arrangement. 
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Another  contract  covered  by  the  provisions  of  the  March  1,  1933  bank  loan 
agreement  is  another  Memorandum  dated  December  21,  1929,  signed  by  H.  M. 
Byllesby  and  Company  and  U.  S.  Electric  Power  Corporation,  which  provides, 
among  other  things  that : 

"*  *  *  It  is  contemplated  that  whenever  any  issue  of  securities  shall 
be  made  by  Standard  Oas  and  Electric  Company  or  by  any  subsidiary  or 
sub-subsidiary  thereof,  and  sold  to  Bankers,  counsel  selected  by  U.  S.  Electric 
Power  Corporation  mil  represent  the  bankers     *     *     *." 1 

also 

"*  *  *  It  is  contemplated  tbat  whenever  any  issue  of  securities  shall 
be  made  by  Standard  Power  and  Light  Corporation,  or  by  any  subsidiary  or 
sub-subsidiary  thereof  {other  than  Standard  Gas  and  Electric  Company  or 
any  subsidiary  or  sub-subsidiary  of  Standard  Gas  and  Electric  Company) 
and  sold  to  bankers,  counsel  selected  by  H.  M.  Byllesby  and  Company  will 
represent  the  bankers    *     *     *." 

W.  W. 
WW/EF  Webb  Wilson. 

The  following  letter  was  submitted  by  Mr.  Hall  in  connection  with 
his  testimony,  supra,  p.  12663. 

Morgan  Stanley  &  Co.,  Incorporated 
Two  Wall  Street,  New  York 

New  York,  February  5,  1940. 
Peter  R.  Nehemkis,  Jr. 

Special  Counsel,  Investment  Banking  Section, 

Monopoly  Study,  Securities  and  Exchange  Commission, 

Washington,  D.  C. 
Dear  Mr.  Nehemkis  :  As  you  know,  I  have  been  in  Washington  for  the  past 
few  weeks  which  accounts  for  my  delay  in  replying  to  your  letter  of  January  23, 
1940. 

As  I  testified  in  Washington,  I  have  not  any  list  of  suggestions  of  underwriters 
made  by  the  Shell  Union  Oil  Corporation.  However,  in  going  over  the  list  of 
underwriters  again,  I  can  add  to  the  names  mentioned  in  my  testimony  the  fol- 
lowing as  having  been  suggested  by  the  Company : 

Blair,  Bonner  &  Company,  Chicago,  Illinois. 
Glore,  Forgan  &  Co.,  Chicago,  Illinois. 
G.  H.  Walker  &  Co.,  St.  Louis,  Missouri. 

"Very  truly  yours, 

Perry  E.  Hall, 

Vice  President. 


1  Pursuant  to  this  provision,  it  will  be  remembered  that  in  connection  with  the  issu- 
ance of 

$6,000,000    Louisville   Gas   and   Electric   Company    (Kentucky)    First  and   Refunding 
Mtg.  4%'s  Series  C,  due  1961  which  were  publicly  offered  in   February,    1931. 
as  well  as  the 

$35,000,000  and  $10,000,000  Northern  States  Power  Company  (Minnesota)  Refund- 
ing Mortgage,  4.^%  Series  due  1961,  which  were  publicly  offered  in  March  and  June, 
1931, 
by  syndicates  headed  by  Harris  Forbes  &  Company  (and  in  each  of  which  the  Guaranty 
Company  had  an  appearing  position  as  well  as  an  iuterest  on  original  terms)  counsel  for 
the  bankers  were  Messrs.  Seibert  &  Riggs,  of  New  York,  who  are  regular  counsel  for  the 
U.  S.  Electric  Power  Corporation. 
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A  Supplement  by  Dr.  Oscar  L.  Altman  of  the  Securities  and  Ex- 
change Commission  to  his  testimony  on  "Concentration  in  the  Man- 
agement, Underwriting,  and  Sale  of  Registered  Bond  Issues  since 
1934." 

THE  ROLE  OF  COMMERCIAL  BANKS  IN  THE  DISTRIBUTION  OF  REGIS- 
TERED BOND  ISSUES,  AND  SOME  ASPECTS  OF  BOND  ACQUISITIONS 
BY  LIFE  INSURANCE  COMPANIES. 

This  memorandum  is  a  supplement  to  the  testimony  presented  to  the  Tem- 
porary National  Economic  Committee  on  January  12,  1940,  on  "Concentration 
in  the  Management,  Underwriting,  and  Sale  of  Registered  Bond  Issues  since 
1934." 1  Data  were  there  presented  on  the  distribution  and  sale  of  six  bond 
issues.1    In  summary,  it  was  shown  that : 

(1)  Banks,  insurance  companies,  and  charitable  and  educational  institutions 
together  accounted  for  88.4%  of  the  sales  by  the  distributing  group,  while 
individuals  accounted  for  only  (3.6%. 

(2)  Thirty-eight  per  cent  of  all  sales  by  the  distributing  group  were  made 
within  New  York  State ;  thirteen  states,  including  New  York,  accounted  for 
90%  of  all  sales. 

This  memorandum  attempts  to  deal  with  three  additional  problems : 

(1)  The  role  of  commercial  banks  in  the  distribution  of  bonds. 

(2)  The  manner  in  which  life  insurance  companies  acquire  their  bonds. 

(3)  The  relative  importance  of  the  holdings  by  life  insurance  companies  of 
five  bond  issues. 

1.   BOLE  OP   BANKS   IN   THE  DISTRIBUTION   OF   BONDS 

Since  part  of  the  purchases  of  bonds  from  the  distributing  group  by  banks  and 
trust  companies  is  re-sold,  an  attempt  was  made  to  determine  the  amount  re- 
sold and  the  nature  of  the  purchasers.3  A  questionnaire  wai,  addressed  to  one 
hundred  of  the  largest  banks  and  trust  companies  by  the  Investment  Banking 
Section  of  the  Securities  and  Exchange  Commission  on  March  27,  1939,  request- 
ing data  on  the  disposition  of  the  four  bond  issues  covered  by  the  earlier 
questionnaire  of  February  25,  1939.'' 

The  coverage  of  the  responses  to  the  questionnaires  was  as  follows : 

1  Infra,  p.  12688. 

1  The  bond  issues  discussed,  and  the  sources  of  the  data,  were  as  follows  : 

(a)  From  questionnaires  by  the  Investment  Banking  Section  of  the  Securities  and 
Exchange  Commission — four  issues:  (1)  Toledo  Edison  Co.,  1st  mtge.  3%'s  of  1968, 
principal  amount  $30,000,000.  (2)  Atlantic  Refining  Co.,  deb.  3's  of  1053,  principal 
amount  $25,000,000.  (3)  Chesapeake  &  Ohio  Railway  Co.,  ref.  &  impt.  3%'s  of  1963, 
principal  amount  $30,000,000.  (4)  United  States  Steel  Corp.,  deb.  314's  of  1948,  principal 
amount  $100,000,000. 

(b)  From  questionnaires  by  Morgan  Stanley  &  Co.,  Inc. — three  issues,  including  the 
U.  S.  Steel  issue:  (1)  United  States  Steel  Corp.,  deb.  S^'s  of  1948,  principal  amount 
$100,000,000.  (2)  American  Telephone  &  Telegraph  Co.,  deb.  3%'s  of  1966,  principal 
amount  $140,000,000.  (3)  Philadelphia  Electric  Co.,  1st  mtge.  3%'s  of  1967,  principal 
amount  $130,000,000. 

8  This  section,  together  with  portions  of  Dr.  Altman's  testimony  of  January  12,  1940,* 
complement  the  remarks  made  by  the  Hon.  A.  A.  Berle,  Jr.  on  the  distribution  of 
securities.  See  Hearings  before  the  Temporary  National  Economic  Committee :  Savings 
and  Investment,  Part  9,  p.  3817. 

*  Listed  in  footnote  2,  above. 
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Table  1.— Coverage  of  the  responses  to  two  questionnaires  concerning  the  distri- 
bution of  four  bond  issues:  the  first,  submitted  to  the  distributing  group;  and 
the  second,  to  one  hundred  of  the  largest  banks  and  trust  companies 


Toledo 
Edison 
3^'s,  *68 


Atlantic 
Refining 
3's,  '53 


Chesa- 
peake & 
Ohio  Ry. 
3H's,  '63» 


U.S. 

Steel 

3H's,  *48 


1.  Amount  of  the  issue  (in  millions) 

2.  Members  of  the  distributing  group  reported: l 

A.  An  analysis  of  their  sales  for  these  amounts  (in  mil- 

lions)  _ 

B.  Showing  these  amounts  sold  to  banks  and  trust  com- 

panies (in  millions) 

3.  Members  of  the  distributing  group  thus  reported  an  analysis 

of  the  sales  of  these  percentages  of  each  issue  (2A-5-1) 

4.  Some  banks  and  trust  companies  reported: ' 

A.  An  analysis  of  these  purchases  from  the  distributing 

group  (in  millions).-. 

B.  On  basis  of  reports  from  these  numbers  of  banks 

5.  The  amounts  for  which  some  banks  and  trust  companies  re- 

ported an  analysis  thus  constituted  these  percentages  of  the 
purchases  by  all  banks  and  trust  companies  (4A-5-2B) 


$30 

$12.5 
C3.6 
42% 

$5.5 
66 

64% 


$25 

*  $25.  3 

$14.5 

All 


$6.4 
50 


44% 


$30 

$21.7 
$4.1 
72% 


$.7 
35 


17% 


$100 

$96.7 
$57.9 
97% 


$34.5 
86 


60% 


1  According  to  the  questionnaire  of  Feb.  25,  1939,  by  the  Investment  Banking  Section  of  the  Securities 
and  Exchange  Commission. 

1  According  to  the  questionnaire  of  March  27, 1939,  to  100  banks  and  trust  companies  by  the  Investment 
Banking  Section  of  the  Securities  and  Exchange  Commission. 

*  This  issue  showed  relatively  the  smallest  sale  to  banks  and  trust  companies  and  the  largest  sale  to  in- 
surance companies.    See  the  discussion  immediately  following,  and  footnote  6. 

*  The  sales  reported  by  the  distributing  group  were  greater  than  the  amount  of  the  issue.  It  is  possible 
that  this  discrepancy  is  the  result  of  reporting  sales  in  secondary  distribution.  The  nature  of  the  data  made 
it  impossible  to  correct  for  this  over-reporting. 

Three  of  the  issues  showed  a  large  initial  distribution  to  banks  and  trust 
companies,  followed  by  a  substantial  re-sale.  The  fourth  issue — Chesapeake  & 
Ohio  Railway  Co. — showed  a  different  pattern.  The  issue  was  unusual  in  that 
the  initial  bank  purchases  were  small,  only  19  per  cent  of  the  total.  The 
manager  of  the  underwriting  group  sold  45  .per  <!ent  of  the  issue  to  a  group  of 
insurance  companies,  with  each  underwriter  selling  an  amount  in  proportion  to 
his  underwriting  commitment.6  In  all,  the  distributing  group  sold  74  per  cent, 
of  the  issue  directly  to  insurance  companies.0  Moreover,  in  view  of  the  limited 
response  by  banks  and  trust  companies  to  the  second  questionnaire — only  17 
per  cent  of  bank  purchases  being  accounted  for — the  results  with  respect  to  this 
issue  are  inconclusive. 

Table  2. — The  percentage  of  three  registered  bond  issues  bought  from  the  dis- 
tributing group  by  banks  and  trust  companies,  and  re-sold  within  three 
months 


Percentage 
of  issue 

purchased 
by  banks 

and  trust 

companies 


Amount  resold  by  banks 
and  trust  companies 
within  3  months  as — 


Percentage 

of  their 
purchases 


Percentage  of 
total  issue 


Toledo  Edison,  3^'s,  '68 

Atlantic  Refining,  3's,  '53 

United  States  Steel,  3H's,  *48 


55.  4% 

68.5 

61.0 


79.  6% 

60.3 

45.9 


44. 1% 

35.3 

28.0 


•  For  an  Illustration  of  the  mechanics  and  procedure  involved  in  such  transactions,  see 
the  memorandum  by  The  First  Boston  Corporation  in  connection  with  the  sale  of  South- 
ern California  Edison  Co.,  Ltd.,  ref.  3%'s  of  1960,  offered  April  22,  1935  (Hearings: 
Investment  Banking,  Part  22,  Exhibit  No.  1639-14,  page  — ). 

•  Moreover,  it  was  stated  that  a  substantial  part  of  the  Issue  was  not  sold  by  the 
principal  underwriters  until  more  than  a  year  after  public  offering.  The  New  York  Times 
reported  (January  0,  1940)  that  Halse'y,  Stuart  &  Company  and  Otis  &  Company  con- 
cluded this  $30,000,000  bond  financing  by  disposing  of  $7,600,000  of  bonds  on  January  4, 
1940,  to  a  group  of  insurance  companies. 
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The  re-sales  by  banks  and  trust  companies  were  rapid.  Sixty-two  per  cant 
of  their  purchases  of  Toledo  Edison  bonds  were  re-sold  within  one  week,  and 
39  per  cent  of  Atlantic  Refining  Co.  bonds  were  disposed  of  within  the  same 
time.  «Even  in  the  case  of  the  United  States  Steel  Corp.  issue — regarded  by 
the  "trade"  as  primarily  a  "banking  issue"  by  reason  of  the  industry  involved 
and  the  short  maturity  of  the  bond — 29  per  cent  of  the  bank  and  trust  company 
purchases  were  re-sold  within  one  week.  More  detailed  data  on  the  rate  of 
disposition  may  be  found  in  Table  3. 

Table  3. — Disposition  by  banks  and  trust  companies  of  their  purchases  of  four 
bond  issues  from  the  distributing  group 

(Amounts  in  thousands] 


Purchases  and  their  disposition 

Toledo 
Edison 
3*#s,  '68 

Atlantic 
Refining 
3'8,  '53 

Chesapeake 
&  Ohio 
3J4's,  '63 

U.  S.  Steel 
3%'s,  '48 

Amount 

% 

Amount 

% 

Amount 

% 

Amount 

% 

1.  Purchased  by  or  through  reporting 

banks  or  trust  companies  under 
orders  dated  not  later  than  one 
week  after  initial  public  offering.. 

2.  Disposition  of  these  purchases: 

a.  Sold  under  orders  dated  not 

later  than  one  week  after 
initial  public  offering 

b.  Sold    under   orders    dated 

later  than  one  week,  but 
not  later  than  one  month, 

$6,525 

3,412 

245 

741 
1,127 

100.0 

61.8 

4.4 

13.4 
20.4 

$6, 376 

2,448 

450 

909 
'2,529 

100.0 

39.0 

7.1 

14.2 
39.7 

$670 
95 

100.0 
14.2 

$34,  943 

10.08S 

1,366 

4,375 
18, 864 

100.0 
29.2 
4.0 

c.  Sold  under  orders  daied  later 
than  one  month, 'tut  not 
later  than  three  months, 

12.? 

d.  Remainder,  not  reported  as 
sold  under  a,  b,  and  c 

575 

85.8 

54.1 

Source:  Compiled  from  a  questionnaire  submitted  by  the  Investment  Banking  Section  of  the  Securities 
•  and  Exchange  Commission,  March  27, 1939. 


From  the  foregoing  it  is  clear  that  banks,  and  trust  companies  acted  as  one 
of  -the  most  important  cogs  in  the  distribution  of  these  registered  bonds  to 
the  ultimate  investors. 

To  whom  do  the  banks  and  trust  companies  sell?  And  at  what  prices?  The 
data  submitted  on  the  questionnaires  throw  some  light  upon  these  questions. 

The  greatest  part  of  the  sales  made  by  banks  and  trust  companies,  under 
orders  dated  not  later  than  one  week  after  public  offering,  was  made  at  the 
initial  public  offering  price ;  just,  as  the  greatest  part  of  their  security  purchases 
from  the  distributing  group  was  made  at  the  public  offering  price : 

Table  4. — Purchases  by  banks  and  trust  companies  from  the  distributing  group 
at  the  public  offering  price,  and  re-sales  by  these  banks  and  trust  companies 
at  the  same  price — Four  bond  issues 

[Both  sets  Of  transactions  under  orders  dated  not  later  than  one  week  after  public  offering] 

[Amounts  in  thousands] 


Issue 


Toledo  Edison,  3H's,  '68. 
Atlantic  Refining,  3's,  '53 
C.  &  O.  Ry.,  3)4's,  '63.".. 
U.  S.  Steel,  3H's,  '48 . 


Purchases  at  initial 
public  offering  price 


Amount 


$4, 246 

4,780 

600 

28,  794 


Percentage 
of  all  their 
purchases 


Re-sales  at  initial 
public  offering  price 


Amount 


$2,  463 

2,145 

95 

8,990 


Percentage 

of  all  their 

re-sales 


100 
89 


More  complete  data  on  purchases  and  re-sales  are  contained  in  Table  5. 
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Table  5. — Prices  paid  the  distributing  group  by  banks  and  trust  companies,  and 
prices  received  by  them  on  re-sales 

[P  ith  under  orders  dated  not  later  than  one  week  after  public  offering] 

[In  thousands] 


Issue  and^its  disposition 

At  initial 
public  of- 
fering 
price 

At  initial 
public  of- 
fering 
price  less 
concession 

At  other 
prices 

All  trans- 
actions 

1.  Toledo  Edison  Co.,  3H's,  '68 

A.  Purchases 

$4,  ?46 
2,463 

4,780 
2,145 

600 
95 

28,794 
8,990 

$1,014 
178 

1,243 
112 

70 

$265 
771 

353 
231 

$5, 525 

B.  Re-sales 

3,412 

2.  Atlantic  Refining  Co.,  3's,  '53 

A.  Purchases _ 

6,376 

B.  Re-sales 

2,488 

3.  0.  &  0.  Ry.  Co.,  3*_'s,  '63 

A.  Purchases. _____ 

670 

B.  Re-sales ._ 

95 

4.  V.  S.  Steel  Corp.,  3.  _'s  '48 

A.  Purchases... _ 

542 

5,157 
1,098 

34,493 

B.  Re-sales _ 

10,088 

Source:  Compiled  from  a  questionnaire  of  the  Investment  Banking  Section  of  the  Securities  and  Exchange 
Commission. 

The  data  thus  indicate  that  banks  and  trust  companies  generally  received 
no  compensation  in  the  form  of  a  price  differential  for  buying  and  re-selling 
these  registered  bond  issues.  They  may  have  rendered  this  service  to  their 
customers  free  of  charge,  hoping  to  benefit  by  receiving  compensating  balances 
and  by  providing  other,  profitable  services.1  Or,  they  may  have  received  com- 
missions or  fees  different  in  form  from  the  dealers'  concession  or  the  hi  point 
concession  to  banks.    The  questionnaire  throws  no  light  on  these  possibilities. 

The  sales  by  banks  and  trust  companies  were  made  largely  to  institutional 
customers.  The  most  important  customers  were  life  and  other  insurance 
companies,  with  other  banks  and  trust  companies,  including  savings  banks, 
second  in  importance.  Individuals  were  responsible  for  only  a  relatively 
small  part  of  the  sales: 

Table  6. — Percentage  of  total  sales  by  banks  and  trust  companies,  under  orders 
dated  not  later  than  one  toeek  after  public  offering,  to  insurance  companies, 
other  banks,  and  individuals,  of  four  bond  issues  purchased  from  the  dis- 
tributing group 


Issue 


Life  and 

other 
Insurance 
companies 


Other 

banks 

&  trust 

companies 


Individ- 
uals 


Toledo  Edison,  3.H's,  '68 

Atlantic  Refining,  3's,  '53 

C.  &  O.  Ry.,  Zy2's,  '63 

United  States  Steel,  3J4's,  '48 


43% 

48% 
74% 
7% 


21% 
16% 
16% 
39% 


3% 
3% 
10% 
9% 


A  more  detailed  analysis  of  sales  is  contained  in  Table  7.  It  should  be 
noted  that  a  significant  volume  of  sales  was  made  to  security  dealers.  Ap- 
proximately 13  per  cent  of  total  sales,  amounting  to  more  than  $2,100,000, 
was  made  to  dealers. 


'  For  example,  see  the  testimony  of  Charles  E.  Mitchell  of  Blyth  &  Co.,  Hearings,  Part  22, 
pp.  11549-H604 ;  and  of  Mr.  B.  A.  Tompkins  of  the  Bankers  Trust  Co.,  supra,  pp. 
12432-12468. 
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Table  7. — Analysis  of  sales  by  banks  and  trust  companies,  under  orders  dated 
not  later  than  one  week  after  public  offering,  by  classes  of  purchasers,  of  four 
bond  issues  purchased  from  the  distributing  group 

[In  thousands} 


Class  of  purchaser 


Life  insurance  companies 

Other  insurance  companies 

Investment  cos.  (excl.  personal  holding  cos.)--- 

Charitable,  educ.  and  relig.  foundations  as  to  which  report- 
ing bank  or  trust  company  is  trustee 

Other  charitable,  educational,  and  religious  foundations 

Other  trusts  and  estates  as  to  which  reporting  bk.  or  trust 

co.  acts  in  fiduciary  capacity 

Savings  banks 

Other  banbs  and  trust  companies.. - 

Individuals - 

Security  dealers 

Others 


Total. 


Toledo 
Edison 
3^'s,  '68 


$1, 454 
25 


15 
5 

131 

100 
Oil 

840 

13S 


3,412 


Atlantio 
Refining 
3's,  '53 


$1, 090 
100 


204 

no 

398 
64 
497 


2,488 


c.  &  o. 

3^'s,  '63 


$70 


05 


U.  S.  Steel 
3H's,  '48 


$75 
613 
121 

56 
1,950 

964 
129 
3,796 
920 
741 
723 


10,088 


Source:  Compiled  from  a  questionnaire  of  the  Investment  Banking  Section  of  the  Securities  and  Ex- 
change Commission. 

2.  PUECHASES  OF  FIVE  REGISTERED  BOND  ISSUES  BY  LIFE  INSURANCE  COMPANIES 


An  analysis  was  made  of  purchases  of  registered  bond  issues  by  life  insurance 
companies  to  determine  (a)  the  number  and  the  size  of  the  separate  purchases 
made;  (b)  the  rate  of  acquisition  of  such  purchases;  and  (c)  the  sources  of 
such  purchases.  The  data  were  taken  from  Part  3  of  Schedule  D  of  the  annual 
reports  prepared  by  the  life  insurance  companies  on  the  Convention  Form. 

This  Form  requires  insurance  companies  to  list  all  purchases  of  bonds  and 
stocks  during  the  current  year,  with  date  of  acquisition,  name  of  vendor,  price, 
and  other  details.  " 

The  basic  sample  for  the  analysis  consisted  of  the  twenty-six  largest  legal 
reserve  life  insurance  companies  domiciled  in  the 'United  States.70  Since  not 
all  of  the  companies  purchased  bonds  of  each  issue  studied,  and  not  all  reported 
in  the  required  detail,  the  samples  used  consist  of  from  seven  to  eighteen 
companies. 

Five  of  the  six  issues  listed  in  Footnote  2  were  studied ;  the  sixth,  C.  &  O.  Ry. 
Co.  ref  3%'s  of  '63,  was  eliminated  since  it  was  offered  in  December,  1938, 
which  was  too  late  for  any  purchases  to  be  included  in  the  reports  for  that  year. 

(a)  The  size  and  number  of  insurance  company  purchases. — Although  the 
Convention  Form  calls  for  a  listing  of  all  security  purchases,  some  companies 
lumped  in  one  entry  their  purchases  from  two  or.  more  dealers  or  for  two  or 
more  days.     These  companies  were  excluded  from  the  tabulation. 

It  is  possible' that  some  of  the  companies  included  lumped  two  or  more  pur- 
chases from  the  same  dealer  on  the  same  day,  for  it  was  noticed  that  some 
companies  listed  the  same  vendor  more  than  once  in  one  day,  while  other  com- 
panies did  not  show  similar  entries.  To  the  extent  that  a  company  combined 
two  or  more  purchases  in  a  single  entry,  it  understated  the  number  of  purchases. 

The  number  of  purchases  is,  of  course,  roughly  related  to  the  size  of  the  issue. 
For  the  two  smallest  issues,  the  seven  insurance  companies  studied  required  a 
total  of  463  ($30,000,000  Toledo  Edison  issue)  and  471  ($25,000,000  Atlantic 
Refining  issue)  separate  transactions  to  acquire  their  holdings.  The  seven 
companies  thus  required  an  average  of  66  purchases  for  the  former  and  67 
purchases  for  the  latter.  For  the  two  largest  issues,  the  fourteen  companies 
studied  required  a  total  of  1,301  ($140,000,000  A.  T.  &  T.  issue)  and  1,409 
($130,000,000  Philadelphia  Electric  issue)  separate  transactions,  an  average  of 
93  purchases  for  the  former  and  101  purchases  for  the  latter.  More  complete 
data  on  the  size  and  -number  of  transactions  are  presented  in  Table  8.8 

7o  These  are  the  same  twenty-six  companies  covered  in  the  tables  of  Part  10-A  of  the 
Hearings  before  the  Temporary  National  Economic  Committee :  Life  Insurance :  Operating 
Pvesults. 

8  The  questionnaire  by  Morgan  Stanley  &  Co.,  Inc.,  (see  footnote  2)  requested  each 
dealer  to  state  the  number  of  his  transactions  for  each  issue.  The  total  number  of 
transactions  for  all  dealers  was  as  follows :  for  the  U.  S.  Steel  S^'s  of  1948,  17,096 ;  for 
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Table  8. — Number  of  purchases  made  by  selected  life  insurance  companies  m 
acquiring  their  hondvngs  of  five  registered  bond  issues  from  date  of  issue  to 
December  31,  1938 


1.  Date  of  Public  Offering 

2.  Amount  of  Issue  (000) 

3.  Number  of  Companies  Analyzed 

4.  Amount  of  Purchases  (000) 

5.  Number  of  Purchases 

6.  Average  Number  of  Purchases... 

7.  Average  Size  of  Purchases 


Toledo 
Edison 
3^'s,  '68 


8-10-38 

$30, 000 

7 

$8,983 

463 

66 

$16,400 


Atlantic 
Refining 
3's,  '63 


9-15-38 

$25,000 

7 

$7,  210 

471 

67 

$15, 300 


U.  S.  Steel 
3H's,  '48 


6-2-38 

$100,000 

8 

$11, 574 

650 

81 

$17, 800 


A.  T.  &  T. 

3H's,  '66 


Philadelphia 
Electric 
3H's,  '67 


12-2-36 

$140, 000 

14 

$64, 489 

1,301 

93 

$49,600 


3-11-37 

$130, 000 

14 

$60,866 

1,409 

101 

$43, 200 


Source:  Compiled  from  Part  3  of  Schedule  D  of  the  annual  reports  prepared  on  the  Convention  Form. 
The  insurance  companies  included  in  the  tabulations  are  listed  in  the  table  constituting  Appendix  I. 

Most  of  the  individual  purchases  were  made  for  relatively  small  amounts.  A 
detailed  table  of  purchases  arranged  in  a  frequency  distribution  by  size  of  pur- 
chase constitutes  Appendix  I  to  this  memorandum,  but  the  findings  may  be 
summarized  here  for  the  largest  and  the  smallest  issues  studied. 

Table  9. — Condensed  frequency  distribution  of  insurance  company  purchases, 
by  size  of  purchase,  of  Atlantic  Refining  and  A.  T.  &  T.  bonds 


$25,000,000  Atlantic-* 
Refining  purchases 

$140,000,000  A.  T.  &  T. 
purchases 

Size  of  Individual  Purchase 

Percent 
of  total 
number 

Percent 
of  total 
amount 

Percent 
of  total 
number 

Percent 
of  total 
amount 

L9ss  than  $10,000 r 

58.5 

34.0 

5.4 

2.1 

-    16. 6 
38.6 
22.9 
21.9 

29.0 
46.2 

9.9 
13.7 

1.2 

2.8 

$10,000-$49,000 

16.7 

$50,000-$99,000 

12.1 

$100,000-$499,000 

53.2 

$500,000  and  over 

15.2 

Total '. 

ioo.o 

100.0 

100.0 

100.0 

Source:  See  Appendix  I. 

The  analysis  disclosed  a  total  of  4,204  separate  purchases  by  the  major  life 
insurance  companies  for  the  five  issues  studied.  There  were  1,479  transactions 
(more  than  one-third  of  the  total)  in  blocks  of  $5,000  or  less,  including  32 
purchases  in  blocks  of  $1,000  and  142  in  blocks  of  $2,000.  More  than  three- 
quarters  of  the  total  number  of  purchases  were  in  amounts  of  less  than  $30,000, 
though  this  group  accounted  for  only  21  per  cent  of  the  total  purchased.  Most 
purchases  were  for  round  amounts.  With  1,136  purchases  at  $5,000,  S42 
at  $10,000,  247  at  $15,000,  195  at  $20,000;  and  353  at  $25,000,  a  total  of  2,773 
purchases,  almost  two-thirds  of  the  total  number  of  purchases,  is  accounted  for. 

(&)  The  rate  of  insurance  company  ■purchases. — The  annual  reports  prepared 
by  insurance  companies  on  the  Convention  Form  require  the  date  of  acquisition 
•for  all  security  purchases.  The  analysis  shows  that  the  date  of  acquisition  re- 
ported seems  to  have  been  in  almost  all  cases  the  date  on  which  the  securities 
were  delivered.  For  the  five  issues  covered,  a  comparison  of  the  date  of  acqui- 
sition reported  by  the  twenty-six  companies  with  the  offering  date  (as  shown  by 
the  prospectus),  and  the  delivery  date  (as  reported  in  the  daily  press),  indicates 
that  (a)  in  no  case  did  the  acquisition  date  coincide  with  the  offering  date,  (b) 
in  only  one  case,  and  then  only  for  one  company,  was  the  acquisition  date  earlier 
than  the  delivery  date,  and  (c)  in  all  the  other  cases  the  first  acquisition  dates 
correspond  with  the  delivery  dates.  The  available  data  do  not  indicate  the 
date  of  payment  by  the  life  insurance  companies.    It  thus  appears  that  the 


the  A.  T.  &  T.  3^ "s  of  1966,  17,786;  and  for  the  Philadelphia  Electric  3%'s  of  3967, 
8,450.  There  is  no  indication  that  the  total  number  of  transactions  as  reported  by 
dealers  and  the  total  number  of  acquisitions  as  compiled  from  insurance  company 
records  are  on  the  same  basis. 
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companies  define  securities  acquired  as  securities  delivered,  rather  than  as 
ordered  or  paid  for.* 

A  definitive  study  of  the  rate  of  insurance  company  purchases  is,  therefore, 
impossible.  For  there  is  no  correspondence  between  orders  and  deliveries;  one 
day's  deliveries  may  include  several  days'  orders,  and  conversely.  Further- 
more, the  time  between  the  date  of  offering  and  the  date  of  delivery  varies  for 
different  issues.  The  difference  was  sixteen  days  for  the  A.  T.  &  T.  bonds  and 
only  two  days  for  the  Toledo  Edison  bonds.  The  data  do  indicate,  however, 
the  importance  of  insurance  company  sales  in  making  and  supporting  a 
market  for  publicly  offered  securities. 

(i)  During  the  first  week  after  the  first  delivery  date — the  purchase  orders 
may  well  have  been  much  more  concentrated — the  insurance  companies  in  the 
sample  studied  purchased  from  9  per  cent  of  the  U.  S.  Steel  bonds  to  33  per 
cent  of  the  A.  T.  &  T.  bonds. 

Table  10. — Purchases  by  selected  insurance  companies  of  five  registered  bond 
issues  within  the  first  week  after  public  offering 


Issue 


Number  of 
companies 


Number  ol 
purchases 


Per  cent  of 
total  issue 
purchased 


Toledo  Edison 

Atlantic  Refining 

TJ.  S.  Steel 

A.  T.  &T.._ 

Philadelphia  Electric 


344 

462 

679 

1,072 

1,079 


19.2% 
28.5 
9.2 
32.9 
24.1 


Source:  See  Appendix  II. 


.  As  has  already  been  mentioned,  the  U.  S.  Steel  bonds  were  regarded 
as  a  "banking  issue."  Therefore,  if  this  offering  be  excluded,  the  sample  of 
insurance  companies  studied  took  within  one  week  of  the  offering  date10  from 
one-fifth  to  one-third  of  the  issues. 

(ii)   The  size  of  the  individual  purchases  during  the  first  week  appears  to 
be  smaller  than  purchases  consummated  in  later  weeks. 

Table  11. — Size  of  purchases  of  five  registered  bond  issues  at  various  times  after 

public  offering 

[Thousands  of  dollars] 


Issue 


First 
week 


Remainder 
of  first 
quarter 


Second 
quarter 


Third 
quarter 


Toledo  Edison 

Atlantic  Refining 

U.  S.  Eteel ,. 

A.  T.  &T 

Philadelphia  Electric 


$16.8 
15.4 
15.9 
43.0 
29.5 


$24.0 

8.9 

77.7 

90.6 

89.7 


$48.3 


114.3 
127.5 
97.1 


$146. 8 
110.8 


Source:  See  Appendix  II. 


»  The  dates  for  the  five  issues  were  as  follows: 


Issue 

Date  of 

offering 

prospectus 

Date  of  de- 
livery men- 
tioned in  ad- 
vertisement 

First  acqui- 
sition date 

reported  by 
any  insur- 
ance com- 
pany 

Toledo  Edison - 

8-10-38 
9-15-38 
6-  2-38 
12-  2-36 
3-11-37 

8-12-38 
9-19-38 
6-  7-38 
12-18-36 
3-19-37 

8-12-38 

9-19-38 

U.  S.  Steel 

*6-  7-38 

A.T.  &T 

12-18-36 

Philadelphia  Electric 

3-19-37 

*  Except  that  the  Pacific  Mutual  Life  Insurance  Company  reported  a  purchase  on  June  3rd. 
124491— 40— pt.  24 46 
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The  explanation  for  the  small  size  of  purchases  during  the  first  week  probably 
rests  upon  the  fact  that  the  insurance  companies  spread  their  purchases  among 
the  members  of  the  distributing  group. 

(c)  The  source  of  insurance  company  purchases. — It  has  been  indicated  in 
Section  1  that  re-sales  by  banks  and  trust  companies  which  bought  directly 
from  the  distributing  group  constituted  a  substantial  part  (28  percent  to  44 
percent)  of  the  respective  issues.  Examination  of  life  insurance  company 
purchases  shows  that: 

(i)  Purchases  from  banks  were  larger  than  purchases  from  dea'ers  and 
underwriters.  J 

(ii)  The  smaller  insurance  companies  make  a  larger  percentage  of  their 
purchases  from  banks  and  trust  companies  than  do  the  largest  insurance  com- 
panies falling  within  the  sample  of  the  26  largest  legal  reserve  life  insurance 
companies. 

(iii)  The  sales  by  banks  to  the  life  insurance  companies  within  the  sample 
of  insurance  companies  studied  were  highly  concentrated.  Only  eighteen  banks 
were  represented.  These  eighteen  banks  made  116  sales  aggregating  $10,189,000. 
Five  of  these  banks  accounted  for  more  than  70  percent  of  the  total ;  and  two 
of  them — the  New  York  Trust  "Co.  and  the  Bankers  Trust  Co. — for  48  percent. 
The  position  of  the  New  York'  Trust  Co.  is  due  entirely  to  its  nine  sales  of 
A.  T.  &  T.  debentures  to  the  New  York  Life  Insurance  Co.  in  the  amount  of 
$2,519,000.  The  sales  by  the  Bankers  Trust  Co.,  on  the  other  hand,  were  more 
widely  distributed.  Bankers  Trust  Co.  made  thirty-one  sales  amounting  to 
$2,212,000,  and  dealt  in  all  five  of  the  issues. 

Table  12. — Number  and  amount  of  sales  of  five  registered  bond  issues  by  banks 
to  life  insurance  companies  from  date  of  offering  to  Dec.  SI,  19S8 


Bank 

Number  of  sales 

An.  ount  of  sales 

Number 

% 

Amount 

% 

New  York  Trust  Co 

10 
31 
14 
10 
8 

8.6 
26.7 
12.1 
8.6 
69 

$2, 647 

2,212 

882 

714 

850 

26.0 

21.7 

.  8.7 

7.0 

8.3 

73 
43 

62.9 
37.1 

7,305 
2,888 

71.7 

28.3 

Total:  All  Banks 

116 

100.0 

10, 193 

100.0 

Source:  Compiled  from  Part  3  of  Schedule  D  of  the  annual  reports  on  the  Convention  Form  of  the  same 
life  Insurance  companies  covered  by  Appendix  I. 


3.    AMOUNT    OF    INSURANCE    COMPANY    HOLDINGS    OF    FIVE    REGISTERED    BOND    ISSUES 

ON  DECEMBER  31,   1938 

There  has  been  much  discussion  of  the  extent  of  holdings  of  securities  by 
institutions,  and  particularly  by  life  insurance  companies.10  Earlier  sections  of 
this  memorandum  indicated  the  importance  of  institutional  purchases  of  the 
registered  bond  issues  studied.  In  particular,  they  indicated  the  role  of  the 
insurance  companies  as  final  investors.  After  the  banks,  insurance  companies 
were  the  largest  purchasers  from  the  distributing  group  of  the  registered  bond 
issues  studied,  accounting  for  an  average  of  38.1  per  cent  of  all  sales.  They 
added  to  these  holdings  immediately.  The  banks  and  trust  companies  that  had 
purchased  from  the  -^distributing  group  almost  immediately  disposed  of  a  sub- 
stantial part  of  their  holdings,  with  insurance  companies  as  the  largest  cus- 
tomers. Buying  in  relatively  small  lots,  life  insurance  companies  engaged  in  a 
large  number  of  separate  transactions.  They  continued  to  purchase  these  issues 
after  the  public  offering.  The  amounts  of  their  holdings  at  various  dates  may 
be  shown  as  follows: 


10  See,  for  example,  Part  10-A  of  the  Hearings  Before  The  Temporary  National  Economic 
Committee:  Life  Insurance:  Operating  Kesults,  p.  125.  It  was  there  shown  that  the 
twenty-six  largest  legal  reserve  life  insurance  companies  domiciled  in  the  United  States 
purchased  almost  one  quarter  of  the  total  amount  of  corporate  bonds  and  notes  issued 
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Table  13. — Percentages  of  five  registered  bond  issues  bought  or  held  by  insurance 
companies  at  selected  dates 


Issue 


Percentage  of 
issue  pur- 
chased from 
distributing 
groups 


Percentage  of 
issue  pur- 
chased from 
banks  and 
trust  cos.' 


Percentage  of 

issue  held 

on  Dec.  31, 

1938 


Toledo  Edison  $30,000,000  3^'s  of  '68 

Atlantic  Refining  $25,000,000  3's  of  '63 

TJ.  S.  Steel  $100,000,000  3H's  of  '48 

A.  T.  &  T.  $140,000,000  3M's  of  '66 

Philadelphia  Electric  $130,000,000  3^'s  of  '67 


26.7 
29.6 
16.5 
36.0 
45.8 


4.9 
4.8 
07 


46.1 
40.6 
20.9 
56.2 
58.6 


1  Under  orders  dated  not  later  than  one  week  after  public^offering. 
*  Not  available. 

The  distribution  of  these  holdings  by  insurance  companies  is  shown  in  Table 
14.  The  twenty-six  largest  legal  reserve  life  insurance  companies  held  from 
70  per  cent  (U.  S.  Steel)  to  88  per  cent  (Philadelphia  Electric)  of  the  total 
amounts  held  by  all  insurance  companies. 

Table  14. — Amounts  and  percentages,  of  five  registered  bond  issues  held  by 
insurance  companies  on  December  SI,  19S8 

[Amounts  in  thousands  of  dollars] 


Holders 

Toledo 

Edison  3^'s 

of '68 

Atlantic 
Refining 
3's  of '53 

U.  S.  Steel 
3H's  of  '48 

A.  T.  &  T. 

3tf  "s  of  '66 

Philadelphia 

Electric 
3tf'sof'67 

Amount 

% 

Amount 

% 

Amount 

% 

Amount 

% 

Amount 

% 

5  largest  life  insurance  com- 

$5,000 
5,533 

16.7 
18.4 

$5, 354 
2,501 

21.4 
10.0 

$4, 345 
9,559 

4.3 
9.6 

$49, 886 
15,642 

35.6 
11.2 

$44,676 
22,653 

34.4 

21  other  large  life  insurance 

17.4 

Total:  26  selected  life 

insurance  companies  •_ 

All  other  life  insurance  corn- 

10,533 
2,206 
1,100 

35.1 
7.3 
3.7 

7.855 
1,023 
1,264 

31.4 
4.1 

5.1 

13,904 

936 

6,126 

13.9 
0.9 

6.1 

'  65,528 
9, 036 
4,078 

46.8 
6.5 
2.9 

67,329 
6,025 
2,887 

51.8 
4.6 

All    other    insurance    corn- 

2.2 

Total:   all     insurance 

13,  j« 

46.1 

10, 142 

[ 

40.6 

20,966 

20.9 

"'8,642 

56.2 

76,241 

68.6 

1  Metropolitan  Life  Insurance  Company,  Prudential  Insurance  Company,  New  York  Life  Insurance 
Company,  Equitable  Life  Assurance  Society,  and  Mutual  Life  Insurance  Company  of  New  York. 

'  See  Part  10-A  of  the  Hearings  Before  the  Temporary  National  Economic  Committee:  Life  Insurance: 
Operating  Results,  pp.  Ill,  IV. 

Source:  Compiled  from  Poor's  Institutional  Holdings  of  Securities  (1939). 


In  the  years  1934  to  1936,  inclusive ;  and  that  they  purchased  almost  one-half  of  all  the 
bonds  and  notes  issued  in  the  years  1937  and  1938. 

A  compilation  was  made  by  Merrill  Lynch  &  Co.,  Inc.,  on  August  2,  1939,  of  institu- 
tional holdings,  based  upon  Poor's  Institutional  Holdings  Of  Securities  (1939).  Only 
securities  issued  since  1935  were  studied.  Institutions  were  found  to  hold  52.5  per  cent 
of  the  87  electric  powef  and  gas  company  bond  issues  studied  ;  54.3  per  cent  or  the  10 
telephone  issues  studied;  and  28.3  per  cent  of  the  37  industrial  'issues  studied.  The  data 
are  incomplete  because  many  institutions  do  not  report  or  itemize  their  holdings.  The 
percentages,  therefore,  understate  (tine  relatiye  importance  of  institutional  holdings. 
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Appendix  III 

Number  and  amount  of  purchases  of  five  registered  bond  issues  by  selected  life 
insurance  companies  from  date  of  offering  to  December  81,  1988 

[Amounts  in  thousands  of  dollars] 


Toledo 
Edison  Co. 
$30,000,000 

1st  mtg. 
3^*s  of  1968 

Atlantic 

Refining  Co. 

$25,000,000 

deb.  3's  of 

1953 

U.  S.  Steel 

Corp. 

$100,000,000 

deb.  3J4's 

of  1948 

American 
Tal.  &  Tel. 
$140,000,000 

deb.  3H's 
of  1966 

Philadel- 
phia Electric 
$130,000,000 
lstmtg.3W's 
0f}967 

Total 

Purchaser ' 

o  n 

a  a 

3 

si 
P 

3 

P 

< 

o  m 

3 

1* 

< 

o  m 

a>  03 
,0.0 

P 

3 

P-T3 

< 

o  m 

a>  as 

|I 

3 

S3 

1° 
•< 

o  M 

Of  GS 
5" 

3 

b 

< 

69 
132 

$1,628 
2,726 

121 

202 
171 
138 
166 

$9, 591 
9,309 
13, 870 
11,006 
5,000 

187 
232 
139 
93 
162 
3 

$10,  295 
9,000 
9,997 
11,716 
3,668 
345 

377 
743 
429 
298 
487 

44 
106 
336 
255 
277 
277 
172 

85 
322 

86 

$21,  514 

177 

$4, 345 

25,  980 

New  York  Life 

119 
67 
66 
41 

$3,000 

1,500 

500 

1,203 

26, 867 

Equitable,  N.  Y 

24, 222 

Mutual,  N.  Y 

103 

1,000 

10, 168 

1,548 

48 
95 

55 

1,000 

2,358 

515 

68 
127 
80 
•79 
3 
31 
24 
78 
23 

2,000 
6,494 
2,000 
2,000 

250 
1,000 

198 
'       947 

224 

3,000 

52 

686 

62 
120 
105 
122 
77 
37 
53 
17 

3,500 

4,000 

2,985 

2,500 

1,500 

500 

510 

350 

13, 038 

Penn  Mutual     • 

6,515 

Mutual  Benefit 

46 
69 

780 
1,000 

47 

500 

6,265 

Massachusetts  Mutual 

83 
64 

1,025 
1,000 

4,775 

Aetna 

3,500 

24 
44 

170 
500 

868 

Provident  Mutual. 

65 

1,000 

82 
46 

1,005 
326 

3,962 
900 

Total 

463 

8,983 

471 

7,210 

650 

11, 574 

1,301 

64,489 

1,409 

60,866 

4,294 

153, 122 

1  The  names  of  the  various  life  Insurance  companies  included  have  been  abbreviated .  For  their  full  names, 
see  footnotes  to  Appendix  I;  for  complete  names  with  addresses,  see  Hearings,  Part  10-A,  p.  Ill !  The 
companies  are  arranged  in  approximate  order  of  size. 

Source:  Compiled  from  Part  3  of  Schedule  D  of  the  annual  reports  of  selected  life  insurance  companies  on 
the  Convention  Form.  The  basic  sample  consisted  of  the  26  life  insurance  companies  included  In  Part 
10A  of  the  Hearings  Before  the  Temporary  National  Economic  Committee:  Life  Insurance:  Operating 
Results.  The  number  of  companies  in  these  tabulations  is  less  than  26,  since  not  all  the  companies  fur- 
nished the  data  in  useable  form,  and  not  all  the  companies  purchased  each  issue. 
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Appendix  IV 

Purchases  of  five  registered  bond  issues  by  selected  life  insurance  companies 
from  investment  bankers "  and  from  banks  from  date  of  offering  to  December 
SI,  19S8 

[Amounts  in  thousands  of  dollars] 


Purchased  from  dealers 

Purchased  from  banks 

Total:  All  vendors 

Issue 

Number  of 
purchases 

Amount  pur- 
chased 

Number  of 
purchases 

Amount  pur- 
chased 

Number  of 
purchases 

Amount  pur- 
chased 

Num- 
ber 

Per- 
cent 

Amount 

Per- 
cent 

Num- 
ber 

Per- 
cent 

Amount 

Per- 
cent 

Num- 
ber 

Per- 
cent 

Amount 

Per- 
cent 

1.  Toledo  Edison  Co.» 
1st  mtg.  3H's  of 
'68 

446 
446 
645 

1,257 

1,384 
4,178 

96.3 
94.7 
99.2 

96.6 

98.2 
97.3 

$8,268 
5,955 
11, 434 

59, 363 

57, 913 

92.5 
82.6 
98.8 

92.1 

94.8 

17 

25 

5 

44 

25 
116 

3.7 
5.3 
0.8 

3.4 

1.8 
2.7 

$715 

1,255 

140 

5,126 

2,953 

7.5 
17.4 
1.2 

7.9 

5.2 
6.8 

463 

471 
650 

1,301 

1,409 
4,294 

100.0 
100.0 
100.0 

100.0 

100.0 
100.0 

$8,983 
7,210 
11,574 

64,489 

60,866 

100.0 

2.  Atlantic     Refining 

Co.3Deb.3'sof'53. 

3.  U.  S.  Steel  Corp.* 

deb.  3M's  of '48-.. 

4.  American    Tel.    & 

Tel.     Co.»     deb. 
3H'sof '66 

5.  Philadelphia    Elec- 

tric Co.«  1st  mtg. 
3^'sof  '67 

100.0 
100.0 

100.0 

100.0 

Total 

142, 933 

93.2 

10, 189 

153, 122 

100.0 

•  Including  security  dealers. 

1  The  seven  companies  included  in  the  tabulation  for  the  Toledo  Edison  Co.  1st  mtg.  3^'s  of  1968  were: 
New  York  Life  Insurance  Co.,  The  Equitable  Life  Assurance  Society  of  the  United  States,  The  Mutual 
Life  Insurance  Co.  of  New  York,  The  Northwestern  Mutual  Life  Insurance  Co.,  The  Mutual  Benefit 
Life  Insurance  Co.,  Massachusetts  Mutual  Life  Insurance  Co.,  and  Provident  Mutual  Life  Insurance  Co. 

*  For  the  Atlantic  Refining  Co.  Deb.  3's  of  1953,  the  seven  companies  included  were:  Metropolitan  Life 
Insui&uce  Co.,  The  Prudential  Insurance  Co.  of  America,  The  Mutual  Life  Insurance  Co.  of  New  York, 
John  Hancock  Mutual  Life  Insurance  Co.,  The  Mutual  Benefit  Life  Insurance,  Co.,  The  Union  Central 
Life  Insurance  Co.,  and  Provident  Mutual  Life  Insurance  Co. 

*  For  the  U.  S.  Steel  Corp.  deb.3H'sof  1948,  the  eight  companies  Included  were:  The  Prudential  Insurance 
Co.  of  America,  The  Travelers  Insurance  Co.,  John  Hancock  Mutual  Life  Insurance  Co.,  The  Penn  Mutual 
Life  Insurance  Co.,  Massachusetts  Mutual  Life  Insurance  Co.,  Aetna  Life  Insurance  Co.,  Provident  Mutual 
Life  Insurance  Co.,  and  The  Lincoln  National  Life  Insurance  Co. 

•  For  the  American  Telephone  and  Telegraph  Co.  Debenture  3H's  of  1966,  the  fourteen  companies  in- 
cluded were:  Metropolitan  Life  Insurance  Co.,  The  Prudential  Insurance  Co.  of  America,  New  York  Life 
Insurance  Co.,  The  Equitable  Life  Assurance  Society  of  the  United  States,  The  Mutual  Life  Insurance  Co. 
of  New  York,  The  Travelers  Insurance  Co.,  John  Hancock  Mutual  Life  Insurance  Co.,  The  Penn  Mutual 
Life  Insurance  Co.,  The  Mutual  Benefit  Life  Insurance  Co.,  Massachusetts  Mutual  Life  Insurance  Co., 
Aetna  Life  Insurance  Co.,  The  Union  Central  Life  Insurance  Co.,  Provident  Mutual  Life  Insurance  Co., 
Tte  Lincoln  National  Life  Insurance  Co. 

8  For  the  Philadelphia  Electric  Co.  1st  mtg.  -3J4's  of  1967,  the  fourteen  companies  included  were: 
Metropolitan  Life  Insurance  Co.,  The  Prudential  Insurance  Co.  of  America,  New  York  Life  Insurance  Co., 
The  Equitable  Life  Assurance  Society  of  the  United  States,  The  Mutual  Life  Insurance  Co.,  of  New  York, 
The  Northwestern  Mutual  Life  Insurance  Co.,  John  Hancock  Mutual  Life  Insurance  Co.,  The  Penn 
Mutual  Life  Insurance  Co.,  The  Mutual  Benefit  Life  Insurance  Co.,  Massachusetts  Mutual  Life  Insurance 
Co.,  Aetna  Life  Insurance  Co.,  The  Union  Central  Life  Insurance  Co.,  Provident  Mutual  Life  Insurance 
Co.,  and  The  Lincoln  National  Life  Insurance  Co. 

Source:  Compiled  from  Part  3  of  Schedule  D  of  the  annual  reports  of  26  selected  life  insurance  companies 
on  the  Convention  Form.  These  26  companies  are  the  same  as  those  included  in  Part  10-A  of  the  Hearings 
Before  the  Temporary  National  Economic  Committee:  Life  Insurance:  Operating  Results,  February  12, 
1940.  The  number  of  companies  included  in  each  tabulation  is  less  than  26,  since  not  all  the  companies 
furnished  the  data  in  useable  form,  and  not  all  the  companies  purchased  each  issue. 
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Adams,  Charles  True 12469-12473 

Addinsell,  Harry  M.: 

Activities  in  financing  of: 

Shell  Union  Oil  Corp. — conversation  with  Dean  Mathey.   12652-12656, 


Wilson  &  Co 12525-12527,  1880-1881 

Other  Companies 1862-2,  1892-2 

Advertisement  of  security  issues: 

Position  in,  discussed 12393 

Preparation  of , 1887-2 

Aetna  Life  Insurance  Co _   13030-13035 

Agreements  and  understandings  for  the  division  of  securities  business: 

Between  Goldman,  Sachs  &  Co.  and  Lehman  Brothers 12344-12413, 

12612,  1773-1817 
Between  Kuhn,  Loeb  &  Co.  and  Guaranty  Co.  of  N.  Y.  on  American 

Smelting  and  Refining  Co.  financing 12494,  1848-1851 

Between  Lehman  Bros,  and  First  Boston  Corp.  on  Associated  Gas  & 

Electric  Co.  financing 12475,  1857-4-1857-5 

Between  Lehman  Brothers,  Goldman,  Sachs  &  Co.  and  First  Boston 

Corp.  on  Utilities  Power  &  Light  financing..  12471-12472,  1854-1-185 4-8 

Cleveland-Cliffs  Iron  Co.  securities 12455-12458, 

12462-12463,  12476,  12494-12495,  1838-1884,  1836,  1839-1841 

Enforceability  of,  discussed 12609-12624,  1966,  1967-2-1968,  1970 

General  discussion  of 12494-12496 

Standard  Gas  &  Electric  System  financing.  „, 12560-12561,  12573-12576, 

12606-12624,  13019-13020,  1931,  1985,  1965-1966,  1967-2-1970 

Summary  of  previous  testimony  on 12343-12344 

Agreements  for  future  financing  between  issuer  corporations  and  under- 
writers: 

Enforceability  of 12616-12621 

Examples  of 12494-12496,  12546-12547, 1887-2,  1897-1926,  1981 

Agreement  among  underwriters: 

Example  of 1988-2,  2015 

Preparation  of 1887-2 

Airplane  Manufacturing  &  Supply  Corp.  financing 12547,  1897 

Alexander,  J.  S 12378, 1797 

Alison  &  Co 1903 

Allyn,  A.  C,  and  Company,  Inc.: 

Originations  of,  and  participations  in  security  issues,  and  negotia- 
tions therefor: 
Securities  of: 

Shell  Union  Oil  Corp 12662,  1973,  2011,  2015,  2041 

Standard  Gas  &  Electric  System 12563, 

12606,  1932,  1940-1,  1940-3,  1940-4,  1965 

Total  originations,  1934-June  1939,  referred  to . 2064-2071 

Stock  interest  in  United  States  Electric  Power  Corporation 12560 

Altman,  Oscar  L. : 

Correspondence  concerning  exhibits 13007,  13010-13011,  1888,  1988 

Testimony  of ...   12688-12711 

Supplement  to 13021-13035 

Amalgamated  Leather  Companies,  Inc.  financing 1783,  1817 

"Ambulance  chasing"  in  legal  profession 12491,  12508 

American  Exchange  Securities  Co 1781 

American  Founders  Corporation 12559 

Note. — Figures  in  roman  type  refer  to  text  page  numbers  ;  figures  in  italic  are  exhibit 
numbers.     For  pages  on  which  exhibits  appear,  see  Schedule  of  Exhibits. 
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American  Light  &  Traction  Company  financing 1 788,  1817 

American  Metal  Company  financing r 1788,  1817 

American  Rolling  Mill  Company,  The,  financing 12478,  12509,  1861 

American  Smelting  and  Refining  Company  financing 12494,  1848-1851 

American  Telephone  &  Telegraph  Co.: 

Distribution  of  $140,000,000  deb.  3%'a  of  1966,  analyzed 13021, 

13025-13035,  2074-2076 

American  Telephone  &  Telegraph  S/stem  financing 12344 

American  Water  Works  and  Electric  Company,  Inc 12565,  1971 

American  Wholesale  Corporation  financing 1783 

Ames, 1975 

Ames,  Emerich  &  Co.,  Inc •_ 1796,  1923 

Anderson,  Arthur,  &  Co 1862-2 

Anglo-California  National  Bank  of  California 13028 

Anglo-Chilean  Consolidated  Nitrate  Corp.  financing 1788,  1817 

Appenzellar,  Paul 1866-1-1866-2 

Archer-Daniels-Midland  Company  financing 12366,  13007-13008,  1788,  1817 

Ardrey,  Alexander 1820,  1828 

Armour  &  Co.  financing 1868,  1888 

Armstrong  Cork  Company  financing 12478-12484,  12500-12508,  1858,  1860 

Associated  Gas  &  Electric  Company  financing 12475,  12547,  1857-4-1857-5 

Atlantic  Refining  Co.: 

Distribution  of  $25,000,000  deb.  3's  of  1953,  analyzed 13021-13035, 

2074-2075 

Atlas  Corporation,  relations  with  Utilities  Power  &  Light  Co 1854-1-1855-4 

Atlas  General  and  Industrial  Investment  Trust 12601 

Austin,  Chellis 1986 

Austin,  C.  Lee 12389,  12511-12515,  1809,  1862-2-1866-1,  1877,  1879 

Authorization  to  sell  securities,  example  of 1 785 

Aviation  Corporation,  The,  financing 12369-12371,  13007-13008 

Babcock  &  Wilcox  Company 12432 

Bacon,  Whipple  &  Co 2011,  2015,  2041 

Bailev,  —  — 1862-2 

Baker,  Hugh * 1859 

Baker,  Watts  &  Company 2011,  2015,  2041 

Bancamerica- Blair  Corporation 12512,  12514, 

12598,  12606,  1863,  1882-2,  1885,  1965, 1985,  1991-2 

Bank  of  America r 12514 

Bank  of  the  Manhattan  Company 12461,  1818,  1844,  1889,  1891,  1894 

Bank  of  New  York  &  Trust  Company 1889 

Bankers  Company  of  New  York 12433,  1850 

See  also  Bankers  Trust  Co.  of  N.  Y. 
Bankers  Trust  Company  of  New  York: 
Cleveland-Cliffs  Iron  Co.  financing: 

Activities  as  agent  or  underwriter  in,  discussed 12435-12437, 

' 12442-12455,  1825-1826 

Agreement  of  January  30,  1935 12419-12425,  12433-12436, 

12456,  12460-12461,  1819-1820,  1822,  1826-1829,  1837 

Agreement  regarding  brokerage  transactions 12466,  1846 

Bank  loans  to  company.  ._   12416,  12431,  12461-12463,  1818,  1843-1844 

Compensation  for  services  in 12422-12423, 

12430-12431,  12451-12452,  12456,  12461,  1819,  1823,  1838-1835,  1844 
Discussions  between  bank  and  company.  12417-12418,  1820,  1822-1828 
Hayden,  Stone  &  Co.'s  request  to  bank  for  a  participation.  12439-12448, 

1827,  1830 

Section  of  underwriting  group,  bank's  part  in 12429-12430, 

12438-12441,  12459,  1828,  1880,  1842 

Compliance  with  Banking  Act  of  1933 12417, 

12419-12421,  12436-12437,  12442-12453,  1825-1827 

Day-loan  grants  to  E.  B.  Smith  &  Co 1889 

Goodrich,  B.  F.,  Company  financing 12356,  12363,  1773-1776,  1791 

Sale  of  security  issues  to  life  insurance  companies 13628 

Testimony  of  B.  A.  Tompkins 12432-12468 

Youngstown  Sheet  &  Tube  Co.  financing 12487,  1859 

Note. — Figures  in  roman  typo  refer  to  text  page  numbers ;  figures  in  italic  are  exhibit 
numbers.     For  pages  on  which  exhibits  appear,  see  Schedule  of  Exhibits. 
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Banking  Act  of  1933:  Paee 

Compliance  with,  by  Bankers  Trust  Co.  of  N.  Y 12417, 

12419-12421,  12436-12437,  12442-12453,  1825-1827 

Meaning  of  underwriting  under «. 12444-12447 

Banks  Huntley  &  Co 1906 

Barcelona  Traction  Light  &  Power  Co 12575 

Barney,  Charles  D.,  &  Co -'--   12459,  1781,  1842 

See  also,  Smith,  Barnev  &  Co. 

Beal,  G.  F 12564, 

12588,  12614-12615,  1932,  1950-1951,  1954-1-1954-2,  1960,  1968 

Becker,  A.  G.,  &  Co.  Incorporated 12429,  1796,  2011,  2015,  2041,  2064-2071 

Belden,  William  Patch 12431,  12439,  1820,  1822,  1880 

"Belden,  Young  &  Veach 1847-1-1847-2-3 

Belither,  S._. * 1975,  1994,  2001,  2003-2004,  2010 

Bell  Aircraft  Corp.  financing 1909 

Bell,  LelandM.'. $057 

Bender  Body  Co.  financing T 1904 

Bent,  Maurice ■ 1882-2 

Bermingham,  E.  J 1798 

Bernhard,  Scholle  &  Co 1781 

Bethlehem  Steel  Corporation  financing 12478,  1889 

Betts,  E.  H I 12375,  13009 

Biddle,  Whelen  &  Co 2011,2015,2041 

Bing  &  Bing,  Inc.  financing 1783,  1817 

Binghamton  Light  Heat  &  Power  Co 1901 

Blair,  Bonner  &  Company 13020,  1985,  1991-2,  2011,  2015,  2041 

Blair  &  Co.  Inc      12513,  12525,  12529, 1865,  1880,  1882-2,  2011,  2015,  2041 

Blazer,  Paul - 1862-2 

Blue-Sky  Laws 1887-2 

Blyth  &  Co.,  Inc.  .     . 

Originations  of,  and  participations  in  security  issues,  and  negotiations 
therefor: 

Interparticipations  in  issues  managed  by  selves  and  seven  other 

firms,  1934-June  1939,  amount 2073 

Securities  of: 

Shell  Union  Oil  Corp 1985,  1991-2,  2011,  2015/2041 

Other  companies 12469,  12671,  -1862-2-1863,  1940-1,  2042-4 

Total  originations,  1934-June  1939,  amount  and  quality 12691- 

12703,20(54-2072 
Bonbright  &  Company,  Incorporated...   1863,  1922,  2011,  2015,  2041,  2064-2071 

Bonbright,  George  D.  B.,  &  Co 12686,  2058 

Bosworth,  Arthur  H 12686,  2061 

Bosworth,  Chanute,  Loughridge  &  Company 12686,  2o61 

Bovenizer,  George 12495,  12496,  1859 

Bowers,  H.  S_... -  12383-12384,2504 

Brashears,  G.,  &  Co 12547,  1897,  1905 

Brereton,  Arthur 1862-2 

Brewster,  Aeronautical  Corporation 1921 

Briggs  Joseph  H  ... 12525,12526,2577,2550,253/ 

Testimony  of."::: 12547-12561 

Broad  River  Power  Company  financing 1898 

Broekman, ®9Pq 

Brooklyn  Trust  Company ,- 1889 

Brown,  Alex,  &  Sons 1985,1991-2,2011,2015,2041 

Brown,  E.  E. 1820,  1887 

Brown  Brothers  Harriman  &  Co 12368-12372 

Brown  Harriman  &  Co.,  Incorporated 12469, 

12509,  12629,  2504,  1863,  1862-1,  1985,  1991-2,  2064-2071,  2064-2071 

Brown-McLaren  Manufacturing  Co 1903 

Brown,  Montgomery  &  McMichael --     1970 

Brown  Sho?  Co.  financing 12380-12382, 

12404-12405,  2755,  1798-1803,  1817 

Brownell,  F.  H Wbl 

Brownell,  George  A 12683 

Bruce,  Conrad,  &  Co 1985,1991-2 

Note.— Figures  in  roman  type  rpfer  to  text  page  numbers  ;  figures  in  italic  are  exhibit 
numbers.     For  pages  on  which  exhibits  appear,  see  Schedule  of  Exhibits. 
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Brunswick-Balke-Callender  Co.  financing 17 88,  1817 

Brickley,  J.  J 12529,  1877,  1882-2 

Buethe,  W.  C ■ 12515, 

^12528,  1868,  1877, 1882-2-1883 

Burd  Piston  Ring  Co ...     1920 

Burns,  Garrett _-^  1862-2 

Burroughs,  Fred  S 1857-2 

Burwell,  W.  R__ 1822 

Butler's,  Inc 1917 

Buying  department  work  sheet  form,  example  of 1887-4 

Byllesby  Engineering  &  Management  Corporation 12573,  12604 

Byllesby,  H.  M.,  and  Company: 

Organization  as  operator  of  utility  properties 12548 

Originations  of,  and  participations  in  security  issues,  and  negotiations 

therefor - 12525-12526, 

1877,  1880-1882-1,  2064-2071 
Standard  Gas  &  Electric  System  financing  activities: 

Activities  re  return  of  collateral  pledged  by  U.  S.  E.  P.  Corp 12584, 

12597,  12611,  1945,  1948-1949,  1954-1-1954-2,  1958,  1967-2,  1969 

Agreement  on  future  financing,  1929 1 2560- 12561, 

12606-12624,  13018-13019,  1931,  1965-1966,  1967-2-1970 

Agreements  with  Ladenburg  Thalmann  &  Co.  1924-1926- .   12551-12554, 

12560-12561,  12614,  12618,  12622,  13018,  1926-1928,  1969 

Participations  in  S.  G.  &  E.  security  issues 12555, 

1929,  1981,  1940-1-1940-4 

Stock  control  over  S.  G.  &  E.  System 12549, 

12556-12557,  1926-1927,  1985 
Surrender  of  half  control  to   Emanuel-Loewenstein  inter- 
ests    12555-12558,  12570-12574,  1938,  1985 

Testimony  of  Joseph  H.  Briggs _ 12547-12561 

California  Oregon  Power  Company  financing _ 13018-13019, 

I94O-I-I94O-2,  1952-2 
See  also  Standard  Gas  &  Electric  System. 

California  Power  Corporation  financing ..__   13019 

Campbell,  James  A 12487, 1859 

Campbell  Soup  Co.  financing 1 783 

Canada,  Government  of  the  Dominion  of,  financing 1895-2 

Canons  of  Legal  Ethics,  The . 12491 

Capital,  importance  of,  in  selecting  underwriting  groups 12661-12662 

Carlson, 12670-12671,  2042-1-2042-5 

Carpenter,  L.  E.,  &  Co 1913 

Cassatt  &  Co.,  Incorporated 1985,  1991-2,2064-2071 

Catchings,  Waddill 12348,  12350,  1-2353,  1782,  1795,  1815 

Central  Illinois  Light  Company 1923 

Central  Hanover  Bank  &  Trust  Company 1815,  1850,  1889 

Central  Republic  Company 1862-2,  2011,  2015,  204 1,' 206 4-2071 

Central  States  Electric  Company 1934 

Central  Union  Club 1778 

Central  Union  Trust  Company  of  New  York 1796 

Central  United  National  Bank  of  Cleveland 12461,  1818 

Certificate  of  incorporation  of  investment  banking  firm,  example  of 1526 

Champion  Paper  &  Fibre  Company  financing 1804 

•Charitable  and  educational  foundations,  purchase  of  securities  by,  amount-  12707, 

13021 

Chase  Harris  Forbes  Corporation 1857-4-1857-5,  1861,  1940-1 

Chase  National  Bank  of  the  City  of  New  York,  The: 

Day  loan  procedure  in  financing  underwriting  transactions 1889- 

1890,  1894,  1895-2 

General  loan  and  collateral  agreement  used  by,  example  of 1891 

Negotiations  for  release  of  collateral  under  loan  to  U.  S.  E.  P.  Corp.  12579, 
12592-12594,  12606,  12622,  13018,  1944,  1949,  1952-2-1958, 
1954-1-1954-2,  1955-1956,  1965. 

Sale  of  security  issues  to  life  insurance  companies  by 13028 

Trusteeship  in  N.  Y.  State  Electric  and  Gas  Co.  financing 1857-2 

Chase  Securities  Corporation..  1792,  1850, 1861,  1865,  1880, 1929, 1940-1,  1940-8 

Note. — Figures  in  roman  type  refer  to  text  page  numbers ;  figures  in  italic  are  exhibit 
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Chemical  Bank  &  Trust  Co 12577,  12606,  13018, 1889,  1926,  1962-2,  1965 

See  also  under  U.  S.  Eleetric  Power  Corp. 
Chesapeake  and  Ohio  Railway  Company,  distribution  of  $30 1,000 ,000 1  deb. 

Chester  CM    analyZ6d 12389-12391,  13015!  1810-1811 

Cheston   Charie's  S'  1251°.  1860>  1862~2 

Cincinnati  Union  Terminal  Co.  financing 12407-12408,  13010 

Cinecolor,  Inc.. -- iyu° 

Citv  National  Bank  and  Trust  Company  of  Chicago 1  o9U 

C  ark   Beniamin  --   12516-12517,  12533,  1867,  1877-1879,  1886 

C  ark   Dodge  &  Co  1974,  1985,  1991-2,  2011,  2015,  2041 

clark, eTJ co".::::: -~  2011,2015,2041,2064-2071 

"Clearing",  See  under  Investment  Banking,  competition  in. 

CleVBank"£aS  of!*--!----   12416,  12431,  12433,  12460-12462,  1818, 1842-1843 
Defendant  in  injunction  suit  against  Republic  Steel-Corrigan-McKin- 

ney  merger 12450,  I820 

Financing  of :  .  ,„.,,  ,„..„ 

Agreements  for  future  financing l^455-l^45», 

12462-12463,  12476,  12494-12495,  1833-1834,  1886,  1839-1841 

Agreement  of  January  30,  1935  with  Bankers  Trust  Co 12419- 

12425,  12433-12436,  12456,  12460-12461,  1819-1820,  1822,  1826- 
1829,  1837. 
Agreement  with  underwriters  concerning  management  of  com- 

pany.A 12462-12466,  12476,  12494,  1824 

Agreement  with  underwriters  regarding  brokerage  transactions. .   12466; 

184 5 — 1 84 7—3 
Bankers  Trust  Co.,  activities  of  in  C.  C.  I.  Co.  financing: 

Appointed  as  agent. -■ 12434-12438,^5-1^0 

Compensation  paid  to 1245b, 

12461,   12422-12423,   12430-12431,   12451-12452,  1819,   1823, 
18S3-18S5,  1844- 

Discussions  with...- 12417-12418,  1820,  1822-1823 

Management  fee 12451-12453,  1833,  1839-1841 

Participations  in  issue  of  December  1935 12458-12459,  1839-1841 

Pricing.....-'. - -' 12456,  1823,  1835 

Requestof"  Hayden,  Stone  &  Co.  for  a  participation 12f3on 

12448,  1827.  1830 

Statement  by  John  F.  Fennelly— ..' /Sol? 

Underwriting  group,  selection  of 1242b- 

12430,  12438-12441,  12451,  12459,  1828,  1830,  1834,  1842 

Underwriting  terms 12450-12456,  1881-1886 

Proposed  merger  with  The  Cliffs  Corporation 1 24 18, 

12420,  12451,  12458,  1819-1820,  1822,  1826,  1881,  1833,  1837 

Stock  interests  in  other  companies 12416,  12418-12419,  12460,  1843 

Testimony  of  Edward  B.  Greene 12415-12432,  12434 

Cleveland  Trust  Company 12416,  12461, 1818, 1843 

Cliffs  Corporation,  The: 

Loan  to  Cleveland  Cliffs  Iron  Co 1818 

Proposed  merger  with  Cleveland  Cliffs  Iron  Co 12418, 

12420,  12451,  12458,  1819-1820,  1822,  1826,  1831,  1883,  1837 

Stock  interests  in I820 

See  also  Cleveland-Cliffs  Iron  Co.  .«„«„  ,„„,„ 

Cluett,  E.  H 12398,  13013,  i*y 

Cluett  GA  -  -  12o75, 

'    '     V23"96Vl23"98"ri240"5l  12412,  13013,  13015-13016,  1814-1816 

Cluett  Peabody  &  Cb.  financing 12375,    12385,    12395-12402, 

12405-12406,   12410-12412,   13013,  13015-13017,  1783,  1814-1817. 
Cluett,  Sanford  L____  12395-12396,  12398,  12405,  12412,  13015-13016, 1815-1816 

Coffin  &  Burr,  Inc g011'S015'?2ik'^6,i~SS1n 

Cohle,  H.  B.,  &  Co 12683,  2049-2050 

Coleman,  L.  H 186,Ui 

Collateral  agreement,  example  of ioqac 

Columbia  Broadcasting  System  financing 1 _  12358 

Columbia  Gas  &  Electric  Corporation _r.  12533-12534,  1867,  1886 

Note. — Figures  in  roman  type  refer  to  text  page  numbers ;  figures  in  italic  are  exhibit 
numbers.     For  pages  on  which  exhibits  appear,  see  Schedule  of  Exhibits. 
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Columbia  Steel  Company 1861 

Commercial  banks: 

Agents  in  underwriting  under  Banking  Act  of  1933 12442-12455 

See  also  Cleveland-Cliffs  Iron  Co.,  financing  ot. 

Control  by,  over  management  of  companies  financed 12462-12466 

Day-loan  procedure  in  financing  an  underwriting  transaction..   12539-12543 
Forms  and  agreements  used  by,  examples  of: 

Collateral  agreement 1891 

Day  loan  agreement 1890,  1893 

General  loan  agreement ,__     1891 

Trust  receipt 1890 

Role  of,  in  distribution  of  registered  bond  issues: 

Disposition  of  bank  purchases 13022-13025 

Purchases  of  securities  from  the  distributing  group 12707, 

13021,  13024,  2074 

Commercial  Credit  Company  financing * 1894 

Common,  Frank 12572,  12623 

Commonwealth  Power  Corporation  financing 1922,  1924 

Commonwealth  Power  Railway  &  Light  Co.  financing 1922 

Competition  in  investment  banking 12403-12405,  12409-12410,  12492- 

12494,  12498-12599,  .12426-12527,  12535-12538, 1880-1882-1 

Distinguished  from  competitive  bidding.., 12538 

Element  of  price  in 12598-12499,  12505-12506 

Seeking  assurance  of  severance  of  previous  banking  relationships 12481- 

12488,  12501-12503,  12654,  1858-1859,  1860 
See  also  Professional  character  of  investment  banking. 
Competitive  bidding  for  security  issues,  advantages  and  disadvantages  of  __  12406- 

12408,  12537-12538,  12632-12633 
Concentration  in  management,  underwirting  and  sale  of  registered  issues, 

1934-June  1939.. , 12688-12711,  2062-2075 

Condeteck,  See  Shell  Union  Oil  Corporation 

Continental  Can  Company,  Inc.  financing 12375, 

12385-12386,  12388-12389,  1783,  1806-1809,  1817 

Continental  and  Commercial  Trust  Savings  Bank -__   12513- 

12514,  12525,  1869,  1865,  1880 

Commonwealth  Securities  Company 1822-1828 

Continental  Illinois  National  Bank  &  Trust  Co.  of  Chicago 12461, 

1818, 1844,  1890 

Continental  Motors  Corporation _     1916 

Continental  Shares  Corporation 1822-1823 

Contract  between  issuer  and  underwriters,  preparation  of 1887-2 

Conway,  Carle 12375,  12388 

Coronet  Phosphate  Company _* 12432 

Corrigan-McKinney  Steel  Co.: 

Proposed  merger  with  Republic  Steel  Corp 12418, 

12450,  1820,  1823,  1881,  1835 

Stock  interest  in,  of  Cleveland  Cliffs  Iron  Co 12416,  12418 

Costello,  E.  J ' 1895-2 

Coulson,  William  H 1889 

Testimony  of 12539-12543 

Cox,  Oscar  L 1820,  1847-2-1847-8 

Cravath,  de  Gersdorff,  Swaine  &  Wood 1882, 1889-1841 

•Creech,  Harris _.     1820 

Creely,  Walter  J 1800-1801 

Creighton,  W.  J ._     1864 

Crispell,  Reuben  B 12614-12615,  1968,  1970 

C-T  Securities  Company,  The 1792 

Cudahy  Packing  Company  financing 1877,  1879,  1883 

Cummins,  Roemer  &  Flynn 12554,  1928 

Cutler,  John  W.,  activities  in  financing  of: 

Wilson  &  Co 12517-12518, 

12521-12525,  12533-12534,  1866-1,  1867,  1877,  1879,  1886 

Armstrong  Cork  Company 12501-12504,  12507-12508,  1860,  1862-1 

Cuyamel  Fruit  Co.  financing 12376-12377,  1783,  1796 

Dabney,  F.  L.,  &  Co . _.   12685,2056 
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Dalton, 1859 

Dauphinot,  Clarence 12350,  1782 

Davis,  Pierpont  V 1859 

Davis,  Polk,  Wardwell,  Gardiner  &  Reed 12683,  1832-2,  201,8 

Davison,  Henry  P 12344 

Dawes,  Henry 12510,  1862-2 

Day  loan  agreements,  examples  of 1890 

Day-loan  procedure  in  financing  an  underwriting  transaction.  _   12539-12543,  1889 

Day,  R.  L.,  &  Co 2011,  2015,  2041 

Day,  William  L -_   12685,  2055-2056 

Dealer  performance  record  card,  example  of 1888 

Dean,  Arthur  H 12372,  12394,  12406,  12475,  13012,  1857-1,  2018-1 

Deep  Rock  Oil  Corporation  financing 13018-13019 

Deep  Rock  Oil  &  Refining  Company  financing 13018-13019 

de  Kok,  J.  E.  F - 2001 

Denton,  Frank  R 1864 

Deterding,  See  Shell  Union  Oil  Corporation 

Detroit  City  Gas  Company  financing 12350,  1777-1779,  1788 

Detroit  Edison  Company 12532 

Dick  &  Merle-Smith 2011,  2015,  2041 

Diefenbach,  E.  G 12606,  1965 

Dillon,  Clarence 12631,  12648,  1983,  1992 

See  also  Dillon,  Read  &  Co. 
Dillon,  Read  &  Co.: 

Originations  of,  and  participations  in  security  issues,  and  negotiations 
therefor: 

Interparticipations  in  issues  managed  by  selves  and  seven  other 

leading  firms 2073 

Securities  of: 

Shell  Union  Oil  Corp 12629- 

12642,  12648-12657,  1975-1976,  1978-1980,  1982-1989,  1991-1- 
1992   1994—1999. 
Other  companies,  '.  .  ..   12671,  1855-1,  1862-2-1863,  2042-3,  2042-5 

Total  originations,  1934-June  1939,  amount  and  quality 12691- 

12703,  2064-2071 

Underwriting  agreement,  form  of,  in  issues  managed  by 12658- 

12659,  12676-12677,  1988 

Testimony  of  Dean  Mathey -..   12651-12657 

Dimond,  Douglas . 1842 

DiPalma,  D 1887-2 

Distributors  Group,  Inc 1918 

Dittrich,  J.  A.. l_-_   1887-2 

Dixie-Homes  Stores  financing 1908 

Dixon,  R.  S.,  &  Co 1917 

Doan,  Murray  M s. 1862-2 

Dominick  and  Domlnick. 1974,  1985,  1991-2-1992,  2011,  2015,  2041 

Dorbritz,  Ernest 12683-12684,  2053 

Dow  Chemical  Company  financing , 12509,  1862-1 

Dow,  W.  H 12509,  1862-1 

DuBois,  Wilbur  C '. 1988 

Duhig,  Stanley  W.: 

Activities  in  Shell  Union  Oil  Corp.  financing. ..  ] 12632- 

12633,   3  2643,   1972,   1976,   1978,   1982,  1984,  1986,  1989,   1998, 
1996-1998,  2002-2003,  2005. 

Testimony  of 12626-12651 

Dulles,  Allen  Welch:  , 

Activities  in  Standard  Gas  &  Electric  System  financing 12569, 

12592-12593,  12610-12613,  1933',  1954-1-1954-2,  1958,  1966 

Testimony  of - 12607-12624 

Duquesne  Light  Company  financing lo018- 

13019.  1929-1930,  1940-1,  1940-3-1940-4,  1952-2 
See  also  Standard  Gas  &  Electric  System. 

Durell,  — 1856 

Eastern  Gas  &  Fuel  Associates  financing 1863,  1895-2 

Note. — Figures  in  reman  type  refer  to  text  page  numbers ;  figures  in  italic  are  exhibit 
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Eastman,  Dillon  &  Co __  2011,  2015,2041 

Eaton,  Cyrus . ' '1822 

Eberstadt,  F.,  &  Co 1_ i9H 

Ebasco  Corporation 1889 

Educational  and  charitable  foundations,  purchases  of  securities  bv,  amount-  12707, 

13021,  2074 

Egly,  Henry  H : !263Q,'1991-l-1991-2 

Emanuel,  Albert,  Company.     See  Emanuel,  Victor. 
Emanuel  &  Co.     See  Emanuel,  Victor. 
Emanuel,  Victor: 

Acquisition  of  interests  in  Standard  Gas  &  Electric  System..   12558-12574, 

12602-12604,  1931-1985,  1971 

Directorships  of 12561-12562 

Efforts  to  regain  collateral  of  U.  S.  Electric  Power  Corp.  from  banks..   12577- 
12615,  12622-12623,  1944,  1949-1951,  1952-2-1959,  1966-1970 

Testimony  of 12561-12624 

Emerich,  Melvin  L...^ . 12523-12524,  1867,  1877,  1886 

Emerson,  Sumner  B 12683,  2050,  2057-2058 

Empresa  de  Servicios  Publicos  de  los  Estados  Mexicanos,  S.  A.  See  Public 

Service  Co.  of  Mexico. 
-Endicott  Johnson  Corporation : 

Labor  policy  of 1804 

Security  issues  of l 12380,  12383,  1788,  1798,  1804,  1817 

Equitable  Gas  Company.     See  Standard  Gas  &  Electric  System. 
Equitable  Life  Assurance  Society  of  the  United  States,  The: 

Purchase  of  Shell  Union  Oil  Corp.  secufity  issue..   12643-12647 ,  2002-2005 

Purchases  of  other  security  issues 13027-13035 

Equitable  Securities  Corporation *  2011,  2015,  2041 

Equitable  Trust  Company . 12461-12462,  1844,  1986 

Erskine, ..." 12376 

'  Erwin, . 1862-2 

Estabrook  &  Co 1985,  1991-2,  2011,  2015,  2041,  2064-2071 

Evans,  Lewis  N.,  testimony  of ■ =. : 12685 

Ewing,  William . 12647,2005-2006 

Federal  Securities  Corp ,_J , 1922-1925 

Fennelly,  John: 

Activities  in  security  issues 12451,  12453,  12470-12471,  1888,  1837,  1858 

Testimony  of. 12469-12476 

Ferris  &  Hardgrove 12662,  2011,  2015,  2041- 

Fidelity  Union  Trust  Cov.  of  Newark,  New  Jersey 1889 

Field,  Glore  &  Co.; 

Originations  of,  and  participations  in  security  issues,  and  negotiations 
therefor : 

Securities  of: 

Cleveland  Cliffs  Iron  Co.   12425-12427,  12440-12442,  12450-12451, 
12476,  1828,  1831,  1888-1884,  1836,  1839-1841,  1846-1847-8 

-  Wilson  &  Co 12512-12514,  12525-12528,  12532,  12534,  1867, 

1877,  1880-1881,  1882-2-1883,  1885 

Other  companies 1861,  1862-2,  1868 

Total  originations,  1934-36,  referred  to 2064-2071 

See  also  Glore,  Forgan  &  Co. 

Field  (Marshall),  Glorer  Ward  &  Co .     1861 

Fields,  Morris  J...- 1888 

Fifth  Avenue  Bank..- . . 1889 

Finanoing. 

,   See  names  of  companies  financed. 

Finch  Telecommunications,  Inc 1918 

First  Boston  Corporation,  The: 

Agreement  with  Lehman  Brothers  and  Goldman,  Sachs  &  Co.  on 

'   Utilities  Power  &  Light  financing .12471-12472,  1854-1-1854^8 

Agreement  with  Lehman  Bros,   on  Associated  Gas  &  Electric  Co. 

.   financing 12475,  1857-4-1857-5 

Attitude  toward  competition .  12525-12527,  1880-1882-2 

Day  loan  procedure  in  financing  underwriting  transactions..   1895-1-1895-2 

Note. — Figures  in  roman  type  refer  to  text  page  numbers  ;  figures  in  italic  are  exhibit 
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First  Boston  Corporation,  The — Continued.  Page 

Originations  of,  and  participations  in  security  issues,  and  negotiations 
therefor: 

Interparticipations  in  issues  managed  by  selves  and  seven  other 

firms 12705-12706,  2073 

Securities  of: 

Shell  Union  Oil  Corp.. .12652-12656,  1985,  1991-2,  2011,  2015,  2041 

Standard  Gas  &  Electric  System 12596, 

12608-12609,  1940-1,  1940-4,  1957-1959,  1962,  1967-1 

Wilson  &  Co.,  Inc _*.   12512, 

12514,  12525-12527,  12532,  1877,  1880-1882-2,  1885 

Other  companies -'...   12469,  12472,  12475,  12511,  12671, 

1804,  1854-1T1855-1,  1857-8-1857-4,  1862-2-1868,  2042-8 
Total  originations,  1934-June  1939,  amount  and  quality.   12691-12703, 

2064-2071 

Succession  to  underwriting  interests  of  Harris  Forbes  companies 12475, 

1857-4-1857-5 

First  of  Michigan  Corporation . 2011,2015,2041 

First  National  Bank  of  Chicago,  The... 12461,  13028,  1818,  1843 

First  National  Bank,  New  York 12551,  1870,  1889,  1929,  1940-1 

First  Security  Company 12551,  1926,  1929,  1940-1,  .1940-8 

First  Trust  and  Savings  Bank,  Chicago 12525,  1865,  1880 

Fisher,  C.  L 12566-12569, 

12571,  12578-12579,  12583-12584,  1988,  1989,  1945,  1947,  1951 

Fiske,  F.  S..1 . 12376 

Flintkote  Co 12432 

Ford,  Nevil . ---  1895-1-1895-2 

Forgan,  J.  Russell.- --- -   12451,  12453,  12457, 

12470-12471,  1888,  1836-1887,  1853,  1882-2 

Forrest, • 1856 

Forrestal,  James  M . 12654,  1862-2 

Francis,  Bro.  &  Co 12662,  1801-,  2011,  2015,  2041 

Franklin  Simon  &  Company,  Inc.  financing 1783,  1817 

Fraser,  A ■ 12646,  1976,  1978,  1994,  2001,  2008-2004 

Freeman,  Halstead  G__ 12518,  12525,  1857-2,  1867,  1874,  1882-2-1888, 1886 

Freeman,  M.  L : 12480-12484,12489-12491, 

12516-12518,  1858-1859,  1862-2,  1867-1877,  1879,  1886 

Fried,  Krupp,  Ltd.  financing _■  — 1783 

Fuller,  Carleton  P. : 

Activities  in  Standard  Gas  &  Electric  System  financing 12577- 

12579-12587,  12591-12600,  12609-12610,  12615,  1934,  1943,  1953, 
1954-2,  1958,  1961-2,  1967-1,  1968-1970. 

Supplementary  information  submitted  by . •_ 13017 

Testimony  of : * 12565,  12568-12624 

Fuller  Cruttenden  &  Co . 1915 

Garner,  R.  L___- P 12622,  13019 

Gatch  Bros . 1801 

Geffine,  V.  P .   12427-12428,  1821-1822,  1887 

General  American  Transportation  Corporation  financing 12701 

General  Cigar  Company  financing 12346,  13011,  1783,  1817 

General  Foods  Corporation  financing 12385,  12389-12393, 

13007,  13014-13015,  1810-1811,  1817 

General  Gas  &  Electric  Corp . 1900,  1902 

General  Plastics  Incorporated 1915 

Gerner,  Philip  H 2058 

Gernon,  F.  E 1981 

Gibbs,  Edwin , 12372,  13013 

Gillespie, 1815 

Gimbel  Brothers,  Bankers .._.,.. 1781 

Gimbel  Brothers,  Inc.  financing 1 12374,  1788,  1789,  1817 

Glore,  Charles  F . 12471,  1853,  1882-2 

Note. — Figures  in  roman  type  refer  to  text  page  numbers  ;  figures  in  italic  are  exhibit 
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Glore,  Forgan  &  Co.: 

Originations  of,  and  participations  in  security  issues,  and  negotiations 
therefor: 

Securities  of —  Page 

N.  Y.  State  Electric  &  Gas  Corp 12475,  1856,  1857-2,  1857-4 

Shell  Union  Oil  Corp 13020,  2011,  2015,  2041 

Indianapolis  Power  &  Light  Co 12469-12471,  185S 

Other  companies 1877 

Total  originations,  1934- June  1939,  referred  to 2064-2071 

Regional  division  of  business 12474 

Testimony  of  John  F.  Fennelly 12469-12476 

See  also  Field,  Glore  &  Co. 

Godber,  F 12634-12636,  1978,  1986-1987,  1990,  1992,  1994 

Goldman,  Henry 12347 

Goldman,  Sachs  &  Co.: 

Agreement  with  Lehman  Brothers  and  First  Boston  Cqrp.  on  Utilities 

Power  &  Light  financing.: 12471-12472,  1854-1-1854-3 

Changes  in  personnel  after  World  War __    12348 

Commissions  shared  on  trading  and  brokerage  accounts  by 12367-12373, 

13007,  1788 
Companies   allotted    to,    in    1926    agreement    with    Lehman    Broth- 
ers     12354-12356,  1783 

Competition  for  accounts  covered  by  agreement 12403-12405 

Directorships  in  companies  financed  by 12356-12359, 

12398-12403,  12408-12412,  1814-1815 
Originations  of,  and  participations  in  security  issues,  and  negotiations 
therefor : 

Securities  of — 

Brown  Shoe  Company,  Inc 12380-12382, 

1788,  1798-1808,  1817 

Cluett  Peabody  (fe'Co 12385, 

12395-12402,    12405-12406,    12410-12412,    13013,    13015-13017, 
12385-12386,  12388-12389,  1814-1817. 

Continental  Can  Company,  Inc 12385-12386, 

12388-12389,  1783,  1806-1809,  1817 

Cuyamel  Fruit  Company 12376-12377,  1788,  1796 

Detroit  City  Gas  Co 12350,  1777-1779,  1783 

Endicott  Johnson  Corporation.   12380,  12383,  1788,  1798,  1804,  1817 

General  Cigar  Company 12346,  13011 

General  Foods  Corporation : 12385, 

12389-12393,  13007,  13014-13015,  1788,  1810-1811,  1817 

Gimbel  Brothers,  Inc 12374, 1783,  1789,  1817 

B.  F.  Goodrich  Companv 12349, 

12356,  12374,  12385,  1773-1776,  1788,  1791-1793,  1817 

Indianapolis  Power  &  Light  Co 12469-12472,  1854-1-1855-1 

Lehn  &  Fink  Products  Co 12351,  12367,  1782-1783,  1817 

R.  H.  Macy  &  Co 12359,  12385,  1780-1781,  1783,  1817 

.  The  May  Department  Stores  Company 12374-12375, 

1788,  1790,  1817 

National  Dairy  Products  Corp 12393-12395, 

13007-13008,  1782-1788,  1798,  1812-1813,  1817 

Pet  Milk  Company 12378-12379,  1788,  1797,  1817 

Pillsbury  Flour  Mills,  Incorporated 12359, 

12374,  1788,  1794-1795,  1817 

Sears,  Roebuck  &  Co 12357,  12367,  12385,  1788-1787,  18t7 

Wilson  &  Co 12512,  12527-12528,  1882-2,  1885 

Other  companies 12365, 

12368-12373,  13007-13011,  1788,  1817,  1863 

Total  originations,  1934-June  1939,  referred  to 2064-2071 

Organization  as  commercial  paper  house 12345 

Relations, with  Lehman  Brothers. __: 12344-12413,  12612,  1773-1817 

Agreement  of  1938 i 12412-12413,  1817 

Appearance  in   advertisement  of  security  issues 12364,  1783 

Attempts  to  obtain  sole  managements  and  management  fees 12380- 

12382,  12389-12391,  12394-12395,  1798,  1810,  1812,  1814 
Joint  financing  from  1906  to  1920 12346-12347 

Nothj. — Figures  in  roman  type  refer  to  text  page  numbers ;  figures  in  italic  are  exhibit 
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Goldman,  Sachs  &  Co.— Continued. 

Relations  with  Lehman  Brothers — Continued.  page 

Memorandum  of  1926  defining  relations 12350- 

12356,  12359-12366,  12373-12375,  17  82-17  88,  1788 

Abrogation  of,  in  1936 12379-12381,  12384-12385,  1798,  1805 

Handling  financing  under 12374,  1789-1795 

Relations  after  abrogation  of 1 2385- 1 2386 

Total  financing  under 13010-13011 

Violations  of,  alleged  by  Lehman  Brothers 12380-12382,  1798 

Oral  hearings  for  firm  excluded  from  financing 1 2359- 

12360,  13007-1008,  1783 

Participation  in  trading  accounts 12364- 

12372,  12375-12378,  13007,  1783,  1788 

Sharing  of  profits 12349,  12360,  13007-13008,  1773-1781 

Julius  Rosen wald  Fund,  sale  of  securities  held  by _ P__   12367, 

13010-13011,  1784-1787 
Stockholder    and    officer    participation    in    underwriting    syndicates 

headed  by         12376-12378,  1796-1797 

Testimony  of  Walter  E.  Sachs 12344-12413 

Goldschmidt,  H.  P.,  &  Co 1781 

Goodrich,  B.  F.,  Co.  financing 12349, 

12356,  12374,  12385,  1773-1776,  17-83,  1791-1793,  1817 

Grace, 1970 

Graf,  R.  W 1927 

Graham 12425,1820,1823 

Graham!  Parsons  &  Co 12671,  2011,  2015,  2041,  2042-3 

Granbery, 12559,1945-1948 

Greene,  Edward  B.: 

Activities  in  Cleveland-Cliffs  Iron  Co.  financing.     See  under  Cleve- 
land Cliffs  Iron  Co.  „  „  ■ 

Testimony  of 12415-12432,  12434 

Guaranty  Company  of  New  York: 

Agreement  with  Kuhn,  Loeb  &  Co.  on  American  Smelting  and  Re- 
fining Co.  financing - 12494,  1848-1851 

Originations  of,  and  participations  in  security  issues,  and  negotia- 
tions therefor: 
Securities  of — 

Armstrong1  Cork  Co 12478-12484,  12500-12503,  1858,  1860 

Wilson  &  Co  .  12478,  12513-12515,  12525-12526,  1880-1881,  1886 
Other  companies-  - 12478, 12509-12512, 1859, 1861, 1863, 1940-1 ,  1974 
Succession  to  underwriting  interests  of,  by  Edward  B.  Smith 

&  Co  --   12478-12484,  12501-12503,  12509- 

■12514  12519-12523,  1858,  1860,  1862-2,  1863-1864,  1877 
See  also  Guaranty  Trust  Co.  of  New  York. 
Guaranty  Trust  Company  of  New  York: 

Access  of  E.  B.  Smith  &  Co.  to  files  of 12513-1251 

Day-loan  procedure  in  financing  underwriting  transactions 12539- 

12540,  12543,  1889,  1893-1894,  1895-2 
Negotiations  for  release  of  collateral  under  loan  to  U.  S.  E.  P.  Corp.   12577, 

12593,  12606,  12622,  13018,  1955-1956,  1965 
See  also  under  U.  S.  Electric  Power  Corp. 

Participations  in  security  issues 12356, 

12363,  12502-12503,  1776,  1860,  1940-1 

Wilson  &  Co.  Inc.  financing — discussions  with  E.  B.  Smith  &  Co 12515- 

12516,  12520-12524,  1866-1-1866-2,  1867,  1877 
See  also  Guaranty  Co.  of-N.  Y. 

Guggenheim  Bros,  financing JL 

Guinness,  B.  S * 1926 

Gutman,  Monroe  C: 

Activities  in  Cleveland  Cliffs  Iron  Co.  financing 12     ,  ' 

12451,  12453,  12457,  1820,  1828,  1833,  1886-1887,  1846 
Activities  in  other  financing....   12349,  1798,  1855-3,  1857-2-1857-3,  1857-5 

Hackett, i {809 

Hagerty,  H.  C : .- 1870 
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Hall,  Perry  E.:  Page 

Activities  in  security  issues.. 12647,  12654,  12686,  2006,  2014,  2060 

Supplementary  information  submitted  by 13020 

Testimony  of 12667-12686 

Halle  &  Stieglitz 1781 

Hallgarten  &  Co.: 

Participations  in  security  issues  and  negotiations  therefor: 
Securities  of: 

R.  H.  Macy  &  Co 1781 

Shell  Union  Oil  Corp 1985,  1991-2,  2011,  2015,  2041 

Wilson  &  Co I 12512- 

12514,  12518,  12523-12525,  12527,  1865,  1867,  1877,  1880,  1882- 
2-1888,  1885-1886 

Halsey,  N.  W.,  &  Co «. 1902 

Halsey,  Stuart  &  Co.,  Inc.: 

Agreements  with  issuer  corporations  for  future  financings 12547, 

1898-1902,  1907 

Procedure  in  financing  underwriting  transactions 1896 

Originations  of,  and  participations  in  security  issues,  and  negotiations 
therefor: 

Securities  of: 

Detroit  City  Gas  Co 12363,  1777-1779 

Shell  Union  Oil  Corp___  12641,  12662,  1985,  1991-2,  2000-1-2000-2 

Other  companies ' 12469, 

12670-12671,  1862-2-1868,  1940-1,  2042-1-2042-5 

Total  originations,  1934-June  1939,  referred  to 2064-2071 

Procedure  in  financing  underwriting  transactions 1 896 

Hammerslough,  William  J ,-. 1798 

Hanauer,  Jerome  J " 12486,  1859 

Hancock,  John  M.: 

Activities  in  security  issues 12348,  12386,  12395, 

12398-12401,  12410-12411,  13012-13013,  1799,  1806-1807,  1812-1816 

Resignation  from  board  of  Cluett  Peabody  &  Co. 12410-12411, 

13016-13017,  1814 

Supplementary  information  submitted  by 13007-13010 

Testimony  of 12344-12413 

Hancock,  John,  Mutual  Life  Insurance  Co 13030-13035 

Harding,  J.  Horace 12375 

Harriman  Ripley  &  Co.,  Incorporated: 

Participations  in  Shell  Union  Oil  Corp.  financing 2011,  2015,  1081 

Performance  records  kept  by 12682-12683,  2047-1-2047-2 

Total  originations,  1934-June  1939,  referred  to 2064-2071 

Ijaterparticipations  in  security  issues  managed  by  selves  and  seven 

other  firms 2078 

Harriman,  W.  Averell 12370 

Harris,  Forbes  companies: 

Participations  in  security  issues  and  negotiations  therefor: 
Securities  of: 

American  Rolling  Mill  Co _     1861 

Standard  Gas  &  Electric  System 12559,  12608, 

13019,  1981,  1936,  1940-1,  1940-8 
Succession  to  underwriting  interests  of,  by  The  First  Boston  Corp__   12475, 

t857-4-1857-5 

Harris,  Hall  &  Company _ 2011,  2015,  2041,  2064-2071 

Harris,  Norman  W 1856 

Harris  Trust  &  Savings  Bank 13019,  1856,  1929,  1981 

Harrison, ____ 1859 

Hartley,  Rogers  &  Co 1804 

Harvey, 1862-2 

Haskins  &  Sells _ 1862-2 

Hayden,  Charles 12425,  12427,  12461-12462,  12633,  1844 

Hayden,  Miller  and  Company.. 2011,  2015,  2041,  2064-2071 
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Hayden,  Stone  &  Co.:  Page 

Agreement  with  Commonwealth  Power  Corp.  on  future  financing 1922 

Originations  of,  and  participations  in  security  issues,  and  negotiations 
therefor : 

Securities  of: 

Cleveland  Cliffs  Iron  Co 12425-12426, 

12439-12448,  12448-12451,  12457,  12461-12462,  12476,  1823, 
1827,  1880-1831,  1833-1834,  1836,  1839-1941,  1844. 

Shell  Union  Oil  Corp 12628-12633, 

12637,  12639,  12652,  12659,  12662,  1973-1974,  1979,  1981, 
1984-1985,  1988,  1991-2-1992,  1995-1996,  1999,  2011,  2015, 
2041. 

Standard  Gas  &  Electric  System 12551,  1929,  1940-1 

Other  companies 1781,  1863 

Total  originations,  1934-June  1939,  referred  to ■___   2064-2071 

Hayes  Body  Corporation 1 1919 

Hay  stone  Securities  Corporation: 

Participations  in  Standard  Gas  &  Electric  System  financing,  1940-1,  194Q-8 

•    Stock  interest  in  Pittsburgh  Utilities  Corporation 1926 

Heinemann, — 1970 

Hemphill,  Noyes  &  Co - 1985,  1991-2,  2011,  2015,  2041 

Hempstead,  Clark : 1 795 

Henderson,  Commissioner  Leon: 

Introductory  statement  by.... 12343-12344 

Heinz,  H.  J.,  Cpmpany  financing 1783 

Hertz,  John .' 1798 

Herzog,  E.  H 12671,2042-3 

Hibbs,  Sherlock 1862-2 

Hibernia  Bank  &  Trust  Company 1796 

Higbeer  Carlton  M.,  Corp 1 1904 

Higginson  and  Company  (London) 1947 

Hilliard,  J.  J.  B„  &  Son 2011,  2015,  2041 

Historical  relationship  in  selecting  underwriting  groups 12525- 

12529,  12660-12661 
See  also  Succession  to  underwriting  interests. 

Hitler,  Alolf... 12572 

Hoffman,  W.  D ...    1882-2-1883 

Holmes,  R.  C 1 .. 1862-2 

Hopson, 1856 

Hornblower  &  Weeks 12512, 

12528,  1866-1,  1882-2-1888,  1885,  2011,  2015,  2041 

Horton,  Robert  W 12384,  12394,  1799,  1801 

Hough,  J.  E . 12670,  12671,  2042-1-2042-5 

Houston  Oil  Field  Material  Co 1912 

Huff,  Charles  H.,  testimony  of 12682,  12687 

Huffman,  Oscar  L .' 12386,  1806-1808 

Hutton,  E.  F.,  &  Co . . 1781 

Hutton,  James  M 12534,  1867,  1886 

Hutton,  W.  E.,  &  Company 1804,  1861,  2011,  2015,  2041 

Hyams,  C.  H.,  3rd 2060 

Hyams,  Glas  &  Carothers 12686,  2060 

Hvdro- Electric  Securities  Corporation 12583, 

12567-12568,    12572-12573,    12579,    12588-12590,    12593-12596, 
12599,    12613,  12619,   1944,   1946-1951,   1953,   1956-1957,   1960, 
1961-2-1963,  1966,  1967-2,  1970. 
See   also   Loewenstein,    Alfred,   interests;   Standard    Gas   &   Electric 
System. 

Iglehart,  Joseph  A.  W 12475,  1856 

Illinois  Company  of  Chicago,  The 2011,  2015,  2041 

Illinois  Electric  Power  Company  financing 1924 

Illinois  Merchants  Trust  Co 12513,  12525,  1865,  1880 

Illinois  Power  Company  financing 1925 

Independent  Steel  Company 1859 

Indianapolis  Power  &  Light  Company  financing 1246^-12472,  1852-1-1856 

Institutional  Holdings  of  Securities,  (Poor's) ,. 13029 
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Insurance  company  purchases  of  securities:  p«ge 

Purchase  of  six  bond  issues  from  the  distributing  group,  amount 12706- 

12708,  13021-13022,  201 '4 
Purchase  of  five  bond  issues  by  selected  life  insurance  companies, 

analyzed 13025-13035 

Purchases  from  banks 13024-13025 

International  Paper  &  Power  Company 12432 

Investment  bankers: 

Directorships   in    companies  financed 12356-12359, 

12398-12403,  12408-12412 
Relation  to  the  investing  public-.   12497-12498,  12530-12532,  12535-12536 
See  also  Investment  banking. 
Investment  banking: 

Attitude  in,  toward  clients  who  "shop  around" 12485-12486, 

12504-12506,  1860 

Commissions  on  trading  and  brokerage  accounts  in 12367-12373 

Competition  in 12403-12405,  12409-12410, 

12492-12494,  12498-12499,  12526-12527,  12535-12538,  1880-1882-1 

Distinguished  from  competitive  bidding 12538 

Element  of  price  in 12498-12499,  12505-12506 

Seeking  assurance  of  severance   of   previous   banking   relation- 
ships     12481-12488,  12501-12503,  12654 

See  also  Investment  banking,  professional  character  of. 

Competitive  bidding  in,  advantages  and  disadvantages  of 12406-12408, 

12537-12538,  12632-12633 
Concentration  in  management,  underwriting,  and  sale  of  registered 

issues,  1934-1939 12688-12711,  2062-2075 

Control    of    underwriting    groups    over    management    of    companies 

financed "_ 12462-12466,  1824 

Dav-loan  procedure  in  financing  underwriting  transactions.  12539-12543, 1889 

Definition  of  terms 12689 

Documents  used  in,  examples  of: 

Agreements  among  underwriters 1988-2,  2015 

Agreements  for  future  financing  between  issuer  corporations  and 

underwriters ^ 1887-2,  1897-1926,  1931 

Authorization  to  sell  securities 1785 

Day  loan  agreements . 1890 

Loan  and  collateral  agreements  used  by  commercial  banks. .   1891- 1898 

Purchase  contract 201 1 

Purchase  group  letters 1 776, 

1780,  1789-1790,  1792,  1796-1797,  1889-1841,  1850 

Selling  group  letters 1786,  2011,  2015 

Underwriting  agreements 1988,  2015 

See  also  Performance  record  cards. 
"Finders"  or  middlemen  in._   12480-12484-12489-12491,  12516-12518,  1867 

"Frozen  accounts"  in 12494-12497 

Geographical  concentration  in 12710,  2075 

Institutional  character  of  the  securities  market: 

Commercial   banks,   role   of,   in   distribution   of  registered   bond 

issues 13021-1 3025,  2074 

Insurance  company  purchases  of  securities,  analyzed 13025-13035 

Sale  of  securities  by  distributing  groups,  analyzed 12706-12708, 

13021—13022  2074 

Management  fees  in 12380-12382,  12451-12453,  12664-12665 

Management  of  security  issues 12689-12691 

Moral  commitment  resulting  from  membership  in  an  account.   12470-12474, 

1853 

National  scope  of , 12386-12388 

Operations  followed  by  Smith,  Barney  &  Co.: 

As  manager  or  co-manager  in  flotation  of  issues 12534-12535, 

1887-1-1887-2 

As  underwriter  in  issues  managed  bv  others 12534-12535,  1887-4 

Investigation  of  industrial  issues..-*... 12534-12535,  1887-8 

Performance  records  kept  in..   12661-12662,  12681-12683,  1888,  2043-2047-2 
Preparing  registration  statements  under  Securities  Act  of  1933 1887-2 
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I  n vestment  banking — Continued.  Page 

Pricing  in 12531,  12634-12635,  12638 

Professional  character  of 12405,  12482-12484, 

12491-12493,  12496-12498-12535-12538,  12654-12655 

Public  interest  in 12497-12498,  12530-12532,  12535-12536 

Rating  services  for  security  issues 12692-12693 

Reciprocity  in 12593-12594,  1955 

Risk  in 12497,  12599-12600,  1963 

Trading  accounts  in 12364-12372 

See  also  Agreements,  etc.,  underwriting  groups. 

Irving  Trust  Companv 1848,  1850,  1889,  2011 

Jackson  &  Curtis - -  2011,  2015,  2041,  2064-207 1 

Jaynes,  E.  H 1847-1-1847-8 

Jesup,  Edward  N 12639,  1981,  1996 

Jewel  Tea  Company,  Inc.  financing 1783,  1817 

Johnson,  George  W J.2883  1804 

John  Hancock  Mutual  Life  Insurance  Co 13030-13035 

Johnston,  O.  C 1852-2 

Jones, &  Lauglilin  Steel  Corporation  financing 12388-12389, 

12511-12512,  1809,  1864 

Kahn,  Otto  EL,  testimony  before  Pecora  committee,  quoted 12498 

Kalman  &  Company _._   12662,  2011,  2015,  2041 

Kean,  Taylor  &  Co 2011,  2015,  20U 

Keidel,  Louis 1820,  1828 

Kellogg  Manufacturing  Company 1862-2 

Kellogg,  Morris 1862-2 

Kelly,  Dana 12425,  12427-12428,  12458,  1820-1821,  1828,  1837, 

Kelly-Springfield  Tire  Co.  financing 1783 

Kelsey  Wheel  Co.  financing 1783,  1817 

Kennard.  C.  W -' 1877 

Kennedy,  R.  O _■_   12395-12396,  13015-13016,  181 4 

Kentucky  West  Virginia  Gas  Companv  financing 13018-13019 

Kerr  &  Bell - 12685,2057 

Kidder,  Peabody  &  Co.  (old  firm) 12344,  1781,  1861 

Kidder,  Peabody  &  Co.  (new  firm) : 

Day  loan  procedure  in  financing  "underwriting  transactions 1894 

Originations  of,  and  participations  in  security  issues,  and  negotiations 
therefor: 

Securities  of: 

Shell  Union  Oil  Corp 1985,  1991-2,  2011,  2015,  2041 

Other  companies 12479,  1804,  I860,  1863 

Total  originations,  1934-June  1939,  referred  to 2064-2071 

Performance  records  kept  by 12682,  2045 

Kirchofer  &  Arnold 1917 

Kleinwort  Sons  &  Co , 12346,  12363,  13011 

Klepper,  A.  B 1798,  1802-1803 

Knickerbocker  Ice  Company  financing 1 783 

Kooney,  J.  D 12517-12518,  12528,  1867,  1872,  1874,  1882-2-1884,  1886 

Koppers  Company  financing 12511,  1863 

Krayer,  Fred !___: 12509,  1862-1 

Kress,  S.  H.,  &  Company  financing 1783,  1817 

Kuhn,  Loeb  &  Co.: 

Agreement  with  Guaranty  Co.  of  N.  Y.  on  American  Smelting  and 

Refining  Co.  financing 12494,  1848-1851 

Attitude  toward  competition 12481,  12485,  12503,  1858-1860 

Originations  of,  and  participations  in  security  issues,  and  negotiations 
therefor: 

Interparticipations  in  issues  managed  by  selves  and  seven  other 

firms 12705-12706,2073 

Securities  of: 

Armstrong  Cork  Co 12479- 

12481,  12500-12503,  12507-12508,  1858,  1860 

Cleveland  Cliffs  Iron  Co 12426, 

12440,    12442,    12450-12452,    12457,    12476,    12494-12495.    1823, 
1831-1884,  1889-1841,  1845-1847-3. 
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Kuhn,  Loeb  &  Co. — Continued. 

Originations  of,  and  participations  in  security  issues,  and  negotiations 
therefor — Continued. 

Securities  of — Continued.  Page 

Shell   Union   Oil   Corp ___   12639- 

12640,  12652,  1993,  1995,  1998,  20T1,  2015,  2041 

Wilson  &  Co 12512,  12514,  12528-12532,  1882-2-1883,  1885 

Youngstown  Sheet  &  Tube  Co...   12486-12487,  12489-12491,  1859 

Other  companies 12368-12370,  12372-12373,  1804,  1863 

Total  originations,  1934- June  1939,  amount  and  quality 12691- 

12703,  2064-2071 

Payments  to  M.  L.  Freeman .  12489-12491 

Sharing  of  commissions  with  Lehman  Brothers  __   12368-12370,  12372-12373 

Testimony  of  John  M.  Schiff 12477-12508 

Testimony  of  Lewis  L.  Strauss 12477-12508 

Kuppenheimer,  B.,  &  Company,  Inc.  financing 1783,  1817 

Ladenburg,  Thalmann  &  Co.: 

Agreement  on  Standard  Gas  &  Electric  Co.  System  financing     12551-12554, 
12560-12561,  12614,  12618,  12622,  13018,  1926,  1928,  1931 

Stock  interest  in  Standard  Gas  &  Electric  System 12551- 

12552,  12576,  1926 

Bought  out  by  Emanuel-Loewenstein  interests 12576-12577,  12603 

Originations  of,  and  participations  in  security  issues,  and  negotiations 
therefor : 

Securities  of: 

Standard  Gas  &  Electric  System 12553-12555, 

1929,  1931,  1940-1,  1940-3-1940-4 

Other  companies 1781,  2011,  2015,  2041 

Laffev,  Heredity  C 12642,  2002,  2005 

Laird,  Bissell  &  Meeds 2011,2015,2041 

Lake  Superior  and  Ishpening  Railroad  Company. 1818 

Land  &  Sea  Investment  Co 1907 

Land,  James  N .... 12504,  1860 

Lane,  Piper,  &  Jaffrey,  Inc 1795 

Langley,  W.  C . 12559-12560,  1970 

Langley,  W.  C,  &  Co.... 12559-12560,  12606-12609, 

1940-1,  I94OS-I94O-4,  1965,  1967-1,  2064-2071 

Lawyers  Title  &  Trust  Co.  financing 1783 

Lazard  Freres  &  Co.: 

Originations  of,  and  participations  in  security  issues,  and  negotiations 
therefor: 

Securities  of: 

Shell  Union  Oil  Corp 12630-12631,  12637, 

1977,  1979,  1982,  1984-1985,  1991-2-1992,  1994,  2011,  2015,  2041 

'Wilson  &  Co 12512,  12528,  1882-2-1888,  1885 

Other  companies 124Q9,  12479,  1781,  1855-1,  1860 

Total  originations,  1934- June  1939,  referred  to 2064-2071 

Leadenhall  Securities  Corp 12584,  12599,  1949-1951,  1960-1961-1,  1968 

Lee,  Higginson  &  Co 12551,  12628-12629,  1 929,  1940-1,  1940-3,  1974 

See  also  Lee  Higginson  Corporation. 
Lee  Higginson  Corporation: 

Originations  of,  and  participations  in  security  issues,  and  negotiations 
therefor: 

Securities  of: 

Shell  Union  Oil  Corp 12628-12631,  12633-12635,  12637-12642, 

12652,  1973,  1979,  1981,  1991-2,  1994-1996,  2011,  2015,  2041 

Other  companies 12512,  12528,  1868,  1882-2-1883,  1885 

Total  originations,  1934-June  1939,  referred  to 2064-2071 

See  also  Lee,  Higginson  &  Co. 

Legh-Jones,  G 1992 

Lehman,  Allan  S 1798 

Lehman,  Arthur 12351,  1782,  1798,  1806 

Lehman  Brothers: 

Agreement  with  First  Boston  Corp.  on  Associated  Gas  &  Electric  Co. 

financing 12475,  1857-4-1857-5 
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INDEX  XVII 

Lehman  Brothers — Continued.  Page 

Agreement  with  Goldman,  Sachs  &  Co.  and  First  Boston  Corp.  on 

Utilities  Power  &  Light  financing 12471-12472,  1854-1-1854-3 

Commissions  shared  on  trading  and  brokerage  accounts  by 12367-12373, 

13007,  1788 
Companies  allotted  to,  in    1926  agreement  with  Goldman,  Sachs  & 

Co ----- 12354-12356,  1783 

Competition  for  accounts  covered  by  agreement 12403-12405 

Competitive   bidding  on    Cincinnati   Union   Terminal   Co.,   security 

issuer .. 12407-12408,  13010 

Directorships  in  companies  financed  by 12356-12359,  12398-12503, 

12408-12412,  1814-1815 
Originations  of,  and  participations  in  security  issues,  and  negotiations 
therefor: 

Securities  of : 

Brown  Shoe  Co.,  Inc 12380-12382, 

12404-12405,  1783,  1798-1803,  1817 

Cleveland  Cliffs  Iron  Co :_'  12425, 

12427-12430,  12438,  12440-12442,  12447-12454,  12466-12467, 
12476,  1820-1821,  1831-1834,  1836,  1839-184%  1845-1847-3 

Cluett,  Peabody  &  Co 12385,  12395-12402, 

12405-12406,  12410-12412,  13013,  13015-13017,  1814-1817 

Continental  Can  Company,  Inc 12385-12386, 

12388-12389,  1783,  1806-1809,  1817 

Cuyamel  Fruit  Company 12376-12377,  1783,  1796 

Detroit  City  Gas  Co 12350,  1777-1779.  1783 

Endicott  Johnson  Corporation.  12380,  12383,  1783,  1798,  1804,  1317 

General  Cigar  Company 12346,  13011* 

General  Foods  Corporation 12385, 

12389-12393,  13007,  13014-13015,  1783,  1810-1811,  1817 

Gimbel  Brothers,  Inc 12374,  1783,  1789,  1817 

B.  F.  Goodrich  Company 12349, 

12356,  13274,  12385,  1773-1776,  1783,  1791-1798,  1817 

Indianapolis  Power  &  Light  Co 12469-12471,  1852-1-1856 

Lehn  &  Fink  Products  Co 12351,  12367,  1782-1783,  1817 

R.  H.  Macv  &  Co-._- 12359,  12385,  1780-1781,  1788,  1817 

The  May  Department  Stores  Co__-    12374-12375,  1783,  1790,  1817 

National  Dairy  Products  Corp 12393-12395, 

13007-13008,  1782-1788,  1798,  1812-1813,  1817 

N.  Y.  State  Electric  &  Gas  Corp 12475,  1856,  1857-2-1857-4 

Pet  Milk  Company 12378-12379,  1783,  1797,  1817 

Pillsbury  Flour  Mills,  Incorporated 12359, 

12374,  1783,  1794-1795,  1817 

Shell  Union  Oil  Corp.... 12630, 

12639,  12662,  1978,  1978-1979,  1985,  1991-2-1993,  1995-1996, 
1998,  2011,  2015,  2041. 

Other  companies 12365, 

12368-12373,  13007-13011,  1783,  1-817,  1858 

Total  originations,  1934- June  1939,  referred  to 2064-2071 

Organization  of 12345 

Relations  with  Goldman,  Sachs  &  Co.     See  entries  under  Goldman, 
Sachs  &  Co.,  relations  with  Lehman  Brothers. 

Stipulation  concerning  exhibits 1838 

Stockholder    and    officer    participation    in    underwriting    syndicates 

headed  by 12376-12378,  1796,  1797 

Testimony  of  John  M.  Hancock 12344-12413 

Lehman,  Herbert  H 12352-12353,  1782-1783 

Lehman,  Philip 12347,  12386,  1798,  1806,  1808,  1815 

Lehman,  Robert 12345, 

12348,  12370,  12389-12390,  12451,  12453,  1798,  1811-1813,  1833, 

1852-1-1852-3,  1855-1-1855-2 

Lehn  &  Fink  Products  Company  financing 12351,  12367,  1782-1788,  1817 

Leib,  George ; 1862-2 

Leness,  George 12526,  1862-2,  1880-1881 

Lexington  Water  Power  Company 1900 
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Lietz,  Leonard,  A.  G.  financing 1783 

Lincoln  National  Life  Insurance  Co.,  The 1 13030-13035 

Linsley,  Duncan  R 12525-12526,  12532-12533.  1880,  1882-1,  1885 

Lipper,  Arthur,  &  Co 1781 

Lban  and  collateral  agreements  used  by  commercial  banks,  examples  oi..   1891- 

1893 
Loewenstein,  Alfred,  acquisition  of  interests  in  Standard  Gas  &  Electric 

System...  ^ 12558,  12562-12573,  12602-12604,  1932-1933,  1971 

See  also  Hydro-Electric  Securities  Corporation. 

Loewenstein,  Robert 1947,  1961-2 

Long-Bell  Lumber  Company  financing 1783,  1817 

Loree,  L.  F *. 1926 

Loring,  A.  C 1795 

Louisville  Gas  &  Electric  Company  financing 12602, 

13018-13019,  1940-1,  1952-2,  1961-2 

See  also  Standard  Gas  &  Electric  System. 

Lynch,  B.  W 1927 

Lyons,  Barrow,  testimony  of 12682-12683 

Mackubin,  Legg  &  Company 2011,  2015,  2041 

Macy,  R.  H.,  &  Company,  Inc.  financing..0.   12359,  12385,  1780-1781,  1783,  1817 
Management  fee  in  investment  banking.  12380-12382,  12451-12453,  12664-12665 

Management  of  security  issues  by  single  firm,  advantages  of 12390-12392 

Manhattan  Shirt  Company  financing 1783,  1817 

Manufacturer's  Trust  Co.  of  New  York 1890 

Marine  Midland  Trust  Co 1889 

Marks,  Laurence  M.,  &  Co 2011,  2015,  2041 

Market  Street  Railway  Company,  See  Standard  Gas  &  Electric  System  __   13018 

Marshall, 1856 

Martin, 1 862-2 

Massachusetts  Mutual-Life  Insurance  Co 13030-13035 

Mather,  Samuel 12487,  1859 

Mather,  William  G 12425, 

12439-12440,  12462,  12476,  1818,  1820,  1822,  1824,  1830 

Mathers,  Lloyd,  testimony  of ^. 12475-12476,  12528,  12671 

Mathey,  Dean: 

Activities  in  Shell  Union  Oil  Corp.  financing...   12639,  12652-12656,  2013-2 

Testimony  of 12651-12657 

Matthiessen, 1896 

May  Department  Stores  Company,  The  financing.   12374-12375,  1783,  1790,  1817 

May,  Florence  G 12375 

May,  Rosa . 12375 

Mazur,  Paul  M _\ 1798 

McCarthy,  E.  R 1799 

McCarski,  —  — 1947 

McCurliffe,  T.  E .1794 

McDonnell  &  Co 1781 

McEldowney, 1859 

Mci:idowney,  Howard  V , 2014 

Mclnnernev,  Thomas  H 12394-12395,  1812-1813 

McKesson  &  Robbins,  Inc.  financing 12485-12486 

McKinney  Steel  Holding  Company 1847-2-1847-3 

McRoberts,  Samuel 1870 

Meakins,  B.  A 1819 

Mellon  National  Bank 1861 

Mellon  Securities  Corporation: 

Participation  in  security  issues 12389,  1809,  1863,  1940-1 

Interparticipations  in  issues  managed  by  selves  and  other  firms. .    2073 

Performance  records  kept  by 12682,  2046 

Total  originations,  1934-June  1939,  referred  to 2064-2071 

Merck  &  Company,  Inc.  financing 1788,  1817 

Merica,  Wm.  J.,  &  Co 1904 

Merill  Lynch  &  Co.  Inc t 13029,  1781,  2011,  2015,  2041 

Merrill.  Turben  &  Co 2011,  2015,  2041 

Metropolitan  Edison  Company 1899 

Note. — Figures  in  roman  type  refer  to  text  page  numbers  ;  figures  in  italic  are  exhibit 
numbers.     For  pages  on  which  exhibits  appear,  see  Schedule  of  Exhibits. 
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Metropolitan  Life  Insurance  Co.,  purchases  of  security  issues  by..   13029-13035, 

1870,  2005 

Middle  West  Utilities  Company 1971 

Miller, : 1 823 

Minsch  Monell  &  Co.,  Inc , 1912 

Mitchell,  Charles  E . 12494,  12496 

Mitchell,  Sidney  A 12343-12344 

Mitchell,  Steele 12439,  12442-12443,  1822,  1830,  1844 

Mitchum,  Tully  &  Co 2011,  2015,  2041 

Mode  O'Day  Corporation  financing 1906 

Moody's  Investors  Service 12672,  12692-12693,  1887-2 

Moore,  Leonard  &  Lynch !____   12683-12684,  2053 

Morgan,  J.  P.  &  Co 12344,  12384 

Morgan,  J.  Pierpont 12344 

Morgan  Stanley  &  Co.  Incorporated: 

Attitude  o#  investment  bankers  toward 12383-12384,  1804 

Originations  of,  and  participations  in  security  isues,  and  negotiations 
therefor : 

Interparticipations  in  issues  managed  by  selves  and  seven  other 

firms . 12705-12706,  2073 

Securities  of: 

Shell  Union  Oil  Corp 12634, 

12640-12650,    12653-12654,    12658-12660,  12667-12669,   1985, 
1991-2-1992,  1998-1999,  2000-2-2015,  2041. 

Other  companies ...  1804,  1864 

Total    originations,    September    1935-June    1939,    amount    and 

quality 12691-12703,  2O<5.f-20?7 

Practices  followed  by,  in  issues  managed: 

Familiarity  with  distributing  ability  of  dealers 12661-12662, 

12681,  12683-12686,  2048-2061 

Performance. records  kept  by 12661-12662,  1268,  2043 

Procedure  in   notifying  underwriters   of  securities  reserved  for 

them 12671-12672 

Relations  with  dealers "_ 12681-12686,  2048-2061 

Underwriters,  criteria  used  in  determining  the  amounts  reserved    ' 

for '. .12669-12671,  2042-1-2042-5 

Underwriting  agreement  of,  discussed 12664-12667 

Disposition  of  unsold  bonds  under  Article  VIII 12665-12667, 

12673-12679 

Overoffering  to  selling  group 12667-12668 

Questionnaire  covering  distribution  of  three  security  issues.   12706,  13021,  #074 
Testimony  of: 

Perry  E.  Hall 12667-126S6 

Harold  Stanley : 12658-12686 

John  M.  Young 12681-12686 

Morris, 1859 

Morris,  Richard  L 12451,  12453,  12457,  1838,  1836-1837,  1844 

Morrison,  M.  A 1926 

Moseley,  F.  S.  &  Company 2011,2015,  2041,2064-2071 

Mountain  States  Power  Company,  financing 13018-13019,  1952-2 

See  also  Standard  Gas  &  Electric  System. 

Mulligan,  R.  L 1862-2 

Munsirigwear,  Inc.  financing . 12375,  1783,  1817 

Murphy,  G.  M-P.,  &  Co.... 1909,  2011,  2015,  2041 

Mutual  Benefit  Life  Insurance  Co.,  The 13030-13035 

Mutual  Life  Insurance  Co.  of  New  York,  The 13029-13035 

National  Aviation  Corporation 12432 

National  Bank  of  Commerce 12378,  1861 

National  City  Bank  of  New  York,  The 12462,  1889-1891,  1894 

National  City  Company : 12344,  1859,  1861,  1974 

National  Cloak  &  Suit  Company  financing 1783 

National  Dairy  Products  Corporation  financing 12350, 

12380,  L2393,  12395,  13007-13008,  1783,  1^98,  1812-1813,  1817 

National  Electric  Power  Company 1971 

National  Enameling  &  Stamping  Company  financing 1788,  1817 

Ncve. — Figures  in  roman   type  refer  to  text  page  numbers  ;  fisures  in  italic  are  exhibit 
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National  Recovery  Administration 12493 

National  Securities  Association 12538 

National  Shawmut  Bank _• .,__ 1889 

Naumburg,  E.,  &  Co ..... 1781 

Nehemkis,  Counsel  Peter  R.,  Jr.: 

Correspondence  concerning  exhibits .   13007-13014, 

13017-13020,  1809,  1888,  1857-1,  1895-1-1895-2,  1972,  2014 

Summary  of  Standard  Gas  &  Electric  System  testimony  by 12602-12604 

Newberger,  Henderson  &  Loeb . 1 781 

Newbold's,  W.  H.,  Son  &  Co.:. ....  2011,  2015,  2041 

Newborg  &  Co '____     1781 

Newman,  Saunders  &  Co.,  Inc : :■__      1796 

Newton,  Maurice.'. . .. 12523,  12525,  1877 

New  Jersey  Power  &  Light  Co . '  1902 

New  York  City: 

Concentration  of  security  sales  in 12710,  2075 

Security  issues  managed  by  firms  m___. 12691-12704,  12710,  2062,  2071 

New  .York  Clearing  House : . ± '. 1889 

New  York  Life  Insurance  Co 13029-13035 

New  York  State  Electric  &  Gas  Corporation  financing. 12475,  1856-1857-4 

New  York  Stock  Exchange 12506,  1887-2 

New  York  Trust1  Co.,  The '.. 13028,  1850,  1889 

North  American  Power  &  Light  Company... .._:    12578-12579,  1944,  194.6,  1948 

See  also  Williams,  Harrison. 

Northern  States  Power  Company  financing 13018-13019, 

1863,  1907,  1940-1,  1952-2 

See  also  Standard  Gas  &  Electric  Svstem. 

Northwestern  Mutual  Life  Insurance  Co .. 13030-13035 

Norwich  Pharmacal  Co 1 ■ 1911 

Nye,  George  L • 1866-1-1866-2 

O'Brien,  John  J .' 1   12558,  12570,  1926,  1984 

O'Connor, .... , . 1877 

Odium,  Flovd  B . ...J 1854-1-1855-4 

Oklahoma  Gas  &  Electric  Company  financing  12602,  13018-13019,  1940-1',  1952-2 
See  also  Standard  Gas  &  Electric  System. 

O'Reilly,  C.  H . ..     1926 

Osborne,  J.  Lyle . • 2052 

Otis  &  Co -_.-. .' 1792-1793,  1863,  2064-2071 

Otis  Elevator  Company ,__ 12432 

Otis  Steel  Company,  The . . 12460,  1843 

Pacific  Gas  &  Electric  Company  financing ^ 12343 

Paine,  Webber  &  Co 2011,  2015,  2041,  2064-2071 

Palmedo,  Roland ___.-. r '  1837 

Palmer,  C.  R 12396-12399,  12410,  13012-13013,  13016-13017,  1814,  1816 

Pam,  Albert 12590,  12607,  12611,  1954-1-1954-2,  1959,  1962,  1966-1967-2 

Panhandle  Eastern  Pipe  Line  Company  financing.  .  _■ -_      1894 

Paris-Lyons  Mediterranean  Co.  financing „_., !      / 783 

Parrish  &  Co :...     1863 

Passmore,  Roy :__• 12501-12502,  12507,  1860 

Payne,  Paul . . 1 1981,2002,2004 

.Pecora,  l.rdinand.. . 12498 

Penn  Mutual  Life  Insurance  Co.,  The....    13030-13035 

Pennsylvania  Power  &  Light  Co --      1889 

Performance  records  kept  by: 

E.  B.  Smith  &  Co . 1888 

Harriman,  Ripley  &  Co.,  Inc 12682-12683,  2047-1-2047-2 

Kidder,  Peabodv  &  Co , : 12682,2044 

Mellon  Securities  Corporation , 12682,  2046 

Morgan  Stanley  &  Co.  Inc v___    12661-12662,  12681,2043 

Smith,  Barnev'&  Co .1 12QS2,.1888 

White,  Weld*&  Co ... 1268?,  2045 

Perry,  Arthur,  &  Co.  Incorporated .' 2011,2015,2041 

Pet  Milk  Company  financing 12378-12379,  1788,  1796-1*97,  1817 
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Few,  J. '  Howard 1862-2 

Pew,  J.  M . 1862-2 

Philadelphia  Company- 
Absorption  into  Standard  Gas  &  Electric  Co 12573-12574,  1935 

Security  issues  of— 13018-1 3019,  1929-1980,  1940-1,  1940-3 

See  also  Standard  Gas  &  Electric  System. 
Philadelphia  Ele'ctric  Company : 

Distribution  of  $130,000,000  1st  mtge.  3^'s  of  1967,  analyzed 13021, 

13025^13035,  2074-2075 

Philip  Morris  &  Company,  Ltd.,  Inc.  financing 2000-2 

Phillips-Jones  Corporation  financing, 1783 

Phoenix  Hosiery  Company  financing 1783, 1 817 

P.ierce  Petroleum  Corporation  financing • ' 1 788 

Pillsbury  Flour   MUls,  Inc.  financing 12359,12374,1788,1794-1795,1817 

Pillsbury,  John  S 1795 

Pittsburgh  Railways  Company,  See  Standard  Gas  &  Electric  System 

Pittsburgh  Utilities  Corporation  financing 1929-1980 

See  also  Standard  Gas  &  Electric  System. 

Poor's  Institutional  Holding  of  Securities. .. J 13029 

Poor's  Investor's  Service. 12672,  12692-12693 

Porter,  A.  W.,  Inc '. , 1919 

Postum  Co.,  Inc.  financing . 1788 

Potter,  E.  A.,  Jr . 12515-12516, 

12520-12524,  1866-1-1866-2,  1867,  1877-1879,  1886 

Powlison,  Keith :_ . 1860 

Prentis   K.  W.   Jr  _  __•_  12508 

Price,  Waterhouse  &Co 12524, 1862-2} 1864,  ~1~8"7,  2002 

Preferred  stocks,  introduction  of,  to  securities  markets ]  2358-12359 

Pressprich,  R.  W.,  &  Co 2011,  2015,  2041 

Primrose,  —  — "_■_   1862-2 

Pritchard,  H.  T 1852-1,  1852-3 

Professional  character  of  investment  banking 12405,  12482-12484, 

12491-12493,  12496-12498,  12535-12538,  12654-12655 

Prospectus,  preparation  of 1887-2 

Prosser,  Seward _• 12486-12487 

Provident  Mutual  Life  Insurance  Co ---.i 13030-13035 

Prudential  Insurance  Co.  of  America,  The 13029-13035,  1870 

PubLc  Service  Company  of  Mexico  financing.. ■. 13018-13019 

Public  Utility  Holding  Company  Act .  _  . .' 1966,  1967-2 

Purchase  contract,  example  of . 2011 

Purchase  group  letters,  examples  of L 1776* 

1780,  1789-1790,  1792,  1796-1797,  1839-1841,  1850 

Pure  Oil  Company  financing 12478,  12541,  1862-2,  1889,  1894 

Pynchon  &  Co i . 1898 

Fating  services . . 12692-12693 

Reciprocity  in  selection  of  underwriting  groups ^ 12^39-12443, 

12445,  12448,  12593-12594,  183d,  1955 

Redmond  &  Co ,. 1781 

Reed  Drug  Companv . •__      1914 

Reed,  Smith,  Shaw  and  McClay 12554,  1928 

Registration  statements,  See  Securities  Act  of  1933. 

Reinholdt  &  Gardner 12662,2011,2015,2041 

Reis,  Robert,  &  Company  financing 1788 

Republic  Steel  Corporation: 

Proposed  merger  with  Corrigan-McKinnev  Steel  Company 12418, 

-  12450,  1820,  1823,  1831,  1884-1835 

Stock  interest  in,  held  by  Cleveland-Cliffs  Iron  Co 12460, 

12466,  1843,  1845-1847-3 

Rich,  Charles 12375 

Riggs,  R.-T 12559 

Riter  &  Co 1985,  1991-2,  2011,  2015,  2041 

Robinson  Miller  &  Co 1912 

Rockefeller   Averv  12601 

Rollins,  E.  H . ,  &  Sons,  ~Inc  _"_"  1.1 2387,  1 8~56~  1 940-1 ~ 201 1 ',  '2~015~ 204 1 ,  2064-2071 
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Rosen,  Walter  T 12561,  12614,  1931 

Rotan,  George  V . 2054-1-2054-2 

Rotan,  George  V.,  Co ; 12684,  2054-1-2054-2 

Rothschild,  L.  F.,  &  Co 2011,2015,2041 

Rovensky,  John 12378,  1797 

Rosenwald,  Julius,  estate  of _.._   12367,  13010-13011,  1784,  1787 

Russell,  Faris  R 12517-12519,  12522-12524,  12533-12534,  1867,  1877,  1886 

Russell,  P.  N 12475 

Russell,  Stanley  A 1977 

Sachs,  Arthur 12351,  1782 

Sachs,  Howard 12472,  1854-1 

Sachs,  Walter  E.: 

Activities  in  Brown  Shoe  Co.  financing . 1800-1801 

Supplementary  information  submitted  by 12346, 

12354,  12367,  13010-13011 

Testimony  of 12344-12413 

Sack,  I i.w 1846 

Safro,  Hermann 1866-1-1866-2 

St.  Paul  Gas  Light  Company  financing 1783 

Salomon  Brothers  &  Hutzler 1781,  1973,  2011,  2015,  2041,  2064-2071 

San  Antonio  Public  Service  Company  financing 1783 

San  Diego  Consolidated  Gas  &  Electric  Company  financing.   13018-13019,  1940-1 
See  also  Standard  Gas  &  Electric  System. 

Schiff,  Jacob 12485 

Schiff,  John  M.: 

Activities  in  Armstrong  Cork  Co.  financing 12480-12485,  12500,  1858 

Testimony  of ....j 12477-12508 

Schiff,  Mortimer 12485,  1859 

Schoellkopf,  Hutton  &  Pomeroy,  Inc 2011,  2015,2041 

Schrobanco,  *See  Schroder,  J.  Henry,  Banking  Corporation. 

Schroder,  Baron  Bruno.'. '. ...   12570-12572,  12575,  1984-1989 

Schroder,  J.  Herry,  &  Co.: 

Activities  in  efforts  to  regain  collateral  pledged  by   United  States 

Electric  Power  Co 12581-12582, 

12585-12607,  1946-1948,  1952-1,  1954-2,  1955-1967-1 

Agreement  with  Schroder,  Rockefeller  &  Co.  Inc 12601,  13017,  1964 

Stock  interest  in  Schroder  Rockefeller  &  Co.  Inc 12601 

See  also   Fuller,    C.    P.;   Schroder,   J.    Henry   Banking   Corporation; 
Schroder  Rockefeller  &  Co.,  Inc. 
Schroder,  J.  Henry,  Banking  Corporation: 

Activities  in  attempts  to  control  Standard  Gas  &  Electric  Svstem —   12556- 
12557,  12559-12560,  12566,  12569-12571,  1933-1934 
Activities  in  efforts  to  regain  collaterial  pledged  by  United  States 

Electric  Power  Co 12581-12582, 

12585-12607,  1946,  1948,  1952-1,  1954-2,  1955-1967-1 
Agreement  concerning  future  financing  of  Standard  Gas  &  Electric 

System 12574-12575,  1936-1939 

Participations  in  Standard  Gas  &  Electric  System  financing 12563, 

1982,  1940-1 
See  also  Fuller,  C.  P.;  Schroder,  J.  Henry  &  Co.;  Schroder  Rockefeller 
&  Co.,  Inc. 
Schroder  Rockefeller  &  Co.,  Inc.: 

Activities  in  Standard  Gas  &  Electric  System  financing 12601, 

12603,  13017,  1964 

Organization  of 1260 1 

Participation  in  Koppers  Co.  financing 1863 

Testimony  of  Carleton  P.  Fuller 12565,  12568-12624 

See  also  Fuller,  C.  P.;  Schroder,  J.  Henry  &  Co.;  Schroder,  J.  Henry 
Banking  Corp. 

Schroder  Trust  Co 12564,  1961-1 

See  also  Beal,  G.  F. 
Schrodpriv,  See  Schroder,  J.  Henry,  &  Co. 

Schumann,  G.  Reginald 12568-12569,  1983 

Schwabacher  &  Co : 12683-12684,  2011,  2015,  2041,  2052 

Scott  &  Stringfellow 2011,  2015,  2041 
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Seaboard  National  Corporation 12559 

Seagrave,  Lewis  H 12559,  1947,  1954-2 

Sears,  Roebuck  &  Co. : 

Employees  Profit  Sharing  Fund  of 12375 

Sale  of  stock  held  by  Julius  Rosenwald  fund _    12367,  1784-1787 

Security  issues  of . 12357,  12367,  12385,  1783,  1817 

Securities  Act  of  1933: 

Exemptions  from  registration  requirement  under 1 2690 

Management  fee  under 12381-12382 

Preparing  registration  statements  under ■_  .  12532 

12690,  1810,  1862-2,  1887-2,  2062 
Securities  and  Exchange  Commission: 

Contributions  to  investment  banking  business J  2537 

See  also  Henderson,   Commissioner  Leon;  Nehemkis,   Counsel   Peter 
R.,  Jr.;  Securities  Act  of  1933 

Security  dealers,  purchases  of  securities  by,  amount 12707,  207 '4 

Security  issues  in   the   United  States,   1934- June   1939,   analysis'  by   Dr. 
Oscar  L.  Alt  man. 

By  type  of  security 12690,  2063 

By  the  United  States,  states,  municipalities,  etc 12690 

Registered  issues  managed  by  38  leading  investment  banking  firms, 

amount  and  quality _ 12690-12704,  2064-2072 

Total .' 12690,  2062-F063 

Seibert  &  Riggs . 1 2568- 1 2569,  1 2598,  1 2604,  1 3020,  1 933 

Seligman,  Eustace ,. 1837 

Seligman,  J.  &  W.,  &  Co . •_ 1781,  1985,  1991-2 

Selling  group  letter,  preparation  of 1887-2 

Selling  group  letters,  examples  of 1786,  2011,  2015 

Serf,  Floyd  D.,  Co 1910,  1914 

Sheffield  Farms  Company  financing _ 1782 

Sheffield,  Frederick _• ■_ _  _    1862-2 

Shell  Oil.Co.,  Inc.  (San  Francisco) _• 2010 

See  also  Belither,  S. ;  Shell  Union  Oil  Corp. 

Shell  Petroleum  Corporation  (St.  Louis) . 1989 

Shell  Pipeline  Corporation  financing 197.4 

Shell  Union  Oil  Corporation  financing: 

Dav  loan  procedure  in "_ 12542,  1889 

Difficultv  in  disposing  of  issues 12649-12650,  12669,  12672- 

12673,  12685-12686,  1989,  1991-2-1992,  2055-2058,  2061 

Discussions  in  1937  for  redemption  of  preferred  stock 1993-1995 

Desire  of  underwriters  for  a  "solid  front".    12652-12657,  2013-1-2013-2 
Reduction  in  interest  rate  sought  from  Equitable  Insurance  Co__   12647, 

2005-2006,  2008 

With  Dillon,  Read  group 12637-12640,  12652-12653,  1995-1998 

With  Equitable  Life  Assurance  Society 12643-12647,  2002-2005 

With  Morgan  Stanley  &  Co 12640-12647,  1999,  2001 

Discussions  with  bankers  prior  to  1936  financing 12629-12633, 

1973,  1975-1984,  1986-1987 

Formation  of  the  1936  syndicate 12634,  1985,  1991-2' 

Agreement  among  underwriters 198S,  2035 

Management  fee  waived ' 12636,  1991-1 

Participations 1985,  1991-2,  2011,  2015,  2041 

Pricing  of  various  issues i 12634-12635, 

12638,  12645-12649,  12658-12659,  12672-12673.  2005-2010 

Procedure  of  company  in  issuing  securities,  discussed 12633,  12644-12645 

Refunding  through  Morgan  Stanley  &  Co.  Inc.  in  1939, 12646-12650, 

12660-12663,  2003,  2006,  2008-2011,  2014-2015 

Distribution  to  the  selling  group,  practices  followed  in 12667-12680; 

201 1 

Selection  of  underwriting  group 12660-12664,  2011,  2015,  2041 

Testimonv  of: 

Stanl'ev  W.  Duhig 12626-12651 

R.  van  der  Woude 12626-12651 
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Shell  Union  Oil  Corp.  financing — Continued. 

Underwriting  agreements:  Page 

Dillon  Read  &  Co.  agreement  of  1936.   12658-12659,  12676-12677,  1988 
Morgan  Stanley  &  Co.  agreement  of  1939.  _   12665-12668,  12673-12679 

Shepard,  Frank  P 1850 

Shields'  &  Company: 

Participations  in  security  issues  of: 

Indianapolis  Power  &  Light  Co 1855-1,  1855-3-1855-4 

Shell  Union  Oil  Corp 1985,  1991-2,  2011,  2015,  2041 

Other  companies 12671,  2042-8 

Shields,  Paul  V 1855-1,  1855-3-1855-4 

Simpson,  John  L 12587-12589, 

12592,  12614-12615,  12623,  1958-1954-2,  1968,  1970 

Simpson  Thacher  &  Bartlett . '. 1852-2 

Sloss  Sheffield  Steel  &  Iron  Co.  financing 1783 

Smith,  Barney  &  Co. : 

Day-loan  procedure  used  in  underwriting  transactions 12589-12543 

Memorandum  on  Standard  Gas  &  Elec+ric  System  financing.  _  -12621-12622 
Operations  followed  by: 

As  manager  or  co-manager  in  flotation  of  issues 12534-12535, 

1887-1-188  -2 

As  underwriter  in  issues  managed  by  others 12534-12535,  1887-4 

Investigation  of  industrial  issues : 12534-12535,  1887-3 

Originations  of,  and  participations  in  security  issues,  and  negotia- 
tions therefor: 

Interparticipations  in  issues  managed  by  selves  and  seven  other 

firms '. t_     2078 

Securities  of  Shell  Union  Oil  Corp „__  2011,  2015,  2041 

Total  originations,  Dec.  1937-June  1939,  amount  and  quality.   12691- 

12703,  2064-2071 

Performance  records  kept  by 12682,  1888 

Testimony  of: 

William  H.  Coulson 12539-12543 

Joseph  R.  Swan 12477-12538 

See  also  Barney,  Charles  D.,  &  Co.;  Smith,  Edward  B.,  &  Co. 
Smith,  Edward  B.,  &  Co.: 

Access  to  files  of  Guaranty  Trust  Co.. 12513-12514 

Day-loan  procedure  in  financing  underwriting  transactions 12539-12543 

Dealer  performance  record  card  used  by 1888 

Originations  of,  and  participations  in  security  issues,  and  negotia- 
tions therefor: 

Interparticipations  in  issues  managed  by  selves  and  other  firms..     2078 
Securities  of: 

Armstrong  Cork  Co 12478- 

12484,  12501-12503,  12509-12514,  12519-12523,  1860 

Wilson  &  Co.  Inc 12478, 

12512-12533,  1877-1881,  1882-2-1883,  1885-1886 

Other  companies . 12478, 

12509-12512,  1862-1-1863,  1940-1,  1985,  1991-2 

Total  originations,  1934-Dec.  1937,  amount  and  qualitv 12691- 

12703,  2064-2071 
Practices  followed  by,  See  Smith,  Barney  &  Co. 

Succession  to  underwriting  interests  of  Guaranty  Co.  of  N.  Y.  12478-12484, 
12501-12503,  12509-12514,  12519-12523,  1858,  I860,  1862-2, 

1863-1864,  1877 
See  also  Smith,  Barney  &  Co. 

Smith,  Moore  &  Co 12662,  1801,  2011,  2015,  2041 

Smith,  Sherrill _ .. 1862-2 

South  Carolina  Electric  &  Gas  Company  financing 1898 

Southeastern  Power  &  Light  Company 1984 

Southern  California  Edison  Company  financing 1.   1895-2 

Southern  Colorado  Power  Company,  See  Standard  Gas  &  Electric  System. 

Southern  Kraft  Corporation 12432 

Spear  &  Company  financing : ...    12375-12376,  1783,  1817 

Spear,  Nathaniel 12375-12376 

Spencer,  Earle  F : 12684-12685,2055 

Spencer,  Swain  &  Co , 12684-12685,  2055 
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Speyer  &  Co. 12512,  12527-12528,  1882-2-1883,  1885,  1973 

Squire,  Sanders  &  Dempsey 1847-2-1847-3 

Staats,  William  R.,  Co 12662,2011,2015,2041 

Standard  Gas  &  Electric  Company: 

Security  issues  of 13017-13020,  1940-1,  1952-2 

Statistical  data  on_ ._      1971 

See  also  Standard  Gas  &  Electric  System. 
Standard  Gas  &  Electric  System: 

Acquisition  of  utility  properties  from  H.  M.  Byllesby  &  Co 12548 

Agreement  on  future  financing,  1929 12560-12561,  12573-12576, 

12606-12624,  13019-13020,  1931,  1935,  1965-1966,  1967-2-1970 

Enforceability  of,  discussed 12609-12624,  1966,  1967-2-1968,  1970 

Question  of  whether  issuer  was  involved 12613,  12616-12624 

Assets,  total 12550 

Constituent  companies . 12549-12551 

Control : 

Acquisition  of  interests  by  Loewenstein-Emanuel  interests,  1927- 

1928 12558,  12562-12573,  12602-12604,  1932-1935,  1971 

Agreements  among  Standard  Gas  &  Electric  Co.,  H.  M.  Byllesby 

&  Co.,  and  Ladenburg,  Thalmann  &  Co.,  1925-1928„_   12551-12554, 
12560-12561,  12614,  12618,  12622,  13018,  1926-1928 
Bv  H.  M.  Byllesby  &  Co.  through  holdings  of  management  pre- 
ferred stock 12556-12557 

Settlement  between   Byllesby   and  Loewenstein-Emanuel  inter- 
ests  _._.   12572-12574,  1935 

Stockholders  suit  brought  by  Loewenstein-Emanuel  interests  to 

gain  control,  1929 12555-12558,12570-12571,7955 

Corporate  relationships  in .   12549-12557, 

12573,  13018-13019,  1926,  1927,  1935 

Directorships  in . 12575,  1935 

Efforts  of  United  States  Electric  Power  Corp.  to  regain  collateral 

pledged  under  bank  loan 12577-12623,  1944-1971 

Evaluation  of  future  prospects  of,  in  1934 12578,  1943 

Participations  in  security  issues  of,  1926-1929 12554-12555,  1929-1930 

Participations  in  security  issues  of,  pursuant  to  Banking  Memorandum 

of  1929 - 12576-12577,  12618,  1940-1-1940-4 

Reorganization  proceedings  under  77(b) 1966,  1967-2 

Statistical  data  on -     1971 

Stock  interests  in 12549-12551, 

12555-12559,  12562-12563,  12574-12576,  1926-1927,  1935 

Summary  of  testimony  on,  by  counsel 12602-12604 

Standard  Investor's  Guide 12692 

Standard  Milling  Co.  financing 1783 

Standard  Oil  Company  of  Indiana 1862-2 

Standard  Power  &  Light  Corporation  financing 12554-12555, 

13018-13019,  1929-1930 
See  also  Standard  Gas  &  Electric  System. 

Standard  Statistics  Company,  Inc 1887-2 

Stanlev, 1859 

Stanley,  Gilbert 2005 

Stanley,  Harold: 

Activities  in  security  issues ^ 12654,  1864,  2014 

Testimony  of 12658-12686 

Testimony  of,  cited 12344 

Stanton,  Frank  M 12671,  1863,  2042-3 

Starkweather  &  Co 2011,  2015,  2041 

Starring,  M.  B 11 . 1926 

Stern  Brothers  financing 1783 

Stern  Brothers  &  Co 2011,2015,2041 

Stern,  Lawrence,  and  Company  Incorporated 1985,  1991-2,  2064-2071 

Stern,  Warn  pier  &  Co.  Inc._.-* 2011,  2015,  2041,  2064-2071 

Stewart,  Percy  M . 1845 

Stiefel, 1801 

Stiles,  —  — . 1870 

Stix,  Baer,  &  Fuller  Company  financing 1800 
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Stone,  Caleb . 2005 

Stone  &  Webster  and  Blodscet,  Incorporated 12469, 

1863,  2011,  2015,  2041,  2064-2071 

Stowell,  F.  M 1 2375 

Strauss,  Lewis  L. : 

Activities  in  seeuritv  issues 12451- 

12454,  12457,  12501-12503,  12506-12508.  1832-1,  1833,  1836 

Testimony  of 12477-12508 

Stripp,  H.  E 1845 

Stuart,  Charles  B ' _" 12641,  2000-1-2000-2 

Stuart,  Harold  L ■_ 12641,0000-2 

Studebaker  Corporation  financing.... 12376,  1783,  1817 

Studebaker,  James,  3rd 12376 

Succession  to  underwriting  interests: 

E.  B.  Smith  <fc  Co.  to  interests  of  Guaranty  Co.  of  X.  Y 12478- 

12484,     12501-12503,     12509-12514,     12519-12523,    1858,    1860, 
1862-2,  1863-1864,  1S77 

First  Boston  Corp.  to  interests  of  Harris  Forbes  Companies 12475, 

1857-4-1857-5 
Sullivan  and  Cromwell: 
Activities  relating  to: 

Cleveland-Cliffs    Iron    Co.    financing 12457,  1832,  1836,  1839-1841 

New  York  State  Electric  &  Gas  Co 12475,  1856-1857-2 

Relations  of  Lehman  Brothers  with  Goldman,  Sachs    &    Co 12373, 

12394,  12406 

Shell  Union  Oil  Corp.  financing \    2013-1 

Standard   Gas   &   Electric   System T 12569,12592-12593, 

12602,  12607-12615,  1933,  1954-2,  1961-1,  1962,  1966-1970 

Testimony  of  Allen  Welch  Dulles 12607-12624 

Sun  Oil  Company 1862-2 

Surdam  &  Co..., .       2051 

Surdam,  T.  A 2051 

Suter,  F.  L 12504,  12507-12508,  1860 

Swan,  Joseph  R.: 

Activities  in  financing  of: 

Wilson  &  Co 12518-12527, 

1866-1,  1867,  1877-1878,  1880-1881,  1882-2-1883,  1886 

Other  companies 1 2501-12503, 

12506-12507,  12510-12512,  1848-1849,  1851,  1860,  1862-2,  1864 

Testimony  of 12477-12538 

Swartwout  &  Appenzellar 1866-1-1866-2 

Swift  &  Company  financing 12526-12527,  1868,  1877,  1879-1880,  1882-1 

Szold, * , 12425,  1820,  1887 

Thomas,  Joseph  A 12472,  1854-1-1854-8,  1855-2-1855-4 

Tiarks,  Frank 12572,  1934 

Tide  Water-Associated  Oil  Company  financing J    12368, 

12372-12373,  13008,  1998-1994' 

Tilney, „— _■ 1859 

Timpson,  —  — . 1 870 

Toledo  Edison  Company: 

Distribution  of  $30*000,000  1st  mtge.  3^s  of  1968,  analyzed..   13021-13035, 

■      2074-2075 
Tompkins, ~B.  A.: 

Offices  and  directorships  of 12432 

Testimony  of '_ 12432-12468 

See  also  Bankers  Trust  Co.  of  N.  Y.;  Cleveland-Cliffs  Iron  Co.,  financ- 
ing of.  > 

Trading  accounts . '_ 12364-1 2373 

Trask,  Spencer,  &  Co. '._.: 2011,2015,2041 

Travelers  Insurance  Co.,  The 13030-13035 

Trust  agreement,  preparation  of.  : . 1887-2 

Trust  receipt,  example  of .-^ 1890 

Tucker,  Anthony  &  Co :-uiL 2011,  2015,  2041 

Underwood  Typewriter  Co .  financing . 12356,2  783,  1817 

Underwriting  agreement,  preparation  of 1887-2 
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Underwriting  agreements,  examples  of _ 1988-2,  2015 

Underwriting,  defined 1 , 1 2689 

Underwriting  groups: 

Control  by,  over  management  of  companies  financed 12-1 62-1 2466,  182/, 

Factors  considered  in  selecting  members '_    12527-12029, 

12660-12663,  1863,  1882-2-1888 

Reciprocity 12439-12443,  12445,  12448,  12593-12594,  1830,  1955 

See  also  Agreements,  etc.;  investment  banking. 
Moral  commitment  resulting  from  membership  in  an  account.    12470-12474, 

1858 

Union  Central  Life  Insurance  Co 1303a- 13035 

Union  Securities  Corporation 2011,  2015,  2041 

Union  Trust  Co.,  The,  Cleveland,  Ohio 1818 

Union  Trust  Co.  of  Pittsburgh,  The 12478, 

12480,  12512,  12551,  1859,  1861,  1864,  1926,  1940-1,  1940-8 

United  American  Founders  Co 12582-12583,  12605 

United  Cigar  Manufacturers  financing 12346 

United  Founders'  Corporation 1 2559 

United  Fruit  Co . 12377 

United   Railways   Investment  Company.     See  Standard   Gas   &   Flectric 

System. 
United  Railways  Investment  Holding  Corporation.     See  Standard  Gas  & 

Electric  System. 
United  States  Electric  Power  Corporation: 

Capitalization  of,  in  1935 : 1952   : 

Directorships  in 12575,  1936-1989^ 

Standard  Gas  &  Electric  System,  activities  concerning: 

Agreement  on  future  financing 12560-12561,  12573-12570, 

12606-12624,  13019-13020,  1981,  1985,  1965-1966,  1967-2-1968 
Loan  of  $15,000,000  from  banks,  secured  by  Standard  Power  & 
Light  Co.  stock: 

Collateral  redeemed  in  1936 12605,  1965 

Efforts  to  regain  collateral 12577-1 2623,  1944-1971 

Increase  in  collateral  after  defaults  on  interest 1 2578 

Participations  by  United  States  Electric  Power  group  in  secur- 
ity issues _._    12576-12577,  1940-1-1940-4 

Purchase  of  Ladenburg,  Thalmann  interest 12576-12577,  12603 

Stock  interests  in 12559-12560 

United  States  Leather  Company 1 2432 

United  States  Steel  Corporation  financing 13021-13035,  2074-2075 

United  States  Trust  Co.  of  New  York 1889 

Usepco,  See  United  States  Electric  Power  Corporation. 

Utilities  Power  &  Light  Co.  financing 12469-12472,  1853-1856 

Van  Alstvne,  NoeIV&  Co j 1916,  1920-1921 

Van  der  Straaten, _.    12579,  1944-1945,  1947,  1961-2 

Van  der  Woude,  R.  G.  A.: 

Activities  in  Shell  Union  Oil  Corp.  financing ' 12640, 

12642,  12646-12650,  12656,  1975,  1979.  1982,  1984,  1986-1987, 
1989,  1998-1999,  2001,  2003-2010. 

Testimony  of 12626-12651 

Van  Dyke,  J.l 1862-2 

van  Eck,  J.  C,  activities  in  Shell  Union  Oil  Corp.  financing 12636-12638, 

12642,  1973,  1975-1979,  1981-1982,  1984,  1986,  1989-1990,  1992, 
1994,  1999,  2001,  2009-2010. 

Van  Raalte  Company,  Incorporated  financing '. 1783,  1817 

Van  Vorst  Siegel  &  Smith 1 12554,  1928 

Vanwood,  See  Shell  Union  Oil  Corporation. 

Wachner, ___   1820,1822-1828,1837 

Walker,  Burnett 12512, 

12517,  12532-12533,  1862-2,  1864,  1867,  1877,  1882-2,  1885-1886 

Walker,  Elisha '  _   1251^12529,1882-2 

Walker,  G.  H.,  &  Co 13020,  2011,  2015,  2041 

Wall  Street  Journal,  cited 12654 
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Ward  and  Gray 12573 

Wardwell,  Edward,  Jr 1862-2 

Warne.,  Miles 12526,  1880-1882-1 

Warner,  Rawleigh 1862-2 

Watson   J.  W_  1989' 

Wattles',  Gurdon  W".  "  -  "  -  - 1 '.  I  - 1 "  ~.l '.'.  "  "  11  "l868~ "l870~l 878-1 874', 1876-1 

Weeden  &  Co 2011,  2015,  2041 

Weill,  Pierre  David 12631,  1977,  1982 

Weinberg  Sidney  J 12348,12388,  12390-12391,  12395-12396,  12399,  12401, 

12472,  12485,   13012,  13016,  1810-1811,  1854-1,  1854-3,  1855-1 

Weis,  E I860 

Weisheit,  Karl 12509-12510,  12516,  1860,  1862-1,  1866-2,  1887-8 

Wels,  E 1877,  1887-2 

Wels,  Richard  H.,  testimony  of 12688 

Wells,  Dickey  Company 2011,  2015,  2041 

Wertheim  &  Co 12509,  1862-1 

Wheeling  Steel  Corporation 12460,  1848 

White, 1822-1828 

White  and  Case 12421,  12434,  12452,  12457,  1828,  1825,  1886 

White,  J.  G.,  &  Co . ...      1908 

White,  Weld  &  Co.: 

Originations  of,  and  participations  in  security  issues,  and  negotiations 
therefor : 

Securities  of: 

Wilson  &  Co 12516-12519,  12523-12527, 

12533-12534,  1868-1877,  1879-1881,  1882-2-1888,  1886 

Other  companies 1855-1,  2011,  2015,  2041 

Total  originations,  1934-June  1939,  referred  to 2064-2071 

Performance  records  kept  by 2 045 

Whitehead,  William  S.: 

Correspondence  concerning  exhibits,  etc 1889,  1894-1895-2,  1896 

Testimony  of 12517-12518,  12534,  12543 

Wiley, 1862-2 

Whiting,  Weeks  &  Knowles,  Inc 1985,  1991-2 

Whiting,  Weeks  &  Stubbs  Incorporated 2011,  2015,  2041 

Whittaker  Brothers  &  Co.,  Inc -•_     1918 

Williams,  Harrison v( 12568,  12578-12581, 

12592-12593,  12603,  12624,  1983-1934,  1944,  1954-1,  1956,  1970 

Wilson  &  Company,  Inc.  financing 12478,  12510,  12533,  1865-1886 

Tiscussions  by  E.  B.  Smith  &  Co.  with  E.  A.  Potter '__.    12515-12516, 

12520-12524,  1866-1,  1877-1878 

Formation  of  underwriting  group  for  1935  issue 12521-12534, 

1877,  1880-1886 

Historical  relationships 12524-12529,  1880,  1882-2-1888 

Kuhn,  -Loeb  &  Co.  included 12529-12532,  1882-2,  1885 

White,  Weld  &  Co.'s  attempt  to  secure  business  through  M.  L. 

Freeman 12516-12519,  1867-1876-2,  1879 

White,  Weld  &  Co.  excluded  at  company's  request 12533-12534, 

1867,  1882-2,  1887 

Participations 12512-12513,  1865,  1882-2.  1885, 

Wilson,  Edward  Foss 1868-1869,  1871-1874,  1877 

Wilson,  Hamilton ,.    12509,  1862-1 

Wilson,  H.  W 1887-4 

Wilson,  Robin 12584-12590,  12597-12600,  12607, 

1949-1951,  1952-2-1954-2,  1961-2,  1962-1963,  1966-1967-2 

Wilson,  Thomas  E 12515, 

12521,  12524,  12532,  1868-1869,  1877-1879,  1882-2-1883,  1885 

Wilson,  Webb . 13018-13019,  1862-1 

Winsor,  Robert 12344 

Wisconsin  Company,  The 12674-12676,  201,    2015,2041 

Wisconsin  Public  Service  Corporation: 

Security  issues  of _-_,..    13018-13019,  1907,  1940-1-19^  '-2,  1962 

See  also  Standard  Gas  oc  Flectric  System. 
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Wisconsin  Valley  Electric  Co .940-1 

Witter,  Dean,  &  Co 1985,  1991-2,  2011,  2015,2041,2064-2071 

Wood,  Leonard ^ 1855-1 

Woods,  George  D 12472,  1854-1-1854-2,  1857-2-1857-3,  1857-5.  1863 

Woolworth,  F.  W.,  &  Co.,  financing 1783,1817 

Yellow  Cab  Manufacturing  Co.  financing 1783,1817 

Young,  John  M.: 

Activities  in  security  issues 12683-12684,  2052-2054-2 

Testimbny  of 12681-1268G 

Youngstown  Sheet  &  Tube  Company,  The,  financing 12486- 

12487,  12489-12491,  1859 
Zemurray,  S 12376-12377,  1796 
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